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ENTREPRENEURIAL COMPETITIVENESS: COMPARATIVE ANALYSIS
BETWEEN THE REPUBLIC OF MOLDOVA AND OTHER EASTERN
EUROPEAN NATIONS

AUGUSTIN IGNATOV!

Abstract: The Eastern Europe is the region which in the past decades has met important socio-economic changes
determined by the transition period. Some of the countries managed to overcome these difficulties and, therefore, be able
to integrate in the EU, while other states failed in this pursuit, presently, confronting with severe poverty, corruption and
emigration. The present study aims in this regard to analyse entrepreneurial competitiveness of the Eastern European
countries, identifying the leading and lagging economies and, respectively, the evolution of the performance
discrepancies.

Key words: entrepreneurial competitiveness, the Eastern Europe, the Republic of Moldova, economic growth,
development discrepancies

JEL CLASSIFICATION: F41; F43; O10; O52; R11.

INTRODUCTION

The Eastern Europe is the region which in the past decades has met important socio-economic
changes determined by the transition period. Some of the countries managed to overcome these
difficulties and, therefore, be able to integrate in the EU, while other states failed in this pursuit,
presently, confronting with severe poverty, corruption and emigration. Moreover, the modern
business sectors of the Eastern European economies are challenged by globalisation which puts
important pressure upon entrepreneurs, small and medium sized enterprises as well as larger firms
and economic clusters. The competitiveness on the various markets has much increased due to
growing globalisation which is presently identified with liberalisation of trade and migration, progress
in the area of technologies and orientation of economies towards innovation, optimisation of
international production, and declining transport & communication costs. Thus, businesses and their
networks need significant support and stimuli from institutions and governments as to be able to
survive, develop and progress. Even if some of the Eastern European nations joined the European
Union, this region is still underdeveloped as compared to the Western EU being characterised by
lower standards of living and economic strength. It should be underlined that economic development
and competitiveness is dependent on business and its growth, since it determines capital formation,
innovative and technological investments, economies’ export capacities, trade comparative and
competitive advantages and FDI attractiveness as well as purchasing power of the citizens which,
from the perspective of this research. One of the main causes why the Eastern Europe is
underdeveloped regards the low level of social trust in institutions as well as relatively high levels of
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corruption. These factors diminish economic competitiveness, as well as, business strength since both
external and internal investors are less willing to develop risky, yet profitable projects. Entrepreneurs
within an unsecure business environment tend to minimize their expenses to become less exposed to
uncertainties, while in a stable and transparent environment they invest more to gain more return and
therefore increasing overall societal wealth. Therefore, it is necessary to raise awareness to protect
businesses from excessive bureaucracy and corruption in order to determine higher economic activity.
Moreover, the economic potential of the Eastern Europe is rather reduced especially due to modest
level of technological development and innovation which are crucial in determining increased
efficiency of entrepreneurial activities and of the business sector. Moreover, the countries lose the
human capital potential which plays a catalysing role establishing more favourable economic
environment due to massive emigration. These elements of socio-economic environment are key
factors establishing countries’ present and future competitiveness and economic structure.

The present study aims in this regard to analyse entrepreneurial competitiveness of the Eastern
European countries, identifying the leading and lagging economies and, respectively, the evolution
of the performance discrepancies. Particular objectives include: study of relevant theories and
literature explaining the dependence of entrepreneurship on various socio-economic factors. In this
regard, the study intends to develop an econometric model explaining the dependence of
entrepreneurial competitiveness on these factors considering the context of the Eastern Europe. This
model should be the main contribution of the paper and it is set to deepen the existing knowledge
with empirical exemplification. Finally, the research aims to answer whether modest entrepreneurial
competitiveness is determining reduced living standards in the referred region. The data sources used
by the study comprises the Global Competitiveness Reports provided by the World Economic Forum
as well as the World Bank’s various indicators, various periods for raw data assessment. Nevertheless,
the period considered for econometric analysis is strictly 2010-2017.

The study concludes that the least entrepreneurially competitive states in the Eastern Europe
are the Republic of Moldova, as well as other nations of the Eastern Partnership. The business activity
in these countries is weak and the determinants of entrepreneurship are underdeveloped, the situation
reducing the nations’ growth potential. Thus, a competitive entrepreneurial environment requires
strong cooperation between the private and public sector to make more efficient networking in the
economic clusters as to deliver most competitive products and services. In this regard, the main task
of governing elites is to provide the business sector with efficient regulation, supportive policies and
strategies as well as competitive and transparent services. This should aim reducing bureaucratic
pressure, improving productivity, insuring stability of the macroeconomic environment. Since the
business sector is the main component fostering growth, it needs to be backed to improve its capacity
in accumulating industrial and human capital, know-how, business expertise, to allow them to
efficiently compete for most favourable positions in global and regional supply chains.

LITERATURE REVIEW

Entrepreneurship is one of the fundamental components determining economic development
since it alongside with labour force, land, and capital, and natural resources can generate profit.
Entrepreneurship is closely linked to risk taking and engaging in innovation related activities, and
certainly, it is a key determinant of nations’ ability to compete for profit and welfare. Discussion of
entrepreneurship was begun by the representatives of the Classical Political Economy who provided
important theoretical background, yet, not comprehensive and specific. In this regard, it should be
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underlined the role of Richard Cantillon, an early Irish-French economist, who was the first
theoretician who introduced the word “entreprencur” in its modern understanding, i.e. a risk bearer,
in economics in the early 18th century. He defined entrepreneur as an agent who buys factors of
production with the aim of reselling them at a higher price in a combined or not form (Cantillon, 1881
& Cantillon, 2010). According to Peter Drucker (1993), the father of modern business corporation
and management science, the term “entreprencur” was popularised by Jean-Baptiste Say around 1800,
one of the most known pioneer economists and businessman of French origin, who said that “he shifts
economic resources out of an area of lower and into an area of higher productivity and greater yield”.
Say also attributed the following functions to entrepreneurs including coordination, organization and
supervision which are key in the business activity. Entrepreneurship has been a concept of key
importance in economics, the study of which started in the late 17th and early 18th centuries, yet, it
has been rather ignored by theoreticians until the early 20th century. The interest in entrepreneurship
increased only in the second half of the 20th century (Drucker, 2006 & 2014).

The concept of “entrepreneurship” in the Classical Political Economy was not comprehensively
tackled. The theoreticians tended to define the people doing business only from the position of capital
holders and skilled labour providers. The main framework of thought of this flow of ideas was
orienting away from entrepreneurship. This evolutionary direction of economic thought could be
clearly identified in the works of David Ricardo who prioritised land, labour and capital within the
framework of rent, wages and profits. Ricardo, in a Malthusian style, mentions that wages and profits
from capita will decline over time while rents will growth, economy diverting towards subsistence.
Namely it was, some kind of economic gravitational force which was natural and impersonal. In these
conditions, entrepreneurship is rather neglected and excluded. Ideas of Ricardo about entrepreneurs
are more or less similar to those of Smith, Senior, Marx and Mill, other key representatives of the
classical political economy (Ricketts, 2006). For instance, the labour theory of value of Smith, which
was based on his “natural law”, rather concentrated on the role of labour for economic development
rather than the production function plan based on which this labour is directed. However, it should
be noted that Smith was less formal than Ricardo in establishing his economic model the fact which
permit to implicitly accredit, at an incipient stage, a key role of entrepreneur for development
(Ricketts, 2006). J. S. Mill (1848) developed further the concept of “risk taking” and linked it to
entrepreneurship alongside with profits mentioning that “what a person expects to gain, who
superintends the employment of his own capital, is always more, and generally much more, than this.
The rate of profit greatly exceeds the rate of interest. The surplus is partly compensation for risk”.
Despite the fact that Mill analysed entrepreneurship from the perspectives of profit and risk, he used
the terms “entrepreneur” and “capitalist” as synonyms, which according to Joseph Schumpeter
(Schumpeter, 1939, 1983) are not equivalent, risk associated with innovation is characteristic for
entrepreneurs while that associated with profit is linked to capitalist.

The term “entrepreneur” in the framework of the Neo-Classical theory was developed by
Menger (1871), Marshall (1890) and Jevons (1871). The fundament of the entrepreneurial analysis in
this period was closely linked to the principles of the systematic and subjective marginal analysis, as
Jevons underlined “value depends entirely upon utility” referring to marginal utility. Thus, economics
was gravitating around the subjective value theory and marginal analysis as compared to the previous
period when objective (labour) theory of value was the central point of reflection. As the priorities in
economics shifted towards diminishing marginal utility, the views related to entrepreneurship
revolved around individual maximising decisions based on the coordinating role of prices (Ricketts,
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2006). At the same time, it should be underlined the contribution of Leon Walras, French
mathematical economist and General equilibrium theorist, who mentioned that entrepreneurship
occur in disequilibrium situations when individuals could benefit from the existing differences
between competitive market prices and average costs of production (Jolink, 1996). It is also implied
that technology is constant, and it the economy in equilibrium is providing zero-profit opportunities
for entrepreneurs (Ebner, 2005 & Walker, 1986). Simultaneously, it should be distinguished, in the
context of entrepreneurship, between firm as an organisation, a forth factor of production, and
managerial capabilities which is closer denoting the capacity of building proper strategies of
exercising efficient activities of the enterprise (Walker, 1986).

The modern ‘Austrian’ school in the context of neoclassical marginalism is the case which
researched entrepreneurship in most relevance and it be distinguished from the neoclassical tradition.
It reached such important achievements due to its methodological orientation which considered
“individualism, subjectivism, the evolutionary nature of institutional change, and the importance of
historical time in approaching economic development” (Ebner, 2005). Some of the most important
representatives were Friedrich Hayek, Anglo-Austrian economist and Nobel Prize laureate, and Israel
Kirzner, British-born American economist. According to Hayek (1937, 1978), entrepreneurship is a
market process in which business people search for and implement new techniques and procedures
to gain advantage from price differences. Kirzner (1973, 1999) developed the ideas established by
Hayek, and introduced several new concepts including “spontaneous learning”, “alertness” and
“entrepreneurial discovery”. While, the main focus of Neoclassical analysis (especially considering
Marshall, 1890) concentrates on the conditions to necessary to sustain an equilibrium, Kirzner, one
of the pioneers of the Neo-Austrian approach, concluded that at the beginning the economy is not in
an equilibrium, this is reached as a result of the competition among “alert entrepreneurs” who are
permanently searching for information and knowledge disequilibrium or “uncertainties” which are
unevenly distributed across the market. Thus, entrepreneurs are attributed the “information-
transforming” function which was earlier defended by Hayek (1948), since he transforms
irregularities into opportunities. Entrepreneurs in the process of finding irregularities involve
“spontaneous learning” empowered by “alertness”, i.e. receptiveness or preparedness to recognize
possibilities of any kind, and the opportunity found is “entrepreneurial discovery”. Thus, entrepreneurs
are forces of equilibrium balancing the economic system.

Joseph Schumpeter is one of the greatest economists of the first half of the 20th century.
Schumpeter’s main contributions to economics are related to his comprehensive study of the concepts
of innovation and entrepreneurship. In his views, entrepreneur is the revolutionary innovator capable
of introducing new processes, products allowing the economy to be dynamic and evolutionary.
Schumpeter mentions that an entrepreneur is someone who could revolutionise production by
implementing an invention, or technology. He was the first theoretician who divided the process of
innovation in five steps which lead to the economic development: launch of a new product/service;
application of new methods of production or sales of a product; opening of a new market; acquiring
of new sources of supply and new industry structure (Sledzik, 2013). Schumpeter considered that
innovation is a driver of competitiveness and the core of change causing "creative destruction” which
is defined as "process of industrial mutation that incessantly revolutionizes the economic structure
from within, incessantly destroying the old one, incessantly creating a new one" (Schumpeter, 1994).
In the views of Schumpeter’s first theory of entrepreneurship, entrepreneurs generate new
opportunities for investment, development and employment through their implementation of
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innovations in the economy. Invention in his views is less important that diffusion and imitation
which have larger impact on the economic development (Sledzik, 2013). Schumpeter (1983) linked
entrepreneurs to innovation on the basis of their functional interrelation. In this regard, the
entrepreneur is a pioneer capable to act in unknown conditions and circumstances to the benefit of
the individual interests “act with confidence beyond the range of familiar beacons”, “his characteristic
task — theoretically as well as historically — consists precisely in breaking up old, and creating new,
tradition”. Schumpeterian entrepreneur is determined to act by three key motivations including: the
desire to create "own kingdom"; the desire for gain; the joy of creation (Sledzik, 2013). The second
theory of entrepreneurship developed by Schumpeter underlines that much smaller role of
entrepreneurs for economic development than proper innovation being less individualised
(Schumpeter, 1939 and 1994). According to Sledzik (2013) depersonalisation “is a radical departure
from his earlier recognition entrepreneur as an outstanding individualist” which in general received
less attention due to larger concentration historical analysis methodology.

William Jack Baumol, remarkable Neo-Keynesian economist, mentioned in an article
published in 1968 that the functions of the entrepreneur are to identify new ideas, opportunities and
locate them, and put those ideas to use to generate profit and economic advantage. Baumol’s
entrepreneur is closely linked to the Schumpeterian one who should have leadership and initiative
promoting economic growth. He underlines (1968, 1990) that the entrepreneurship is hard to be
explained through formalised analysis and mathematical models due to the fact that charisma and
inventiveness, perseverance, key characteristics of entrepreneurs, could not be quantified. The
neoclassical model is not able to comprehensively tackle the issue of entrepreneurship since it could
not be effectively fitted in formalised into a specific function. He does not criticise in any sense the
neoclassical model, yet highlights that there is space for improvement. Uncertainty and
unpredictability and closely linked to entrepreneurship since there are many variables linked to it.
According to Baumol (1990) entrepreneurs are not always performing a productive task for society
leading to economic development since they are the “persons who are ingenious or creative in finding
ways to add to their wealth, power, or prestige” which not necessarily presuppose benefit for the
society. For instance, in an unfavourable environment, entrepreneurs may search for tax-loopholes,
or engaging in warfare. Thus, institutions and the environment is also determinative in motivating
entrepreneurs in following one or another goal. Certainly, Baumol’s main contribution to
entrepreneurship is linked to understanding its qualitative aspects.

Certainly, entrepreneurship is linked to uncertainty. One of the most known economist
researching this relation was Frank Knight, adept of the Chicago School of Economics tradition, who
published in 1921 the work “Risk, Uncertainty and Profit”. He starts from analysing the Walras’
situation of economic equilibrium when not profit can be reported by entrepreneur, thus, it is inferred
that profits are linked to economic disequilibrium which could be viewed in the form of an unexpected
change. For Knight, profit is rather associated to uncertainty rather than risk. According to Ricketts
(2006) an uncertainty is “an uncertain situation was one in which probabilities could not be assigned
to outcomes so that decision making was impossible to model in terms of neoclassical optimization”.
In a world of uncertainty, there could be situations in which it could be reported either pure profits or
losses, thus presupposing residual income different of the contractual one. In this circumstances,
Knight analyses the entrepreneur from the perspective of pure profit and a residual income seeker.
Entrepreneurs are distinct from capitalist since their main asset is judgement, the fact which could
explain modern venture capital or the relation between money-seekers and investors. Nevertheless,
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the relation between these economic agents is very close, unless the ideal cases are considered. Carter
et al (1994) pointed that there ventures capitalism is the form of capitalism which best describes the
relations between entrepreneurs and capital, talent or abilities of people and one of the fundament of
economics i.e. capital.

Other researchers studied the relation between entrepreneurship and economic efficiency.
Thus, according to Casson (1982), who extended the ideas of Knight, entrepreneurs coordinate the
allocation of scarce resources in the search of pure profit. A dynamic economy provides permanent
opportunities, thus, the situation of equilibrium could not be reached, hence, entrepreneur has an
intermediary function or “market maker” who exploits the differences in the marginal valuation of
goods and services. Casson (2001) underlined the key role of cultural environment which determines
the role and behaviour of entrepreneurs as well as of firms. Neoclassical focus on the pure
individualism which is socially unrelated to other firms is not corresponding to the real economy, yet,
most of the processes could be explained by predicted opportunism. Entrepreneur is the generator of
dynamics in firms identifying and exploiting opportunities through improving the transaction costs,
information flows, associations and leadership. Gary Becker, another representative of Chicago
School of Economics and a Nobel Prize laureate, was a pioneer of applying economic analysis to
human behaviour in such areas as discrimination, marriage, family relations, and education, areas
which were previously considered as areas of sociology. In his work of 1993, Becker underlined that
linked entrepreneurship to human capital creation based on rational benefits, cultural environment,
and investments. Investments in the human capital include educational, health care and skills training
as well as other factors. He focused on identifying the costs and returns of investments in the human
capital, and the private and social gains of individuals.

Wennekers & Thurik (1999) linked entrepreneurship to economic development
“entrepreneurship matters. In modern open economies it is more important for economic growth than
it has ever been”. Globalisation and ICT revolution caused the massive disequilibrium which requires
change and reallocation of resources which, in turn, demands strong entrepreneurial capacities.
Entrepreneurship is capable of being identified both at individual, firm and macro levels, in the
following dimensions: conditions for entrepreneurship, key elements and impact, an important
challenge often met by previous theoreticians. Thus, entrepreneurial capacities at the individual level
are expresses through psychological endowments key elements being attitudes, skills and actions,
while the impact is self-realization and personal wealth. At the firm level, conditions for
entrepreneurship are culture, institutions, business opportunities, elements being innovation, new
entries and new markets, the impact resuming to firms’ performance. At the macro-level, key
conditions are culture and institutions, elements are identified through variety, competition and
selection, while impact results in competitiveness and economic growth. Stevenson & Jarillo (2007)
as well as Suddaby et al (2015) have concluded that a competitive and business oriented economy
should meet the following conditions including: open-mindedness, acceptance of risk, long term
orientation, opportunities and favourable institutions providing incentives. Jones (1975) underlined
that economic growth could not appear without the intermediation of entrepreneurship which is
responsible for connecting demand and supply. Moreover, entrepreneurs are responsible for the
creation of new markets, as well as introducing innovation which is responsible for technological
advancement. Shane and Venkataraman (2000) as well as Stevenson & Harmeling (1990) say that
the discovery of entrepreneurial opportunities as well as the decision to exploit entrepreneurial
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opportunities are generated by the initiative of individuals driven by the intention to obtain economic
advantage, which is the payment of the market for the entrepreneur for his intermediation function.

It is important to understand the psychological fundament of entrepreneurship. Espiritu-
Olmos and Sastre-Castillo (2015) concluded that there is a strong relation between personal traits and
entrepreneurship, some of the most important being internal control, need for achievement, kindness,
tolerance of ambiguity, tolerance for risk and extroversion. Namely the persons having these
characteristics are more likely to undertake business activities. McClelland & Burnham (2008)
highlight that entrepreneurship, in order to be successful, needs to be established on effective
management characterised by consistent sense of responsibility, organizational clarity and efficient
team spirit. Namely, managers are the successful entrepreneurs who stabilise and exploit business
opportunities favouring societal and economic development. They sacrifice self-interest for the
welfare of the organization and its operational and strategic purposes. Reynolds (1992) underlines
that entrepreneurship has an important role for socio-economic development and by permitting
individuals to benefit from their intermediation function realising their potential and competences
connecting people and satisfying their needs. It should be considered also that entrepreneurial success
presupposes trust among market participants since it is the fundament for building long run relations
(Rotter, 1967). Goethner et al (2012) point that entrepreneurship at the level of psychology is
influenced by the following determinants including social norms, accepted attitudes, on which the
human and social capital is based, as well as expected benefits from performing activities.

METHODOLOGY

The dependent variable reflecting entrepreneurial competitiveness of the Eastern European
countries is new business density (new registrations per 1,000 people ages 15-64). New business
density (hereafter NBD) directly shows the number of new registered firms within the economy,
higher rates of this indicator marking that the business environment is favourable and the competition
among entrepreneurs is growing. Favourable dynamics of NBD show that the economy is healthy it
assuring enough opportunities for the business sector. Growing business density is a sign of stronger
and increasing business competitiveness as new companies enter the market, the economy enhancing
its growth potential. The present research has chosen 9 independent variables which will complete
the analysis of entrepreneurial competitiveness of the Eastern European countries. First independent
variable determining the strength of the business sector is the market size (hereafter MS). The larger
is the market the higher are the domestic business opportunities, thus, larger economies can develop
more complex and advanced entrepreneurship due to wider resources and opportunities availability.
Another determinant of entrepreneurial competitiveness is higher education and training (hereafter
HT) which influences the availability of the human capital within the economy assuring it with
necessary skills, abilities and knowledge. The goods market efficiency (GME) is further considered
which shows the efficiency of the allocation of each factor of production, thus, determining
businesses to produce and sell at lowest prices. It also defines the efficiency of market competition
and characterises the rapidity to which information influence the prices. Another determinant is
labour market efficiency (LME) defining the level to which workers can find the right jobs for their
available training and knowledge. It also determines the overall impact of existing incentives both
for employers and workers to develop human capital and report the highest productivity.
Simultaneously, labour market efficiency marks the level of its flexibility pointing the easiness to
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which to individuals could shift from inefficient firms and orient towards more profitable ones.
Financial market development (FMD) is further analysed. FMD is a key component of the economic
systems, acting as a platform enabling the allocation of financial resources toward most profitable
and productive areas of economic activity. It defines, therefore, the efficiency of intermediation,
having proper depth and breadth, providing a wide range of financial instruments to fund business
activities, reduce risks, provide investments, assuring the economy with necessary liquidities
fostering entrepreneurial activities. The sixth factor is the overall macroeconomic environment (ME)
which determines the trends in income, inflationary patterns, employment, spending priorities,
monetary and fiscal policies. It characterises the extent to which governmental macroeconomic
policies stimulate the activity of the private sector. The seventh factor acting as an entrepreneurial
performance enhancer is innovation (IN) which fosters competition and its complexity. The proper
innovation capacity of the nations defines the existing intensity of investments and efficiency in the
research and development of new technologies, products, processes driving economic development
and progress. The eighth factor acting as a business competition amplifier and stimulating its
complexity growth is business sophistication (BS). It is a sign of an innovation-driven economy
marking the efficiency of business networks, as well as, it shows the quality of operations and
strategies of the existing business environment. Finally, it is considered log GDP per capita (Inc.)
marking the overall income of the population and the overall wealth of the country which certainly
determines the strength of the business sector and, respective, entrepreneurial competitiveness level.
Afterwards, it is calculated the descriptive statistics of the dataset. The summary statistics will permit
to better understand the data sample and form a basis of the initial description. Afterwards, it is
analysed the Pearson’s correlation coefficients among the variables to show the extent to which the
indicators are linearly associated. To identify the extent to which the model build is relevant, a multi-
linear regression analysis is performed between the NBD, which is the dependent variable, and the
examined independent variables i.e. MS, HT, GME, LME, FMD, ME, IN, BS and Log GDP. The
Kaiser-Meyer-OlKkin test is performed to analyse the proportion of variance in the variables that might
be determined by underlying factors as well as Bartlett’s test of sphericity to prove that the variables
are unrelated and therefore unsuitable for structure detection. In this way, it can be identified where
the dataset is adequate and the regressions are relevant. It is important to underline that the
econometric analyses considered the period of 2010-2018 for all calculations.

The present study has the following research hypotheses: first, the entrepreneurial
competitiveness of the Eastern European countries is directly linked to all selected determinants.
Secondly, more competitive states in terms of entrepreneurship are more developed. Thirdly, the EU
integrated Eastern European states are more advanced in terms entrepreneurial competitiveness as
compared to the rest of the nations. Finally, the Republic of Moldova is the Eastern European nations
with the least competitive entrepreneurship and business.

RESULTS

A core component of entrepreneurial competitiveness is the availability of entrepreneurs, self-
driven individuals which act as intermediaries leading economy towards steady equilibrium. Based
on the information provided in table 1, it can be underlined that the Republic of Moldova is the fifth
least competitive country in the region in terms of creation of new business entities. The results
reached equal 1.82 enterprises per 1000 people or 182 new enterprises per 100 000 people. This rate
is higher than in Armenia, Ukraine, Azerbaijan. Nevertheless, generation of entrepreneurial force in
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the Republic of Moldova is much less active as compared to Estonia, Bulgaria or Georgia, nations in

which are created 21.01, 10.92 and respectively 8.93 enterprises to 1000 people, while in the

neighbouring country i.e. Romania this rate reaches 5.64. It should be underlined that the dynamics

of new registrations in the Republic of Moldova is decreasing the fact which underlines the idea that

the business environment is discouraged by weak institutional and regulatory framework as well as

by high rates of emigration. Thus, it can be observed that the Republic of Moldova at the beginning

of the researched period had levels similar to Georgia, the Czech Republic, and Lithuania, yet,

government ineffectiveness, lack of proper reforms and unfavourable business environment de-
motivated population, the rate of new business registrations decreasing in dynamics.

Table 1. New business density, new registrations per 1,000 people ages 15-64
2006 | 2007 |2010 |2011 |2012 |2013 |2014 |2015 |2016 | 2017
Estonia 13.13 | 12.69 | 12.93 | 16.52 | 16.93 | 18.04 | 17.51 |18.95 |20.76 | 21.01
Bulgaria |7.22 |744 |6.47 |798 [9.03 |89 |89 |9.84 |10.89 |10.92
Georgia | 207 |[267 |375 |[459 |489 |585 |580 |[7.22 |837 |[893
Latvia 721 |7.73 |7.88 |12.18 |11.63 |11.45 | 1055 |9.66 |8.04 |7.57
Romania | 6.16 6.80 3.45 4.39 4.12 4.33 4.07 4.84 5.61 5.64
CzechR. | 224 |285 |3.03 (289 |29 |309 [342 |370 |398 |4.23
Slovakia |3.48 |[4.11 |445 |486 |511 |559 |310 (271 |[470 |3.13
Hungary |3.17 |395 |645 |764 |475 |418 [366 |3.16 |338 |270
Lithuania | 228 |283 |[286 |3.71 |531 [394 |419 |319 |333 |258
Poland 049 |051 |066 |070 |090 (110 |113 |152 |166 |1.85
Moldova | 2.07 2.38 1.61 1.75 1.73 1.75 1.92 1.80 1.75 1.82
Armenia | 123 |163 |124 |130 |154 |154 155 |172 |1.74 |1.79
Ukraine 095 |1.17 |098 |107 |092 |110 |[105 |121 |154 |157

Azer. 0.60 |0.90 |0.55 0.63 |0.69 1.05 0.98 |0.75 1.03 1.01
Source: The World Bank Group, New business density, retrieved from data.worldbank.org on January, 22", 2019

Another important determinant of entrepreneurial competitiveness is market size on which
business activate since it is directly linked to the number of available opportunities within the
economy. Based on the information provided in table 2, it can be highlighted that the Republic of
Moldova is the smallest market in the region registering the lowest score and one of the smallest in
the world being ranked on 120th position. Similar sizes of the domestic market are characteristic for
Armenia, Georgia and Estonia. The strongest market in the region is Poland, being 21st largest in the
world, followed by Romania, the Czech Republic and Ukraine. The Republic of Moldova is located
between two of the largest markets in the region the fact which reduces its potential in attracting
investments since larger markets can be advantageous because of the economies of scale, thus, being
more profitable. In this regard, the Republic of Moldova is less competitive for undertaking business
activities as its small domestic market provides fewer opportunities as compared to the larger markets
which can create substantially bigger incentives for generating and developing new activities and
ideas. In the conditions when the country registers weak institutions and market mechanisms, one of
the least efficient in the region, small market reduces entrepreneurial performance of the Republic of
Moldova and, therefore, economic development.
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Table 2. Competitiveness of countries in terms of market size, 2010/11-2017/18,

rank and score

10/11 | 10/11 | 12/13 | 12/13 | 14/15 | 14/15 | 16/17 | 16/17 | 17/18 | 17/18
Poland 21 5.08 19 5.12 19 512 |21 513 |21 5.17
Romania | 43 441 |43 441 |45 444 |42 453 |41 4.61
CzechR. |42 447 |40 451 |42 449 |46 443 |46 4.49
Ukraine 38 453 |38 460 |38 458 |47 440 |47 4.49
Hungary | 49 427 |52 425 |53 426 |53 427 |55 4.33
Slovakia | 58 397 |59 400 |58 403 |61 399 |61 4.08
Azer. 76 346 |76 351 |72 3.66 |63 3.89 |63 3.97
Bulgaria | 63 3.79 |62 382 |63 3.87 |65 385 |65 3.92
Lithuania | 77 345 |74 353 |77 3.60 |77 353 |78 3.62
Latvia 95 304 |91 311 |95 320 |96 315 |92 3.24
Estonia 101 2.89 |96 2.98 |100 3.07 | 100 3.00 |98 3.10
Georgia 107 280 |99 2.87 103 298 |101 3.00 | 100 3.09
Armenia | 116 250 | 115 262 |118 2.75 | 120 2.68 | 115 2.79

Moldova | 121 240 | 121 251 | 124 2.60 | 124 2.56 | 120 2.68

Source: World Economic Forum, The Global Competitiveness Report, editions 2010/11-2017/18, retrieved from
www.weforum.org on January, 22", 2019

Another important dimension of entrepreneurial competitiveness serving as a fundament is
competitiveness of higher education and training. Based on the information provided in table 3, it can
be underlined that the Republic of Moldova is one of the least competitive countries in the region
alongside with Georgia. Despite the fact that the score reported has increased within the period of
2010/11-2017/18, the ranking of the country has diminished, the fact underlining the idea that the
world’s dynamics, in general, has been more favourable. This situation demonstrates that the
Republic of Moldova is meeting important challenge in terms of human capital availability which is
a core component of the entrepreneurial competitiveness. The declining dynamics suggest that the
state is not sufficiently investing into consolidating and enhancing the efficiency of the human capital
the fact which reduce the economic potential of the nation through diminishing the fundament for
productivity growth. The economic environment persisting in the Republic of Moldova is not
demanding qualified individuals since both the private and public sector is allocating few
investments. It can be underlined that in the Eastern Europe there are significant discrepancies in
terms of higher education and training, Estonia, the Czech Republic, Lithuania as well as Ukraine
being the leading forces which have the potential of attracting business investments both domestic
and foreign requiring high quality human capital.

Table 3. Competitiveness of countries in terms of higher education and training,
2010/11-2017/18, rank and score

10/11 | 10/11 | 12/13 | 12/13 | 14/15 | 14/15 | 16/17 | 16/17 | 17/18 | 17/18
Estonia 22 5.17 |25 517 |20 549 |18 5.54 |19 5.52
Czech R. 24 511 |38 487 |35 5.02 |27 5.20 |27 5.25
Lithuania 25 5.07 |26 515 |26 530 |26 525 |29 5.16
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Ukraine 46 4.61 |47 470 |40 493 |33 5.08 |35 5.09
Poland 26 5.00 |36 492 | 34 5.04 |37 5.03 |40 4.98
Latvia 35 481 |42 478 |31 5.13 |39 5.01 |42 4.95
Bulgaria 67 414 |63 431 |63 449 |56 464 |54 4.62
Slovakia 53 449 |54 450 |56 465 |61 454 |62 4.54
Azer. 77 3.96 |89 391 |90 3.90 |78 416 |68 4.46
Armenia 91 3.66 |70 422 |75 420 |71 438 |69 4.42
Romania 54 447 |59 436 |58 4.63 |67 445 |70 4.41
Hungary 34 481 |49 4.67 |52 468 |72 436 |73 4.33
Moldova 78 3.95 |88 3.96 |84 408 |91 4.04 |83 4.09
Georgia 90 3.74 |93 3.82 |92 3.89 |89 406 |87 4.02

Source: World Economic Forum, The Global Competitiveness Report, editions 2010/11-2017/18, retrieved from
www.weforum.org on January, 22", 2019

Table 4 offers information regarding the competitiveness of the Eastern European nations in
terms of goods market efficiency. As it can be observed, the Republic of Moldova is the second least
competitive country in the region, following Ukraine, ranking 97" globally. It should be underlined
that this performance has consistently increased during the research period. This fact underlines the
idea that the intensity of local competition in the country is much lower as compared to the rest of the
nations, the market being exposed to the risk of domination of just few companies, thus, it can be
concluded that anti-monopoly policy in the Republic of Moldova is inefficient. This fact acts a serious
impediment for entrepreneurial competitiveness, unfair competition raising the risk and minimising
the profit opportunities for new comers or for those not benefiting from political protection. The
business environment in the Republic of Moldova is one of the most restrictive in the Eastern Europe
imposing unfavourable conditions in terms of taxation, business operation procedures, and customs
regulation. The states such as Estonia, Azerbaijan, Armenia, the Czech Republic and Lithuania are
the most favourable in terms of goods market efficiency, registering much higher performances than
Romania, Bulgaria and Hungary, besides and Ukraine and the Republic of Moldova. In these
conditions, the market of Moldova tends to be not competitive in promoting both local and foreign
investments the situation reducing its capability to grow.

Table 4. Competitiveness of countries in terms of goods market efficiency, 2010/11-2017/18,
rank and score

10/11 | 10/11 | 12/13 | 12/13 | 14/15 |14/15 | 16/17 | 16/17 |17/18 |17/18

Estonia 29 4.71 31 4.73 26 4.89 20 5.06 21 5.09

Azer. 93 3.92 60 431 72 4.31 50 4.49 31 4.80

Armenia 113 3.72 72 4.22 64 4.37 45 4.59 35 4.70

CzechR. |35 458 |41 4.53 50 4.53 36 4.67 38 4.66

Lithuania | 73 412 56 436 |47 4.57 39 464 |44 4.57

Poland 45 438 |51 4.39 51 449 |47 457 |45 4.55

Georgia 64 4.18 82 4.18 60 4.40 46 4.57 50 451

Slovakia |51 4.34 54 4.37 66 4.36 53 4.45 55 4.48

Latvia 72 413 |47 4.42 36 4.67 |49 4.52 59 4.42
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Hungary | 67 416 |67 4.28 65 4.36 59 4.40 64 4.38

Bulgaria 82 4.00 83 4.17 63 4.37 S7 441 69 4.32

Romania | 76 4.08 113 3.86 89 4.18 80 4.22 92 4.14

Moldova | 104 3.83 | 100 3.98 | 103 4.07 | 107 399 |97 4.06

Ukraine 129 3.93 117 3.82 112 3.99 108 3.98 101 4.04

Source: World Economic Forum, The Global Competitiveness Report, editions 2010/11-2017/18, retrieved from
www.weforum.org on January, 22", 2019

Another important aspect of competitive entrepreneurial environment is the presence of
efficient labour market. As it can be remarked in table 5, the Republic of Moldova is the country with
the lowest performance in terms of labour market efficiency in the region, ranking 94" globally. The
dynamics consistently declined within 2010/11-2017/18, during this period the country has lost 26
positions. This situation characterises unfavourable evolution of the productivity of human capital,
less harmony being registered between workers and employers. The labour market in the Republic of
Moldova is less flexible in allocating the human resources to most productive sectors. In this regard,
it should be mentioned that the country’s labour market is overregulated, the promoted employment
protection policies being detrimental to fostering the shifts towards more productive industries, thus,
the state losing potential gains from higher productivity. Rigid labour markets as it the case of
Moldova decrease the ability of the country to concentrate production capacities to emerging and
dynamic sectors fostering the workforce’s capability to meet the requirements of the new high-tech
sectors. The leading force in the Eastern Europe in terms of labour markets efficiency is Estonia,
followed by Azerbaijan, the Czech Republic and Latvia. It should be noted that similar to Moldova
countries i.e. Armenia and Georgia register also high levels of competitiveness in this area.

Table 5. Competitiveness of countries in terms of labour market efficiency, 2010/11-
2017/18, rank and score
10/11 | 10/11 | 12/13 | 12/13 | 14/15 | 14/15 | 16/17 | 16/17 | 17/18 | 17/18
Estonia 17 491 |10 511 |11 502 |15 503 |15 5.02
Azerbaijan | 25 482 |26 480 |33 459 |26 477 |17 5.01
CzechR. |33 475 |75 432 |62 426 |44 450 |41 4.49
Latvia 52 4.58 27 4.78 17 4.82 34 4.57 43 4.47
Armenia 47 4.61 30 4.72 74 4.20 55 4.40 51 4.40
Georgia 31 475 |35 467 |41 449 |43 451 |53 4.39
Lithuania | 48 461 |65 441 |53 433 |59 437 |61 4.33
Bulgaria 58 451 49 4.54 67 4.24 54 4.40 67 4.25
Hungary 62 4.46 79 4.27 75 4.17 80 4.13 71 4.21
Poland 53 4.58 57 4.48 79 4.14 79 4.13 78 4.14
Ukraine 54 454 |62 444 |80 412 |73 423 |86 4.01
Slovakia | 40 466 |86 420 |97 395 |93 398 |87 4.01
Romania | 76 432 | 104 401 |90 404 |88 4.04 |89 3.97

Moldova | 68 441 |81 426 |82 411 |91 399 | 9% 3.94

Source: World Economic Forum, The Global Competitiveness Report, editions 2010/11-2017/18, retrieved from
www.weforum.org on January, 22", 2019

17




Proceedings of the virtual international scientific conference “DEVELOPMENT THROUGH RESEARCH AND INNOVATION - 20227,
I1lrd Edition, online conference for researchers, PhD Students and Post-Doctoral Researchers August 26, 2022, Chisinau, Republic of Moldova.
ISBN 978-9975-3590-5-4 (PDF). DOI: 10.5281/zenodo.7533819
Comepetitive entrepreneurial environments are based on efficient financial markets which
insure effective transfer of financial resources to most productive sectors. As it can be remarked in
table 6, the Republic of Moldova is the Eastern European country with the least efficient financial
intermediation in the region ranking 124™ globally. During 2010/11-2017/18 the performance of the
state has considerably diminished, 21 positions being lost. These modest results reflect unfavourable
mechanisms of establishing prices which do not consider all available public information. Also, they
demonstrate that the Republic of Moldova register consistent irregularities on various markets which
considerably increase the risks for entrepreneurs. At the same time, they demonstrate serious
impediments in directing savings towards most profitable investments areas. Moreover, the modest
performance is determined by reduced credit liquidity, equity transfers, insurance activity, and little
availability of other financial products, situation raising operational risks for the business. Countries
with similar results as those of the Republic of Moldova are Ukraine, and at a longer distance,
Romania, Azerbaijan, and Armenia. Thus, one of the key pillars of efficient entrepreneurial
environment i.e. availability of productive financial intermediation mechanisms is weakly
represented in the Republic of Moldova. The business sector in this regard is less competitive as
compared to the leading forces of the region including Estonia, the Czech Republic, Slovakia,
Hungary and Poland.

Table 6. Competitiveness of countries in terms of financial market development, 2010/11-
2017/18, rank and score
10/11 | 10/11 | 12/13 | 12/13 | 14/15 | 14/15 | 16/17 | 16/17 | 17/18 | 17/18
Estonia 45 450 |39 451 |29 467 |22 482 |22 4.85
CzechR. |48 4.49 |57 425 |44 4.45 |27 474 |23 4.80
Slovakia | 37 461 |48 4.45 |39 450 |33 456 |32 4.55
Hungary | 68 416 |72 405 |73 393 |70 397 |45 4.31
Poland 32 4.66 37 4.59 35 4.60 46 4.24 53 4.17
Bulgaria 91 3.95 80 3.97 60 4.17 59 4.14 58 4.14
Lithuania | 89 395 |87 3.86 |65 409 |60 413 |59 4.10
Georgia 108 362 |93 379 |76 390 |58 416 |63 4.06
Latvia 86 398 |52 440 |33 463 |52 419 |64 4.05
Armenia | 110 360 |78 397 |97 3.71 |90 3.68 |78 3.88
Azer. 71 412 |98 3.73 |89 3.77 |97 355 |79 3.84
Romania | 81 401 |77 398 |64 412 |86 3.73 |88 3.74
Ukraine 119 331 | 114 3.52 |107 354 130 295 |[120 3.11

Moldova | 103 3.68 | 104 3.65 | 100 3.70 | 129 296 | 124 3.08

Source: World Economic Forum, The Global Competitiveness Report, editions 2010/11-2017/18, retrieved from
www.weforum.org on January, 22", 2019

Stability of the macroeconomic environment not necessarily promotes direct economic
development, yet, it is an imminent condition to motivate business people to foster their activity by
raising investments in the sectors with the highest productivity. The Republic of Moldova registers
one of the lowest macroeconomic performances in the region, slightly higher than in Ukraine and
Armenia, ranking 81% globally. It should be observed that the result recorded are evolving positively
in dynamics, nevertheless, they are still modest to as compared to 2014/15 (table 7). The modest
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results registered by the Republic of Moldova demonstrate that its economic environment tends to be
rather fluctuating in terms of fiscal policy and inflation, situation which negatively affects capital
accumulation and productivity growth within the economy. It is important to remark that volatile
economic environment increase the business risks and the associated costs, factors which raise the
costs of incurring debt. In these circumstances, entrepreneurial competitiveness is diminished since
it is minimised the willingness of firms and banks to expand activities. It should be remarked that the
Czech Republic is one of the leading economies on the planet in terms of macroeconomic
environment being ranked the 8™ in this regard. At the same time, leading regional economies are
Estonia, Latvia, Bulgaria and Lithuania. From these perspective, the macroeconomic environment in
the Republic of Moldova is rather not attractive for both domestic and foreign investors, modest
scoring decreasing the willingness of entrepreneurs in expanding their activities.

Table 7. Competitiveness of countries in terms of macroeconomic environment,
2010/11-2017/18, rank and score

10/11 | 10/11 | 12/13 | 12/13 | 14/15 | 14/15 | 16/17 | 16/17 | 17/18 | 17/18

Czech R. 48 490 |42 5.19 |40 5.37 |19 589 |8 6.23
Estonia 19 540 |20 6.01 |20 6.00 |12 6.13 |15 6.07
Latvia 84 447 |46 5.06 |32 552 |24 556 |23 5.77

Bulgaria 42 500 |31 542 | 36 545 |42 521 |25 5.72

Lithuania 71 456 |75 457 |42 535 |34 544 | 29 5.61

Slovakia 32 520 |54 487 |45 5.23 |37 528 |35 5.40

Romania 78 450 |58 483 |46 520 |28 553 |38 5.25

Poland 61 470 |72 460 |63 477 |45 5.14 |41 5.20

Hungary 69 459 |44 515 |61 478 | 47 512 | 46 5.13

Georgia 130 3.26 |88 440 |48 5.14 |40 5.24 | 48 5.10

Azerbaijan | 13 5.62 |18 6.05 |9 6.41 |39 5.24 |65 4.80

Moldova 90 431 |93 435 |56 491 |100 414 |81 4.53

Armenia 99 423 |83 450 |77 462 |88 431 |101 4.13

Ukraine 132 3.20 |90 440 |105 414 | 128 3.17 | 121 3.52

Source: World Economic Forum, The Global Competitiveness Report, editions 2010/11-2017/18, retrieved from
www.weforum.org on January, 22", 2019

Despite of the fact that the Republic of Moldova has a relatively high level of technological
readiness, the innovation performance of both the private and public sector is reduced, the country
being positioned on the last place in the region and on 128" in the world. This fact underlines the idea
that the state does not provide a sufficiently efficient free market with enough players and effective
competition capable of motivating business sector to invest more funds into research and development
to gain competitive advantages. It can be underlined that throughout the years the score and ranking
of the Republic of Moldova have remained the same the situation underling the lack of governmental
involvement in promoting efficient policies in this area. Georgia and Romania are the next weakest
innovators in the Eastern Europe. It should be highlighted that Ukraine registers relatively high
performance, this fact being justified by its wide industrial soviet inheritance which put the basis for
present technological fundament. Estonia, Azerbaijan and the Czech Republic are the nations with
the highest innovation efficiency in the region being ranked 30™, 33", and 36" globally (table 8). In
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this conditions, the chances that the Republic of Moldova will develop an entrepreneurial
environment oriented towards innovation are reduced since neither the government nor the private
sector pay sufficient attention in terms of motivating determinants and investments.

Table 8. Competitiveness of countries in terms of innovation, 2010/11-2017/18,
rank and score

10/11 | 10/11 | 12/13 | 12/13 | 14/15 | 14/15 | 16/17 | 16/17 | 17/18 | 17/18

Estonia 37 3.68 |30 393 |30 395 |28 4.05 |30 4.04

Azerbaijan | 61 3.16 |46 345 |59 333 |44 3.63 |33 4.00

Czech R. 27 392 |34 3.81 |39 3.67 |37 3.78 | 36 3.87

Lithuania 51 3.38 |43 351 |44 3.62 |39 3.75 |41 3.73

Poland 54 331 |63 325 |72 3.26 |60 339 |59 3.40

Ukraine 63 311 |71 3.16 |81 3.16 |52 344 |61 3.37

Hungary 41 355 |37 3.61 |50 3.50 |80 3.24 |62 3.36

Slovakia 85 295 |89 298 |78 3.18 |68 3.32 |67 3.33

Bulgaria 92 291 |92 298 | 105 294 |65 3.36 |68 3.32

Armenia 116 263 | 105 289 | 104 295 |87 320 |70 3.31

Latvia 77 3.02 |64 325 |70 3.27 |64 3.36 |83 3.22

Romania 87 294 | 102 292 |66 3.28 |93 3.14 |96 3.08

Georgia 125 251 | 126 260 |121 271 | 116 285 | 118 2.79

Moldova 129 249 | 135 240 |131 2.53 | 133 251 | 128 2.64

Source: World Economic Forum, The Global Competitiveness Report, editions 2010/11-2017/18, retrieved from
www.weforum.org on January, 22", 2019

The business sector in the Republic of Moldova has a basic development level registering the
lowest sophistication and complexity in the Eastern Europe, and one of the lowest in the world since
the country is ranked 120" globally. It should be underlined that the performance has significantly
diminished within the period of 2010/11-2017/18, the country losing 7 positions despite of increasing
scoring (table 9). This fact underlines the idea that the country is stagnating in the area of
entrepreneurial competitiveness since the complexity of the business activities remain reduced.
Accordingly, productivity and the value added generated is also reduced the situation causing
minimisation of the growth potential and development. Business activity in the country is elementary
this situation persisting in dynamics. This situation marks the insufficient governmental efforts in
promoting efficient market mechanisms and competition capable of improving the complexity of the
entrepreneurial activities. Business sector is not motivated in developing its capacities as the
entrepreneurial environment is overregulated, and suppressed by extractive intervention of
bureaucracy in its activities. Low business sophistication causes reduced entrepreneurial
competitiveness, the authorities not undertaking any significant step towards improving the situation.
The most competitive countries in this area are the Czech Republic, Azerbaijan, Estonia and
Lithuania. At the same time, Ukraine, as a neighbouring country to Moldova, registers higher results,
while Romania records a performance similar ours.
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Table 9. Competitiveness of countries in terms of business sophistication, 2010/11-2017/18,

rank and score

10/11 | 10/11 | 12/13 | 12/13 | 14/15 | 14/15 | 16/17 | 16/17 | 17/18 | 17/18
Czech R. 34 447 |35 445 |35 446 |32 449 |30 4.61
Azerbaijan | 72 3.84 |69 391 |80 3.86 |60 4.02 |40 4.44
Estonia 56 413 |51 420 |48 432 |44 426 |45 4.36
Lithuania 49 421 |56 416 |49 431 |42 428 |46 4.35
Slovakia 57 412 |61 402 |65 400 |55 410 |54 4.19
Poland 50 420 |60 406 |63 406 |54 410 |57 411
Latvia 80 3.73 |71 3.89 |61 4.09 |58 406 |62 4.07
Armenia 109 333 |92 3.70 |93 3.73 |81 3.75 | 68 3.99
Bulgaria 95 352 |97 3.62 | 105 361 |79 3.78 |79 3.82
Ukraine 100 348 |91 3.70 |99 3.66 |98 3.62 |90 3.72
Hungary 69 3.87 |86 3.74 |92 3.75 | 113 3.47 |96 3.68
Georgia 111 3.29 | 113 340 | 113 3.49 | 102 3.60 |99 3.67
Romania 93 355 | 110 347 |90 3.77 | 104 3.56 | 116 3.47
Moldova 113 3.28 |120 330 | 124 335 | 127 3.20 | 120 3.36

Source: World Economic Forum, The Global Competitiveness Report, editions 2010/11-2017/18, retrieved from
www.weforum.org on January, 22", 2019

Table 10 provides information regarding the descriptive statistics of the dataset including
market size (MS), higher education and training (HT), goods market efficiency (GME), labour market
efficiency (LME), financial market development (FMD), macroeconomic environment (ME),
innovation (IN), business sophistication (BS), Log GDP per capita (Inc.) and new business density
(NBD). As it can be observed, on overall, the Eastern Europe has stronger positions in terms of
macroeconomic environment as well as higher education and training. The data is more spread out in
the following areas including the market size and macroeconomic environment, as well as income,
yet the highest spread is in terms of new business density.

Table 10. Descriptive statistics of the dataset

MS HT GME | LME | FMD | ME IN BS Inc. NBD
Mean 374 | 460 |433 |442 |403 |501 |[324 |38 |9.73 |4.99
Standard Error 0.07 (004 |0.03 |0.03 |0.04 |006 |004 |0.03 |[0.06 |044
Median 384 |461 |436 |441 |[399 |503 [325 (384 |994 |356
Standard Deviation | 0.77 |047 [029 |029 |043 |0.68 |041 |035 |059 |4.65
Sample Variance 059 022 |009 |009 |018 |047 |0.16 |0.12 |0.34 |21.63
Kurtosis -1.10 | -1.01 {021 |-0.57 |-0.25 | 051 |-0.52 |-0.94 |-0.46 | 2.65
Skewness 0.02 |-0.04 |-0.11 |0.35 |-0.27 |-0.39 |-0.05 [0.10 |-0.86 |1.70
Range 278 188 |156 |1.21 |[1.90 [329 |165 |141 |225 |20.46
Minimum 240 | 366 [353 [390 (295 [312 |[240 |320 |825 |0.55
Maximum 517 |554 |509 |511 |485 |6.42 |405 |461 |1050 |21.01
Count 112 112 112 112 112 112 112 112 112 112

Source: Own calculations
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Based on the information presented in table 11, it can be underlined that the indicators are
moderately inter-correlated since 23 calculated coefficients out of 50 are higher than 0.50.
Nevertheless, in order to avoid the limitations of multi-collinearity, it has been undertaken a factor

analysis to estimate the empirical model of the entrepreneurial competitiveness i.e. Kaiser-Meyer-
Olkin measure of sampling and the Bartlett’s test of sphericity.

Table 11. Pearson’s correlation matrix of the indicators

MS HT GME LME FMD ME IN BS Inc. NBD

MS 1.00

HT 0.37 1.00

GME -0.04 0.55 1.00

LME -0.39 0.14 0.38 1.00

FMD 0.21 0.53 0.68 0.29 1.00

ME 0.00 0.23 0.60 0.29 0.58 1.00

IN 0.36 0.79 0.67 0.33 0.50 0.48 1.00

BS 0.31 0.76 0.74 0.31 0.69 0.52 0.85 1.00

Inc. 0.52 0.66 0.62 0.08 0.75 0.62 0.75 0.78 1.00

NBD -0.30 0.40 0.54 0.50 0.50 0.44 0.35 0.23 0.34 1.00

Source: Own calculations

Table 12 presents the model of estimation between NBD reflecting general entrepreneurial
competitiveness of the Eastern European countries and other indicators determining entrepreneurship.
As it can be noticed, the coefficient of determination is high reaching 0.80, the same observation
could be made also for adjusted R square. The significance level F is 0.00, the fact marking the
relevance of the model. The P-values of the dependent variables is significant for all cases, ranging
between 0.00 and 0.01, except for innovation (IN) the value reaching 0.08, higher than 0.05.
Nevertheless, it has been decided to make an exception and include the variable in the model since
its P-value just slightly exceeds the admissible 0.05. Also, it has been decided to make this exception
due to the fact that P-values of other variables are almost ideal and, therefore, this deviation will not
diminish the relevance of the model on overall. By taking into account the information presented in
table 12 it can be built the econometric model (1). Accordingly, it can be underlined that the
entrepreneurial competitiveness is directly dependent on income or the level of GDP per capita,
innovation, macroeconomic environment, financial market development, labour market efficiency,
goods market efficiency and higher education and training. At the same time, it is surprisingly to find
that the entrepreneurial competitiveness is inversely connected with the business sophistication and
market size. Thus, in the case of the Eastern European countries business sophistication and market
size is not always beneficial for entrepreneurial competitiveness.
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Table 12. Multi-linear regression analysis between NBD and other indicators reflecting
entrepreneurial competitiveness

Regression Statistics .

Multiple R 0.90 ANOVA df SS MS F Sig. F

R Square 0.80 Regress. 9 1930.03 214.45 46.48 0.00

Adj. R 0.79 Residual 102 470.57 4.61

SE 2.15 Total 111 2400.59

Obs. éﬁﬁ. SE t Stat P-value Lower 95% Upper 95% L. 95% U. 95%
Intercept -44.43 7.57 -5.87 0.00 -59.44 -29.41 -59.44 -29.41
MS -2.25 0.45 -5.01 0.00 -3.14 -1.36 -3.14 -1.36
HT 6.46 0.84 7.65 0.00 4.79 8.13 4.79 8.13
GME 3.48 1.38 2.52 0.01 0.74 6.22 0.74 6.22
LME 4.44 1.02 4.36 0.00 242 6.45 2.42 6.45
FMD 3.89 1.02 3.81 0.00 1.86 5.92 1.86 5.92
ME 1.24 0.48 2.59 0.01 0.29 2.19 0.29 2.19
IN 2.60 1.47 1.77 0.08 -0.31 5.51 -0.31 5.51
BS -15.75 1.43 -11.03 0.00 -18.58 -12.92 -18.58 -12.92
Inc. 2.46 0.94 2.63 0.01 0.61 4.32 0.61 4.32

Source: Own calculations

Based on the model identified, it can be pointed the dependent variables which have the
strongest favourable impact upon entrepreneurial competitiveness are: higher education and training,
labour market efficiency, financial market development, and goods market efficiency. This situation
is determined by the coefficients of the variables. It has been performed the Kaiser-Meyer-Olkin
measure of sampling adequacy, the KMO measure reaching 0.86, the situation proving that the
analysis provided reliable factors. Moreover, it has been performed the Bartlett’s test of sphericity,
the p-value of which being 0.000 the fact demonstrating that factor analysis is an appropriate method

to apply.

(1) NBD=2.461nc+2.60IN+1.24ME+3.89FMD+4.44L ME+3.48GME+6.46HT-15.75BS-
2.25MS-44.43
CONCLUSIONS

Certainly, entrepreneurial performance is a determinative factor of the economic
competitiveness, this fact has been assessed not only at the level of the Republic of Moldova, but also
in the cases of other Eastern European nations. It has been identified an explicit relation of
dependence between the level of entrepreneurial competitiveness and other determinants of the
business activity. It can be remarked a clear differentiation between the Eastern European economies
which integrated in the European Union and those which are part of the Eastern Partnership initiative,
the member of which is the Republic of Moldova. The competitiveness of the business sector of the
Eastern Europe in the innovation driven sectors is modest. Lack of entrepreneurial competitiveness
caused the business sector to stagnate. The unfavourable business environment is hindering
entrepreneurial progress the situation minimising the growth potential of the states, especially, those
which have not integrated in the EU. Unless an intensive entrepreneurial basis is developed, the
economic competitiveness will be reduced. Development arrearage of the Eastern Partnership
countries tends to increase in dynamics, the situation which weakens the ability of these states to
progress in the future since underdeveloped economies are less likely to strengthen business
competitiveness. Unless more radical reforms are promoted in the area of business sector
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liberalisation, the country is set to confront with important economic challenges. The present study
proposed the following research hypotheses: first, the entrepreneurial competitiveness of the Eastern
European countries is directly linked to all selected determinants. Secondly, more competitive states
in terms of entrepreneurship are more developed. Thirdly, the EU integrated Eastern European states
are more advanced in terms entrepreneurial competitiveness as compared to the rest of the nations.
Finally, the Republic of Moldova is the Eastern European nations with the least competitive
entrepreneurship and business. It should be mentioned that the study accepts all formulated
hypotheses, except the first. It has been found out that not all analysed determinants of entrepreneurial
competitiveness have direct impact on entrepreneurship, in this regard | refer to business
sophistication and market size.
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THE EFFICIENCY OF PROMOTION OF GOODS AND SERVICES
THROUGH SOCIAL NETWORKS: A STUDY BASED ON THE PRACTICE
OF SMALL AND MEDIUM ENTERPRISES IN MOLDOVA

GAGAUZ VALERIU ?

Abstract: With the increasing popularity of social networks among users, studying their use for marketing purposes by
small and medium-sized enterprises (SMEs) is particularly important. The article is based on a study of the
communicative performance of SMEs in social networks on the example of 50 commercial trade and the provision of
services companies from Moldova. The quality, coverage, and number of reactions to advertising posts were analyzed.
Even though SMEs use social networks for marketing purposes, they are not entirely oriented to modern trends and create
publications chaotically. On average, a large number of subscribers get low organic reach and low efficiency in their
marketing activities. It was concluded that SMEs need to ensure the brand’s presence on various social media platforms
because, in current conditions, Internet platforms can most quickly and cost-effectively increase consumer awareness of
the brand.

Key words: social media marketing, small business, promotion efficiency

JEL CLASSIFICATION: M31.

INTRODUCTION

The Covid-19 pandemic and the isolation of people and businesses have mainly influenced
the growth of interest in Internet marketing and social media marketing (SMM). The need for
companies to survive in difficult conditions has accelerated the growth of online commerce, and there
has been a shift from classic offline shopping to online. To avoid losses, the offline retail business
was forced to get involved in the development of digital marketing: small companies created and
began to promote social media accounts, and large companies began to accelerate the integration of
their applications.

Social networks have significant potential for marketers, as they cover audiences of millions.
The average screen time for social networks continues to increase, and the number of users skyrockets
by tens of millions per code. Social networks provide direct access to the audience without restrictions
on location and time. A rich set of social media tools allows you to properly segment the audience,
quickly and easily create content, process, develop and launch advertising campaigns, and view
statistics. The accessible interface enables users to advertise their projects on their own without the
need to involve advertising companies.

According to AppDynamics, a large cloud technology company, 65% of offline retail
companies in 2020 implemented delayed IT projects. A study by Coffee Analytics and Scanners
showed that social media users increased dramatically in the first weeks of self-isolation. Still, after
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a month, there was positive growth in social media users. According to Global Digital, almost half a
billion new users signed up on social media in 2021.

In recent years, not only has the interest of ordinary users and businesses in social networks
changed, but content consumption has also changed. Increasingly, social networks act as search
engines, where users search for goods and services, information about companies, and video feeds
such as Reels, Shorts, and TikTok have become a substitute for television. Major social networks
such as Instagram are changing their rules to be more convenient for smaller publishers, including
small businesses. The level of trust in information on social networks is higher than on commercial
sites, and consumers are more likely to trust information from users like themselves. Social media
has made the human factor incredibly influential in the extended marketing mix.

SMALL AND MEDIUM ENTERPRISES IN MOLDOVA

According to the National Bureau of Statistics, microenterprises account for 97% of
Moldova's total number of small and medium-sized enterprises. Following Law no. 179 of 21.07.2016
on small and medium-sized enterprises, a micro-enterprise is an enterprise with no more than 9
employees, an annual turnover of up to 9 million lei or a total amount of assets owned by it up to 9
million lei. National strategies for the last 10 years have contained goals for the digitalization of
business (Digital transformation strategy of the Republic of Moldova for the years 2023-2030, Digital
Moldova Strategy 2020), and state organizations for the development of the small and medium-sized
enterprises sector, such as EDO (Entrepreneurship Development Organization), allocate significant
funds to support the digitalization of small and medium-sized enterprises. However, the development
of SMEs in Moldova faces several difficulties reflected in the statistics of business closures and
relatively low economic indicators (BNS, 2022).

Obviously, in the context of the digitalization of the economy, the sustainability of SMEs
largely depends on introducing new technologies in business process management and using the
benefits of digital marketing. The statistics of recent years consider innovative marketing methods as
one of the aspects of the creative activity of enterprises. However, the share of enterprises that use
innovative marketing methods is tiny. The share of enterprises implementing organizational and
marketing innovations is about 3% of the total number of enterprises (BNS, 2021).

Existing research highlights the benefits of digital marketing for SMEs, including the use of
social media (Ignatieva, Zedgenizova, 2019; Aldarova, 2017; Vinokurova, Arbuzova, 2021). Social
media promotes collaboration, information sharing, mutual trust, communication, and commitment
among partners in the supply chain and improves the experience of suppliers and buyers (Trivedi &
Malik, 2022).

Empirical evidence shows that SMEs' social media use falls into six categories: (1) branding,
advertising and promotion; (2) improving community engagement and content sharing; (3) building
trust and relationships; (4) reach of potential customers; (5) digital marketing trends, and (6)
inexpensive content promotion and customization. However, achieving these benefits for SMEs is
possible if social media marketing is done effectively and consistently (Berto Mulia Wibawa et al.,
2022). Researchers note that there is a positive relationship between the level of education of SME
owners/managers and the firm's online marketing activity (Civelek, 2020). In addition, empirical
evidence shows that social media entrepreneurial marketing is not necessarily a productive approach
for new firms or those operating under human and financial resource constraints (Fink et al., 2020)
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Moldovan SMEs are increasing their online presence, including on social networks, but
empirical studies on the effectiveness of their marketing activities are almost non-existent. This work
aims to fill this gap partially. The purpose of the study is to analyze the marketing activities of
Moldovan SMEs in social networks to determine the effectiveness of communication with customers.

RESEARCH METHODOLOGY

The object of the study was 50 commercial SMEs in the provision of car repair services and
the sale of auto parts in Chisinau, operating on the market for at least five years. The study was
conducted based on the analysis of social media posts by SMEs in June 2022.

Three social networks were selected for Moldova based on the data on the audiences of
various social platforms: Facebook, Instagram, and TikTok. Youtube was not included in the study,
as it is not exactly a social network. In addition, a preliminary survey showed that out of the entire
sample, only a few companies have business accounts on this platform. However, they did not show
any activity on it. According to marketing company NapoleonCat, Moldova has 1.96 million
Facebook users, 1.05 million Instagram users, and presumably the same number of TikTok users in
2022 (NapoleonCat, 2022).

For each account, the number of publications for the selected period, the total number of
reactions, the average coverage of publications, the maximum coverage of publications, and the
maximum number of reactions were recorded.

To assess the effectiveness of promoting goods and services through social networks, the
following indicators were calculated:

ER (Engagement Rate) — overall engagement score on a social media page.

total reactions

ER = 100

*
number of subscribers

ERR (Engagement Rate Reach), ER,,,s; — the reach of a social media post.

ER reactions to post 100
= *
POt ™ number of subscribers

The engagement rate shows how the audience interacts with the content. This indicator is
measured as a percentage of all actions to reach or the number of subscribers.

LR - attractiveness level

R total number of likes 100
= ES3
number of subscribers

To compare results, we tested one 48-second short video post that was posted to TikTok,
YouTube Shorts, and Instagram Reels simultaneously. The video publication was devoted to some
technical aspects of the work of one of the SMEs in the field of providing car repair services and the
sale of auto parts in Chisinau. Testing was carried out for two days, from August 5 to 7, 2022.
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RESEARCH RESULTS AND DISCUSSION

The study showed that in the period under review, only 29 out of 50 companies were active on
social networks, and 21 companies did not create a single publication. Fifteen companies were active
on Instagram and Facebook, four simultaneously on TikTok and Facebook, seven simultaneously on
TikTok and Instagram, and only four were active on all three social networks under consideration. To
calculate the coefficients, only the number of active accounts was taken into account.

The study found that most companies promote their content on Facebook and Instagram, and
inactive companies do not own TikTok accounts. As a younger social network, companies use TikTok
less commonly to promote products and services than others. It found that active accounts created
Facebook and Instagram posts an average of 1-2 times a week, while companies that worked on TikTok
posted content almost daily because Facebook and Instagram severely limit organic reach. Related to
this fact is that, on average, the number of followers on TikTok is two more than on Facebook and
Instagram. For example, for Facebook, organic reach is in the range of 5-7%. Instagram, being part of
Meta, like Facebook, followed the same policy until mid-2022. At the beginning of October 2022, the
coverage of subscribers was from 25% to 30%. The coverage also expanded due to accounts that did
not subscribe to the profile, and the figure often does not exceed 5%.

According to the data (Table 1), the average reach of posts on TikTok is more than 20 times
higher than on Facebook and Instagram. The average number of audience reactions to content for
TikTok is 22 times more than Facebook and 73 times more than Instagram. The maximum reach of
a single post on TikTok was 177,000 users, 95 times more than Instagram and 465 times more than
Facebook. The maximum number of reactions per post on TikTok was 16035, almost 10 times more
than Instagram and 16 times more than Facebook. The Love Rate for TikTok is 13 times higher than
for Instagram and 61 times higher for Facebook, meaning content on TikTok evokes a more
significant emotional response than on other networks.

Table 1. SME indicators in social networks

Facebook | Instagram | TikTok
1. | Active accounts 21 21 7
2. | The average number of followers per account 2884 1916 4733
3. | The average number of publications per 1 month 6,6 6,1 27
4. | The average number of reactions per 1 month 490 149 11 000
5. | The average coverage of publications 645 752 13 462
6. | Responses on average 489 149 11 000
7. | Maximum coverage of 1 publication 380 1852 177 000
8. | Maximum number of reactions per 1 publication 980 1615 16 035
9. | The average LR Love Rate 0,16% 0,72% 9,76%
10. | The average ER 16,97% 7,78% 232,41%
11. | The average ERR 75,88% 19,81% 81,71%

Source: calculated by the author based on research
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There were some deviations from the average performance of posts on Facebook and
Instagram, and the variations were associated with paid promotion. Organic reach for paid-promoted
accounts remained at a low level. For example, in the SST-Chiptuning account with 185 thousand
subscribers, there are photo posts with 15 likes and one comment and videos with 502 likes and two
comments, the maximum ER for such posts is 0.27%. Relatively high average and maximum organic
reach were only available on TikTok. The maximum coverage and number of reactions for a single
post on TikTok are orders higher than those for Facebook and Instagram. By Love Rate Engagement
Rate, TikTok leads compared to Facebook and Instagram.

As for the latest ERR indicator - Engagement Rate by Reach - TikTok has the highest ERR,
but Facebook'’s 75.88% indicator requires comment. It is essential to understand that ERR is a relative
value and consists of absolute values, which in the case of Facebook are very low compared to TikTok
and the high ERR is due to a small gap between the compared engagement and reaction numbers.

The "normal™, "medium"”, "low", or "high" indicators will be different for each network. For
this reason, selecting your own set of indicators for organizing activities in each social network is
necessary. It is also necessary to compare the performance indicators of marketing activities in social
networks with business indicators. Ultimately, marketing efforts aim to increase sales and promote
new products and services. Large reach and high engagement, along with inappropriate content with
a dubious degree of impact on the audience, can undermine the brand image, worsen the image, and
therefore affect the decline in sales.

The rise of the TikTok concept has influenced the development of other platforms. Instagram
adopted Reels in 2020 and changed the rules in 2022 to limit organic reach in favor of smaller content
creators (with relatively few followers). YouTube also introduced Shorts in 2020. Reels and Shorts
are almost identical to TikTok posts. Short video content has become more critical.

For testing, one 48-second short video post was selected that was posted on TikTok, YouTube
Shorts, and Instagram Reels simultaneously. This publication showed that the TikTok network
provides the maximum coverage of the audience of subscribers and gives access to a new audience.
Publication coverage is not limited to the country of publication but is expanded to include users in
other countries who may be potentially interested in this content (Table 2). TikTok content
engagement rates are one or even two orders higher than YouTube Shorts and Instagram Reels. This
applies to the publication's coverage, reactions of different types, and new subscribers.

Table 2. Coverage metrics on social media platforms (one video post, August 5-7, 2022)

TikTok Instagram Reels YouTube Shorts
Subscribers 7200 125 52
Subscribers RM 14% 78% 43%
Subscribers RM 1008 97,5 22,36
Coverage 1 400 000 232 6 300
Likes 33000 9 82
Comments 333 0 0
Reposts 416 0 3
Conservation 1713 0
New subscribers 2120 18 11
Coverage RM users 7%
RM users 98 000

Source: calculated by the author based on research
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The study clearly shows that in the category of short video content, TikTok is the leader in all
indicators. Business activity within the already mastered social networks is relatively low due to the
restrictions that social networks impose on organic (free) impressions. Younger social networks are
much less often used by businesses to promote their brand and their products.

Because third-party marketing organizations' services are expensive, it is typical for SMEs in
Moldova to promote themselves on social networks. An analysis of the accounts of SMEs shows that,
in most cases, enterprises have a particular strategy in this direction. The objectives of the brand's
presence in social networks and its positioning on these platforms are unclear.

CONCLUSIONS

Businesses use social networks to create accounts and publications, while SMEs are poorly
oriented in modern trends; they make publications chaotically. Despite a large number of subscribers,
SMEs get shallow organic coverage and low efficiency in their marketing activities.

The target audience spends a lot of time on social networks, and social media's organic reach is
higher than other platforms. SMEs should pay more attention to creating and promoting content that better
reveals the business itself, its products and services, goals, and values to the target audience.

For communication and cost-effectiveness of social media marketing, SMEs should have a
clear strategy and tactics for managing the community. It is necessary to diversify social platforms,
monitor trends and changes in user preferences, diversify content, and develop their resources -
websites and instant messengers. It should be taken into account that all media resources are out of
business ownership and can always be disabled or deleted by the social network.

The most significant players in the social networks and media markets, such as Instagram and
Youtube, respond to changes in the needs and interests of the audience and make adjustments in their
work and the entire concept of their platforms. In the same way, businesses must be ready to respond,
change and redirect their content to new, more popular, and trending platforms, and create content in
new formats.

TikTok, Reels, and Shorts (short-length videos) are essentially the same formats and do not
require additional resources or effort to create. The business can produce content and host it across
multiple platforms simultaneously, saving resources and maximizing the value of placement
diversification and increased brand presence.
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NATURAL CONDITIONS AND ECONOMIC FACTORS AFFECTING
THE TERRITORIAL ORGANIZATION OF FOOD INDUSTRY
ENTERPRISES IN NAKHCHIVAN AUTONOMOUS REPUBLIC

MAHAMMAD SULEYMANOV 3

Abstract: In the Nakhchivan Autonomous Republic, the Gross Domestic Product indicator for 2021 has exceeded 3
billion manats, where the highest indicator is related to industrial production with 35%. The development of the industry,
which has a large share in the Gross Domestic Product, depends on the efficient and correct organization of industrial
areas on the territory, and this plays an important role in the development of the national economy and in ensuring social
protection. The correct and efficient location of industrial production ensures the efficient use of natural resources,
improvement of the employment level of the population, increase of labor productivity and production efficiency based
on economical use of economic resources, optimal socio-economic development of economic regions. The location of the
industrial enterprise affects the development of transportation, communication and other areas in the region, the supply
of energy and raw materials for production, the complexity of interregional and intersectoral relations, and the increasing
importance of environmental protection. As a result of all this, effective placement on the territory plays a positive role
in the development of both the society and the country in a certain sense.

Key words: food industry, socio-economic development, natural factor, territorial organization

JEL CLASSIFICATION: LOO, L66, O14.
INTRODUCTION

Intensification of production, increasing its efficiency, and raising the material and cultural
standard of living of the people based on this form the basis of the economic strategy of any state.
The successful solution of these problems in a certain sense depends on the improvement of the
correct placement of industrial production on the territory, the further specialization and proportional
development of the economies of states and regions, the formation and development of different
levels of territorial-production complexes in order to use their local resources more efficiently.
Effective placement of industrial production, positive impact on the development of society is
primarily due to the essence of industrial production. At the modern stage of economic development,
the correct placement of industrial production is of great importance. The successful fulfillment of
the tasks ahead in the field of accelerating the socio-economic development of the country on the
basis of scientific and technical progress depends in a certain sense on the effective deployment of
industrial production. Effective location of industrial production, in turn, interacts with important
socio-economic problems of society's development. Effective placement of industrial production
ensures the increase of dynamism and efficiency of public production. At the same time, the effective
placement of industrial production ensures the efficient development of a region through the efficient
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use of labor resources and other opportunities, saving public labor. Improving the material well-being
of the population plays an important role in eliminating the differences between urban and rural areas,
mental labor and physical labor, and cultural-household service level differences. Effective location
of industrial production, in turn, interacts with important socio-economic problems of society's
development. Effective placement of industrial production ensures the increase of dynamism and
efficiency of public production. At the same time, the effective placement of industrial production
ensures the efficient development of a region through the efficient use of labor resources and other
opportunities, saving public labor. Improving the material well-being of the population plays an
important role in eliminating the differences between urban and rural areas, mental labor and physical
labor, and cultural-household service level differences.

FACTORS AFFECTING THE LOCATION OF INDUSTRIAL ENTERPRISES ON
THE TERRITORY

One of the factors influencing the placement of industrial enterprises on the territory is natural
factors. These natural factors include the following - mineral resources of individual regions of the
country, geography of population settlement in the regions, possibility of using water energy,
availability of natural waterways, quantitative and qualitative characteristics of forest resources,
climatic conditions of the region, etc. The forms of the natural factor affecting the placement of
industrial production have a unique effect on the placement of individual areas of industry. Thus,
natural conditions in productive industries and water power directly affect the construction of
enterprises and all technical and economic indicators of their use. The nature of deposits of minerals
available in the region, quantitative characteristics of resources, physicochemical properties of
minerals determine the level of concentration of extractive industrial enterprises, production methods,
and the nature of the primary processing of extracted substances. The quantity of economic efficiency
indicators depends on the size of the mining enterprises, the extraction technique, and the properties
of the extracted substances.

Water resources, one of the forms of the natural factor, have an important influence on the location
of many industries, for example, food industry enterprises, hydroelectric power plants, chemical
industry and other areas. The lack of sufficient water resources in the region can slow down the work
of industrial enterprises. Climatic conditions, like a natural factor, also affect the location of industry in
a unique way. Thus, housing, clothing, and food costs are higher in regions with a cold climate than in
regions with a warm climate. When building enterprises in regions with a cold climate, capital
investments are higher than in regions with a warm climate, and its operating costs are also high. It
should be noted that as a result of the high level of scientific and technical progress in modern times,
the effect of natural factors affecting the location of industrial production is partially weakened by
technical factors. So, if the natural factor makes the location of industrial enterprises dependent on the
raw material base, the availability of natural resources, the technical factor, on the contrary, seriously
reduces the tension in this issue in many cases. New methods of extraction, refining and processing of
mineral raw materials and fuel types allow to successfully attract fields that were previously impossible
to use into the scope of industry. It should be noted that scientific and technical progress can only
weaken the influence of the natural factor on the location of many areas of industry, but it cannot
completely eliminate it. Therefore, in modern conditions, every entrepreneur engaged in state or
industrial activity plans the location of the industry he will start working on the selection of the region
where the enterprises will be established, production specialization of the regions, and the study and
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economic comprehensive characterization of separate deposits of minerals, in order to choose the most
economically efficient option, it should give a quantitative economic value to each option. It is
impossible to effectively place the industry in individual economic regions of the country without
economically assessing the natural conditions and taking into account their impact. For this, it is
necessary to have general information about the potential resources of raw materials, fuel and energy
in the regions of the country, the degree of their study, the quantitative characteristics of individual
resources and the classification of quality properties. As we mentioned, one of the most important
factors affecting the location of industrial production is scientific and technical progress. The placement
of industrial production is directly influenced by several main directions of scientific and technical
progress, electrification, chemicalization, the nature and improvement of technological processes.

Automation and complex mechanization, which are other directions of scientific and technical
progress, also have a great impact on the placement of industrial production. Thus, it can weaken the
limitation of labor resources existing as a natural factor, and thereby create ample conditions for locating
industrial production in regions with limited labor resources. One of the factors that seriously affects
the location of industrial production is the transport factor. The amount of cost of products produced in
industrial areas also depends on how industrial production is located on the territory of the country.
Improving the geographical location of industry makes it possible to reduce the inefficient
transportation of raw materials and finished products over long distances. This, in turn, creates ample
opportunities to significantly reduce the share of raw materials, material and fuel transportation costs in
the cost of individual types of industrial products. Therefore, under the influence of transport, some
areas of the industry are located near the sources of raw materials, others at the places of consumption
of their products, and other areas are located near cheap sources of energy.

INDICATORS OF FOOD INDUSTRY ENTERPRISES IN NAKHCHIVAN
AUTONOMOUS REPUBLIC

Industry is one of the areas where high achievements have been achieved in the Nakhchivan
Autonomous Republic. The industry of the Nakhchivan Autonomous Republic has historically
occupied one of the leading positions in the economy of Azerbaijan. This important field, which
mainly includes food, light and other industries, has entered the path of more intensive development
since the middle of the 20th century. In the autonomous republic, in recent years, bakery products,
flour, meat and dairy products, poultry, pasta, tea, sugar, salt, sweets, fruit juice, alcoholic beverages,
pasteurized and packaged honey, roasted and packaged agricultural products and mineral waters
industrial enterprises engaged in production have been commissioned. The graph below shows the
industrial products produced in the autonomous republic between 2011 and 2021 in manat according
to official data.

1500000
1000000
B Produced industrial product,
500000 thousand manats
0
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Fiqure 1. Industrial product produced in Nakhchivan Autonomous Republic, thousand manats
Source. Nakhchivan Autonomous Republic State Statistics Committee
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In the research, the industrial products produced in the Nakhchivan Autonomous Republic
between 2011 and 2021 are presented graphically. The growth over the years has been a 57% increase
from 2011 to 2021. This indicator indicates the development of the industry and its growth from year
to year. In 2021, industrial products worth 1 billion 69 million 655 thousand 700 manats were
produced in the autonomous republic, which exceeded the previous year by 1.7 percent. 94.6 percent
of the production of industrial products was made up of goods and 5.4 percent of services. The share
of the private sector in the manufactured industrial product was 92.3 percent. In 2021, production and
service facilities for 142 projects in various fields of economic activity were established in the
autonomous republic with the support of the state, and the creation of production and service facilities
for 52 projects was continued.

Here, according to the classification of international economic activities, the work of the
industry is shown in the table.

Table 1. The work of the industry according to the classification of the types of international
economic activity

Types of activities 2011 2013 2015 2017 2019 2021
Years

In Total 680921,2 862870,5 | 916817,9 @ 967060,0 | 10149715 @ 1069655,7

Mining industry 826,6 964,7 1016,0 1024,1 1118,2 1145,2

Manufacturing 626928,1 @ 799024,5 | 875208,0 @ 918228,6 @ 955707,3 989221,5

Of which:

Food industry 397382,6 = 503258,0 | 535339,3  551289,6 @ 575288,6 598861,0

Manufacturing of textiles and wearing | 32156,5 | 39323,1 | 41615,1 | 45465,3 | 48176,1 49263,6

apparel

Manufacture of leather and related 786,3 926,9 1053,0 11411 1237,0 1309,9

products

Manufacture of wood and woodwork 33547,2 | 39794,1 | 42896,6 | 44070,1 | 45724,0 46670,1

Manufacture of paper and printing 4562,3 5252,8 7148,3 10028,1 10182,1 10494,8
production

Chemical industry 6584,8 105,1 105,8 292,2 560,5 520,6
Manufacture of rubber and plastic 47896,4 | 64992,1 | 763451 @ 797034 @ 814371 82954,3
products

Other industrial sectors 157178,5 | 208253,7 | 211298,6 | 234046,1 | 251247,9 | 2795814

Source. Nakhchivan Autonomous Republic State Statistics Committee

The table shows the growth trend over the years. In 2021, the production of 1 billion 69 million
655 thousand 700 manats was recorded as the main indicator reflecting the overall development of
the industry in the autonomous republic, which is 10.6 percent more than the corresponding indicator
in 2017 and exceeded the previous year by 1.7 percent. In 2021, the production of products registered
in the processing industry exceeded the corresponding indicator in 2017 by 7.7 percent. The
processing industry is the area where the products obtained from agriculture and the mining industry
are processed and made ready for use and plays an important role in providing employment.

CONCLUSION

The effective placement of industrial enterprises on the country scale is one of the important
economic measures that can ensure the development of the national economy and social progress,
being an aspect of the territorial organization of productive forces. Efficient placement of industrial
production ensures efficient use of natural resources, improvement of the employment level of the
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population, increase of labor productivity and efficiency of production based on economical use of
economic resources, optimal socio-economic development of economic regions. The location of the
industrial enterprise contributes to the development of transport, communication and other areas in
the region, the supply of energy and raw materials for production, the complexity of interregional and
intersectoral relations, the increasing importance of environmental protection, etc. has an effect. As a
result of all this, effective placement on the territory plays a positive role in the development of both
the society and the country in a certain sense. It is known from the conducted research that despite
the fact that each region of our republic has strong potential opportunities (industrially important
natural resources, cheap labor force), currently the level of location of industrial enterprises on the
territory of the country does not correspond to the existence of these potential opportunities. In
modern times, the existing inequality in the territorial structure of the country's industry necessitates
state regulation of the optimal location of the industry on the territory. The economic experience of
developed countries shows that the development of productive forces cannot be successfully
implemented without the legal basis of regional development - the regional policy of the state. One
of the forms of stimulating the efficient location of industrial facilities on the territory is industrial
projects based on contracts between state, local and foreign investors. The purpose of these projects
may be deepening the level of processing of raw materials and materials produced in the country,
increasing their quality, reconstruction and modernization of existing industrial enterprises in the
regions. Realization of such projects will allow to increase the technical and economic level of
industrial production and increase the local components in the finished product. It is advisable for the
government to finance up to 25 percent of the cost of such projects. This will stimulate the attraction
of foreign investors to different regions of the country.

In order to improve the territorial organization of the industry, it is also necessary to improve
the credit policy of the state. Thus, for the formation of newly created industrial enterprises in the
remote regions of the country, the state can undertake a certain part of the financing of those
enterprises for several years at the expense of a concessional loan. At the same time, the state can
provide loans on favorable terms to expand and modernize production to industrial enterprises that
have a significant impact on the improvement of the territorial structure of industry.
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VERTICAL AGREEMENTS ON DIGITAL MARKETS

CAROLINA PARCALAB*

Abstract. Introduction: Moldovan competition regulations have been modernized in 2012 in the spirit of European
directives. However, European entrepreneurial experience, competitive culture, and case law in the field of competition
rules’ enforcement are far above. The absence of an extensive experience in this field leads often to confusion about the
practical application of competition rules, and the risk exists that pro-competitive economic behaviour is wrongly blamed
as an anti-competitive practice. Vertical restraints may be often identified in business contracts with vertical structures,
such as supply, distribution, franchising, and agency agreements, whether such contracts are implemented in traditional
or digital markets. Digitization and innovative technological solutions have substantially changed the production and
distribution chain of goods and services. A good example in this sense is the book market where digitization has had a
sensational effect on competition. The launch of the Kindle by Amazon in 2007 has shaken the market for e-books traded
online, leading to settlements between major book publishers and e-book distributors agreeing on parity obligations,
which have raised competition concerns with authorities in several countries. Agreements between print, e-book, and
audio-book publishers and their distributors (Amazon, Apple) have been subject to competition investigations by US and
EU competition authorities, as well as by the European Commission, where potentially anticompetitive vertical restraints
have been identified.

Aim: This article aims to investigate the boundaries between the legal and economic essence of vertical restraints; the
benefits that such restraints may have over the competition and the impact of digitalization on the firms’ behaviour when
agreeing on vertical restraints in their new business models.

Method: To study the subject approached in this article, the following research methods were applied, such as analysis
and synthesis of conceptual approaches to the use of vertical restraints in the digital economy, to elucidate the factors
influencing the firms to use vertical restraints in their business activity and to formulate conclusions and own opinions
about how the digitalization influenced the competitive assessment of vertical restraints.

Findings: Vertical restraints are not always a peril for competition, and their primary purpose is to remove market
failures such as double marginalization, free riding, information asymmetries, or the risk of not recovering significant
investments. They may have a pro-competitive effect, but sometimes it is impossible for businesses to clearly determine
the limit beyond which they cannot agree upon vertical restrictions in their contracts.

A proper understanding of vertical restraints, their necessity, and how they "behave" in the digital world can help
entrepreneurs to use them rationally, leading to efficiency gains for both new business models and society at large. At
the same time, national competition rules are to provide the necessary protection of markets and consumers from anti-
competitive vertical restraints.

Key words: vertical agreement, vertical restraint, anti-competitive behavior, digital markets

JEL CLASSIFICATION: D41, K21.

INTRODUCTION

Almost ten years have passed since the Moldovan Competition Law was passed, but many of
its concepts remain misunderstood by practitioners to this day. The Competition Council's experience
since its establishment includes all types of competition infringements: the Council has investigated
horizontal agreements and concerted practices in various markets, abuses of dominant position, and
anti-competitive actions by public authorities. As regards vertical agreements, the Council's
experience is more modest. One of the most complex cases of competition investigation involving
vertical agreements was carried out in 2015-2018 when the Competition Council examined alleged
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anti-competitive vertical agreements in relations between supermarket chains and their suppliers. The
investigation was concluded without finding any infringement and without any sanctioning decision,
either due to the commitments proposed made the supermarket chains involved in the investigation
or by finding no signs of violation of the Competition Law by other chains (Decision No. DA-3/15-
28, 2018). The case referred to above was illustrative in highlighting the absence among businesses
of a common understanding of vertical agreements’ essence and where they might affect competition.

The rapid changes occurring in legal and economic relationships due to digitization and new
digital business models make the correct understanding of vertical agreements even more pressing at
the national level. Product suppliers could prohibit distributors with whom they collaborate from
distributing their products on online platforms; producers could prohibit software developers from
collaborating with other manufacturers; digital content publishers could require distributors to sell
exclusively through certain app stores; digital content distributors could require publishers to lower
prices as soon as they offer more favourable terms to competing distributors. These restrictions need
to be considered by businesses before implementation to prevent potential consumer harm.

Competition Law defines vertical agreements as one of the forms that anti-competitive
agreements may take, leading to confusion that such agreements might be illegal per se. Vertical
agreements are indeed restrictions on contractual freedom, but they do not necessarily restrict
competition; on the contrary, they may be necessary for the benefit of final consumers. Analyzing
the actual or potential effects of a vertical agreement should become an economic prerogative for
businesses using vertical contractual structures so that they can argue the necessity of vertical
restraints for efficiency gains. Because "not every restriction on conduct is a restriction of
competition, let alone a significant restriction of competition” (Niels et al, 2011).

The rapid digitization of the economy has increased the interest of competition authorities in
other countries, including the European Commission, in vertical restraints used by businesses in the
online environment. This has served as one of the main reasons why the European Commission is
reviewing its regulations and recommendations on the application of vertical restraints by firms,
resulting in the recent communication of new Guidelines on Vertical Restraints (Guidelines, 2022),
in which vertical restraints used on digital platforms represents one of a subject of interest.

As a result, the issue proposed for research in this article is defined as follows:

(1) What are vertical agreements, how can they be classified?

(2) What is the economic necessity of vertical agreements and what is their danger for
competition?

(3) What are the anti-competitive vertical agreements identified by competition authorities
worldwide in digital markets? What is the specificity of anticompetitive vertical agreements identified
in digital markets? Is it necessary to amend the Moldovan Competition Law to deal with the
specificities of digital markets?

METHODOLOGY

To answer the above questions, we set out to review the economic doctrine and articles of
scholars in the field who have investigated various aspects of vertical agreements, including in digital
markets. We also analysed existing judicial practice in countries where competition rules, including
those prohibiting anti-competitive practices through vertical agreements, originated to better
understand the purpose protected by these rules. We then analyse the recent experience of
competition authorities around the world in investigating vertical agreements in digital markets to
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determine whether there are any peculiarities of such agreements in these markets. Based on the
peculiarities identified, we determine whether the current rules contained in the Competition Law and
the regulations for their enforcement are sufficient to prevent, identify or counteract anti-competitive
vertical agreements in digital markets.

1. Definition of vertical agreements

Vertically structured contracts are one of the essential elements of the national economy and
of the market mechanism. The Moldovan market abounds in supply, distribution, agency and
franchising contracts. With their help, products reach the final consumer, going through the entire
value chain by means of agreements between enterprises at different levels.

Often in vertically constructed contracts, the parties agree on restrictions on the resale price
of the products, the territory, and customers to which the products may be supplied or resold during
the term of the contract or even after its expiry, the sources of supply from which distributors may
purchase the products or services necessary to carry out the resale, etc. These restrictions are referred
to in competition jargon as 'vertical agreements' or ‘vertical restraints. Moldovan Competition Law
uses the term 'agreements’, even though the term 'restriction’ is more precise in defining the restrictive
nature of these arrangements.

In the literature, vertical agreements are defined as "an alliance in which the common purpose
of the parties is to increase joint profits and reduce prices for the benefit of consumers™ (Hovenkamp,
2017). In most cases it is considered that the joint efforts of the supplier and the distributor in bringing
products or services to the market ultimately benefit the consumer. At the same time, the specificity
of vertical agreements allows participating undertakings to form commercial alliances to strengthen
their positions and increase their ability to compete in different markets.

Definitions of vertical agreements can also be found in the legal regulations. Article 4 of the
Moldovan Competition Law (2012) defines vertical agreements as "an agreement or concerted
practice agreed between two or more undertakings each operating, for the purposes of the agreement
or concerted practice, at different levels of the production or distribution process, relating to the
conditions under which the parties may purchase, sell or resell certain products”. The definition is
identical to the one contained in Article 1(1)(a) of Regulation (EU) 2022/720.

From the above definition, the main element of vertical agreements that distinguishes them
from horizontal agreements is that the parties to a vertical agreement act at different levels of the
distribution chain (as opposed to horizontal agreements where the parties are competitors). As a
result, vertical agreements presuppose the existence of two different markets in which the parties to
the agreement participate, namely:

(i) the upstream market, where the manufacturer competes with undertakings producing
products substitutable for the manufacturer's products, and

(if) the downstream market, where the distributor competes with other undertakings
distributing products substitutable for the distributed products.

Value chains can be of varying complexity, allowing for a multitude of vertical business
interactions between different participants.

An understanding of the specifics of vertical agreements will not be complete without a
comparison with the other type of agreements covered by the Competition Law, namely horizontal
agreements. Horizontal agreements are made between two or more undertakings operating on the
market at the same level. It has been pointed out in the literature that "[T]he conceptual distinction
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between a horizontal and a vertical agreement is a significant one. Competitors meeting to discuss
market prices raises considerable concerns. In contrast, meetings between a supplier and a distributor,
who are necessary parties to a sales contract, are less suspicious, and they discuss prices all the time.
As a result, in competition investigations of vertical restraints, the focus will be on evidence relating
to the content of the agreement, whereas horizontal agreements focus on the very fact of the existence
of the agreement.” (Hovenkamp, 2017)

An important element inherent in vertical agreements, and their specificity as an agreement
between non-competitors, including in digital markets, is the competition that they may affect. In
analyzing vertical agreements it is essential to bear in mind the distinction between inter-brand
competition and intra-brand competition. The competition that occurs in the upstream market is
called inter-brand competition because it occurs between different producers, whose products are
predominantly identified with the use of specific brands. Competition in the downstream market
between distributors selling the same manufacturer's products is called intra-brand competition.

It is generally accepted that reduced intra-brand competition (between distributors of the same
manufacturer) is less harmful to competition and less likely to harm consumers, especially if there is
strong inter-brand competition (between different manufacturers of substitutable products). There is
also less likelihood of anti-competitive vertical agreements reducing intra-brand competition.
Manufacturers have no incentive to limit price competition between their own distributors, except
where such a limitation would be the only way to encourage distributors to offer ancillary services or
to invest in promotional activities, which would bring more benefits to consumers than limiting the
possibility of price reductions. This is one of the reasons why intra-brand competition restrictions
are pro-competitive.

On the other hand, reduced inter-brand competition is considered to have a stronger impact
on consumer welfare. If the parties' agreements reduce competition between different manufacturers'
brands, they will not be encouraged to make efforts to improve their products and equip them with
features that would best meet consumer preferences. Secondly, by reducing competition between
them, producers will not compete by guaranteeing the lowest price for the consumer.

As a result, the agreement between an independent upstream company and an
independent downstream company in the value chain is called a vertical agreement.

For the purposes of competition law, and to avoid confusion between agreements and
contracts for civil law purposes, it is recommended to use the term 'vertical restraint' and not ‘vertical
agreement’, which in fact reflects the essence of a vertical agreement to restrict the contractual
freedom of one of the parties.

2. Classification of vertical agreements

The case law and economic literature classify the vertical restraints according to different
criteria. For the purposes of this article, we will analyze the classifications that have been reflected
in the legislation of the Republic of Moldova and the practice of applying national competition rules,
inspired by European case law.
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(1) Price and non-price vertical restraints

Depending on the criterion underlying their determination, vertical restraints can be
categorised into price and non-price vertical restraints.

Price vertical restraints relate to the resale price of products and services and are applied in
the downstream market, restricting the ability of the distributor to freely set the resale price,
irrespective of the interests of the supplier. This category includes resale price maintenance, non-
linear pricing, quantity forcing.

Vertical non-price restraints are imposed on the upstream market or imposed on the
downstream market and are not related to price, but to other conditions for the marketing of contract
products and services. The most common non-price restrictions are exclusive distribution systems,
selective distribution, non-compete obligations, or tying.

(2) Hard-core, individually or block exempted and de minimis vertical restraints

This classification is made based on the degree of danger to competition presented by the
specific vertical restraint. Thus, depending on the degree of danger, vertical restraints can be
classified as (a) hard-core restraints, (b) individually exempted restraints, (c) block-exempted
restraints, and (d) de minimis restraints.

(@) The highest degree of danger to the competition may exist when the parties agree on hard-
core vertical restraints, which are sanctioned by law and cannot be exempted. They are prohibited
to protect free price competition between distributors for the benefit of final consumers and
guaranteeing the unrestricted right of consumers to purchase goods and services according to their
needs. When hard-core vertical restraints are under investigation, the competition authority will
consider it more beneficial for the market to sanction the undertakings involved in order to prevent
future similar behaviours.

The following vertical restriction is considered hard-core and anti-competitive:

(i) resale price maintenance;

(if) prohibition to sell to any customer if the customer's request came without an invitation
from the distributors (passive sales). The distributor must be free to respond to requests
from buyers of products or services, including with the use of the Internet.

(ii1) the use of a selective distribution system where distributors are prohibited from active or
passive sales to final consumers or other authorized distributors.

(iv) a prohibition on the manufacturer procuring spare parts for its own products from selling
such parts to end users or independent repairers.

(b) Certain anti-competitive vertical agreements may benefit from the individual exemption
if they create efficiencies that outweigh the losses incurred by the anti-competitive effect. Vertical
restraints include:

(i) non-compete obligation whereby distributors undertake to resell only the supplier's

products with a term exceeding 5 years;

(i) vertical agreements, which are not hardcore agreements, but where the parties' share of
the relevant market exceeds 30%.

To benefit from the individual exemption, the undertakings involved in the above agreements must

demonstrate by conclusive evidence the efficiency-enhancing criteria of the agreements, namely that:

e the vertical restraint applied contributes to improving the production or distribution of
products or to promoting technical or economic progress;
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o the vertical restraint ensures that consumers receive a fair share of the resulting benefit;

e it does not impose on the undertakings concerned restrictions that are not indispensable to

the attainment of the objectives referred to above;

e does not afford the undertaking the possibility of eliminating competition in respect of a

significant part of the products in question.

(c) Vertical restraints that may be block exempted are deemed to be pro-competitive, subject
to certain conditions. These categories of vertical restraints are: exclusive distribution, selective
distribution, recommended pricing, single branding agreements, franchising, exclusive supply
agreements, upfront access royalties, category management agreements, tying agreements, resale
price recommendation agreements, or maximum resale price maintenance agreements.

One of the basic criteria to benefit from the block exemption is the economic power the parties
have. Thus, the vertical restraints listed above are considered block exempted if the parties to the
agreement have shares of the relevant markets below 30%.

(d) Vertical restraints that are found in agreements between undertakings with insignificant
economic power are considered de minimis, do not raise a risk to competition, and are therefore not
subject to legal sanctions under the Competition Law. Undertakings participating in a vertical
agreement are deemed to have insignificant economic power if the market shares of each undertaking
participating in the agreement do not exceed 15% in any of the relevant affected markets.

The de minimis exception does not apply to hardcore vertical restraints, which will be
sanctionable irrespective of the market share held by the participating undertakings.

In the literature reviewed, we did not find a classification of vertical restraints according to
the distribution channels used: online or offline. Essentially, vertical restraints can be used in any
medium of business collaboration, so for the purposes of this article, the classification of vertical
restraints presented above is also valid for vertical collaboration in digital markets.

3. Economic reasons for vertical restraints

According to the generally accepted view in economic and competition law doctrine, vertical
agreements between non-competitors, are less dangerous than horizontal agreements, between
competitors (Guidelines, 2022). Vertical agreements do not in all cases have anti-competitive
motives. Nor do vertical agreements always have negative effects on consumers. On the contrary,
economic theory has shown that vertical agreements often contribute to advanced efficiency and
consumer welfare. This is due to the complementary nature of the activities carried out by the parties
to a vertical agreement, which generally implies that pro-competitive actions by one party to the
agreement will benefit the other party and ultimately benefit consumers (Niels, 2011).

The study of vertical agreements has led to controversial discussions in literature as to whether
such restrictions should be prohibited by competition rules. According to Cunningham (2011), since
1970, economists have developed in-depth theoretical analyses with empirical results concerning
vertical agreements. The economic literature has also identified a wide variety of circumstances in
which the efficiency-enhancing arguments advanced by parties to vertical agreements have not held
up. However, many economists will agree that vertical restraints generally serve the purpose of
making the distribution of goods more efficient, and that they raise concerns only when intra-market
competition is insufficient.
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Vertical agreements are generally considered 'good’ or pro-competitive, provided that they do
not restrict competition and their effects enhance consumer welfare. Vertical agreements are
considered "bad" or anti-competitive when they cause or are likely to cause effects that are
undesirable for a market economy, such as collusion, foreclosure, or the creation of barriers to entry.

Vertical agreements may be anti-competitive but still show efficiencies. For this reason, the
analysis of the competitive effects of vertical agreements needs to be carried out with an detailed
assessment of all market conditions facing the undertakings in each individual case. Such imprecise
characteristics are the main reason for the controversial opinion regarding the initiatives for vertical
agreements regulation.

The literature reviewed states that the main reason firms use vertical restraints is to eliminate
market failures. The term "market failure” is used to refer to a situation where the market cannot
allocate resources efficiently on its own and the "invisible hand" does not work properly for various
reasons, which prevents an efficient allocation of resources (Cunningham, 2011).

Examples of market imperfections or failures leading to inefficient allocation of resources
include natural monopoly, imperfect competition, information asymmetry and externalities (Lines et
al, 2006), which can be addressed by various measures, including contracts between firms.

In the following, we will discuss in more detail the market failures that are solved by firms
using vertical restraints, namely externalities, information asymmetries, and the hold-up problem.

(1) Internalization of externalities using vertical restraints

As defined by the OECD Glossary, externalities refer to situations where the effect of the
production or consumption of goods and services imposes costs or benefits on others that are not
reflected in the prices charged for the goods and services provided. In a contract with a vertical
construction, such as a supply or distribution agreement, externalities can occur in both the vertical
and horizontal chains.

Externalities along the vertical chain assumes that the actions of the firm operating at one level
can benefit the firm at the other level. They arise because decisions and actions taken at different
levels of the production or distribution chain determine aspects of the sale of goods, such as price,
quality, related services, and marketing, which affect not only the firm making the decisions but also
other firms at other levels of the production or distribution chain (O’Brien, 2020).

Because of the existence of vertical externalities, the distributor may not fully benefit from its
efforts to increase sales (on the downstream market), as some of the benefits may accrue to the supplier
(on the upstream market). Thus, in relation to the supplier, this will be a positive externalization, as the
supplier's profit will increase due to the distributor's efforts on the downstream market, on resale.
Conversely, outsourcing may be negative for the supplier if the distributor shows higher resale prices or
does not put sufficient effort into selling the products. As a result, the supplier's profit will decrease due
to actions or inactions taken by the distributor on the downstream resale market.

One of the vertical externalities frequently encountered in contracts with vertical structures is
double (or multiple) marginalization. Double marginalization is the route taken by final products
from the producer to the final consumer through a few intermediaries eager to earn revenues above
marginal costs (Verouden, 2008).

For the first time, the issue of double marginalization in economics was debated by Antoine
Augustine Cournot (1801-1876). Cournot studied price competition between two producers (U1 and
U2) of complementary products needed to produce brass from an equal quantity of copper and zinc.
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Cournot showed, that the sum of U1 and U2 prices is higher than the price a monopolist selling both
products would charge (Alexandrov et al, 2018).

In another economic model, presented by Vincent Verouden (2008), double marginalization
in vertically constructed contracts between independent firms is analysed.

Thus, according to the model, D(p) denotes the market demand as a function of the resale
price p. It is assumed that the marginal cost of production is ¢ and that the distributor only bears the
cost of paying the wholesale price pw which it pays to the supplier. It is assumed that the manufacturer
supplies the distributor with the product at the same price pw and that the distributor can independently
determine the resale price p. For a given wholesale price, the distributor will set a resale price that
maximizes its profit (p- pw)D(p), i.e. it will charge a monopoly price p™ (.), which is a function of the
wholesale price pw. To be profitable, the supplier will set a wholesale price that exceeds the marginal
cost of production: pw >c.

At the same time, due to the existence of two successive marginal indicators (p> pw and pw
>c), the final resale price will be too high from the point of view of the whole vertical structure: the
resale price is p™(pw), where pw is the optimal price from the supplier's perspective, instead of p™(c),
which would have been more correct, since c is the marginal cost of the whole vertical structure. The
price distortion arises because the distributor in setting the resale price does not consider the effect it
will have on the supplier's profit; nor does the supplier take into account the profit that will accrue to
the distributor (Verouden, 2008).

Thus, double marginalization occurs when the resale price charged on the upstream market
exceeds the marginal cost incurred when buying the product on the downstream market. Double
marginalization can be avoided by vertically integrating the factors of production, supply, and
distribution under common corporate control (as indicated in the Cournot model), or by using vertical
price-based restraints. Some examples of vertical restraints that can address the problem of double
marginalization in the vertical structure can be found below:

« resale price maintenance: the supplier can apply resale price maintenance by setting the resale
price at p=p™ (c).

« applying the non-linear price, consisting of two parts: a fixed, invariable part representing the
marginal wholesale price equal to the marginal costs (c), and the second part - a flat-rate
charge, the size of which will depend on the quantity of product purchased by the distributor.
By this the distributor will get the full benefit of the vertical structure for each additional
product sold.

e quantity forcing, whereby the supplier sets the price depending on the quantity of product
bought by the distributor, setting mandatory minimum thresholds to be met by the distributor.

e all units’ discount: the distributor receives a discount on the wholesale price for each unit of
the product purchased if the distributor buys a certain quantity of product;

o take-or-pay clauses: unconditional obligations to buy products or services from a supplier at
a certain point in the future, and in case of non-performance - to pay a penalty that would
cover the supplier's losses.

According to Verouden, these resale price control methods lead to lower resale prices, increase
profits for the entire vertical, and increase consumer surplus while overcoming the problem of double
marginalization
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In addition to vertical externalization, horizontal externalization can occur in vertical
contractual constructions. According to the Guidelines, horizontal externalization may arise between
distributors operating in the same market where a distributor is not able to fully reap the benefits of
its sales efforts.

An example of negative horizontal externalization is free riding. In digital economy, free
riding can occur between online and offline sales channels and in both directions. For example,
customers may visit a traditional shop to test goods or services or to obtain other useful information
on which to base their purchasing decision but then order the product online from another retailer.
On the other hand, in the pre-purchase phase, customers may collect information from an online shop
and then visit a traditional shop, using the information collected online to select and test certain goods
or services and eventually purchase the product offline.

The problem of free-riding in vertical contractual structures can exist either on the upstream
market, where the producer's competitors may unduly benefit from investments in the vertical
structure, or on the downstream - where the distributor's competitors unduly benefit from the
investments. Broadly speaking, the free-rider effect can be explained by the fact that the efforts made
by the producer or distributor create benefits for companies that have not made such efforts.

Free-riding along the manufacturer's (supplier's) supply side can occur when the manufacturer
(supplier) promotes the distribution of its products and invests in distribution channels: it provides
training to distributors and sales staff and invests in the image and operating conditions of retail
outlets. The value of such investments is diminished if the manufacturer's (supplier's) competitors
benefit from the conditions thus created without making any contribution. To prevent this, suppliers
may impose vertical restraints on distributors in the form of non-compete obligations, through
exclusive sourcing or single branding obligations.

Free riding on the distributor’s side can be destructive to both the vertical structure and
consumer welfare. The most common scenario is the unwarranted reaping by low-cost or online
retailers of the benefits of services provided in the distribution network, such as merchandise
demonstration and testing services by trained staff of offline shops or online platforms offering pre-
sales services.

In addition to the above, some distributors invest in enhancing their long-standing reputation
with consumers by offering quality guarantees for the products they sell. They invest in promoting
the manufacturer's brand, especially when selling luxury or prestigious products. Distributors who do
not offer such guarantees, and do not invest in brand promotion, may benefit from the effort.

In addition to the above, some distributors invest in enhancing their long-standing reputation
with consumers by offering quality guarantees for the products they sell. They invest in promoting
the manufacturer's brand, especially when selling luxury or prestigious products. Distributors who do
not offer such guarantees, and do not invest in brand promotion, may benefit from the effort.

To encourage distributors to invest in pre- and after-sales services as well as in promoting the
supplier's brand, suppliers could agree in distribution contracts on vertical restrictions that would
remove price reductions, such as imposing maximum or recommended resale prices, or restrict the
supply of products only to distributors offering distribution services. Selective or exclusive
distribution systems may be used for this purpose.

(2) Information asymmetries

Another market failure that can be addressed by vertical restraints is information asymmetries.
Asymmetric information arises when the firm operating in one market channel has more information
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than the other firm, operating in another market channel. Information asymmetry can lead to the
misallocation of resources because of inefficient decision-making.

Information asymmetry occurs particularly in markets with imperfect information where
differentiated products exist. Also, certain types of information may remain incomplete or imperfect,
creating information difficulties between suppliers and distributors.

The existence of information asymmetry could hinder the market entry of new firms or the
introduction of new products or services. When suppliers launch new products, distributors often
have less information than the supplier about the likelihood of the new product being successful and
may therefore build up stocks of these products at a lower than optimal level. By placing the risk of
failure of new product launches on distributors, there is a risk that distributors may not have the
incentive to invest in promoting new products in their distribution network, as the costs of promotion
may be sunk.

To overcome this market failure, the distributor could require the supplier to pay a fee for
access to its distribution network (entry bonuses, maintenance fees, payments for access to
promotional campaigns). By paying the royalty, the supplier is given access to the distributor's
distribution network and to the distributor's services to promote and stimulate sales of the product.
On the other hand, the distributor assumes the risk of bearing the sunk costs of promoting the
supplier's products if the supplier's product is not successful. As a result, access fees would increase
competition for access to the distributor's network between suppliers and the distributor may be given
advance notice of which products are likely to be successful, as a supplier will only agree to pay the
initial access fee if it considers that there is a low probability of failure in relation to the launch of
that product.

(3) "Hold-up™ problem

The "hold-up™ problem, also called the prisoner's dilemma, is another market failure that can
be addressed by vertical restraints and may arise in the case of specific investments made by the
manufacturer or distributor in specialized or customer-specific products or services. In such
contracts, the investing firm becomes to some extent a prisoner of the other party, thus creating an
imbalance of bargaining power. Because of this imbalance, and the fear of not being able to recoup
their investment, companies may be less interested in investing in new products and complex markets,
to the detriment of the economy and consumers (Peeperkorn, 1998).

The "hold-up” problem arises in the case of significant sunk investments borne by only one
party. These investments are long-term and cannot be recovered in the short term. The investment
is also asymmetric, i.e. the collaboration implies that one party invests more than the other.

To remove or prevent the risk of hold-up, the parties may agree on a vertical restraint, such as
a non-compete clause, or on exclusive distribution or supply for the time necessary to recoup the
investment.

As can be seen from the examples described above, vertical agreements are designed to
address problems that arise when companies operating at different levels of the supply chain
collaborate and are not necessarily illegal or anti-competitive. Behind vertical agreements lie
economic arguments that can justify them, solving market failures, and ensuring efficient allocation
of resources. Vertical restraints can thus ensure efficiency gains, and companies must be prepared to
identify and argue them.
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4. Vertical agreements identified on digital markets

The reviewed economic literature suggests the common understanding of the economic
framework to assess the competitive effects of vertical agreements, which is used by competition
authorities in both traditional and digital markets. Some authors point out that "[T]he advent of the
digital age has not changed the economic concepts that have been developed since Adam Smith's
Wealth of Nations, which make clear the role of contracts in the allocation of goods and resources in
the economy (O’Brien, 2020).

In another vein, O’Brien, "[W]hile e-commerce has not created new economic constructs,
there is little doubt that certain characteristic features of the digital sector (such as economies of scale,
network effects), which may affect the conclusions of an economic analysis, have become more
salient. These features can only indicate the greater or lesser likelihood of specific vertical restraints
to harm competition, depending on the circumstances.” However, it is worth considering that new
technologies and the spread of the Internet, the expansion of e-commerce, new algorithmic
applications, data and artificial intelligence have raised new questions about the application of vertical
restraints in the digital environment, as well as concerns about the emergence of new vertical anti-
competitive behaviour.

In this section, the aim is to analyse the most recent cases investigated by competition authorities
in European countries, as well as by the European Commission, concerning vertical restraints used by
companies in digital markets. The aim of this section is to identify whether there are any specific
features or risks that vertical restraints present when applied online or through digital tools.

In analysing recent European practice, we have identified the following vertical restraints used
in digital markets that have created competition concerns:

(1) Parity obligation or most-favoured-nation clause (in the online books market, online hotel

booking services market, private car insurance market);

(2) Restrictions on the use of online marketplaces (beauty and perfumery market);

(3) Dual pricing in online and offline markets (market for garden tools, market for household

appliances, market for toys);

(4) Imposition of resale prices (market for electronic, electrical and musical instruments).

The practices identified do not represent an exhaustive list of vertical restraints that can be
found in the relationship between producers and distributors operating online, or in the relationship
between them and the digital platforms that mediate their interaction. All types of vertical restraints
analysed and investigated so far in offline business practices can also be found in the online
environment.

In the following we present the main features of the restrictive practices identified, specifying
the risks for competition, the efficiencies, as outlined in the Guidelines. We will also focus on cases
investigated by European competition authorities in digital markets with regard to vertical restraints.

(1) Parity obligation or most-favoured-nation clause in online markets

One of the vertical restraints encountered in digital markets and which are under the scrutiny
of competition authorities are parity obligations, also known as most-favoured-nation clauses.

This clause obliges the seller to offer terms of sale to the buyer that are no less favourable than
the terms offered by the seller to other buyers. The conditions of sale subject to the parity obligation
may relate to prices, stocks, availability or any other contractual conditions relating to the sale of
products.
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Looking at European practice, we can see that competition authorities have identified parity
obligations in agreements between online intermediary service providers (digital platforms or price
comparison services) and businesses selling or displaying their products through them.

Competition enforcement practice around the world reveals the following cases of
investigation of most-favoured-nation clauses in digital markets:

e Parity obligations imposed by Booking.com, Expendia on hotels: Authorities in France,
Italy and Spain have accepted commitments proposed by travel agents to replace the extensive parity
clauses they were applying with limited parity clauses. By such clauses, the agencies required the
hotels to offer them equally favourable conditions compared to the conditions the hotels offered
through their own direct sales channels (Decision No. 15-D-06, 2015 (France), Decision of 2015
(ltaly), Decision 596/013, 2015 (Sweden)).

The German competition authority, however, has adopted a different strategy, banning both the
extended and restricted parity clauses proposed by HMS and Booking.com as a commitment
(Decision B 9-66/10, 2013, Decision B9-121/13, 2015 (Germany)).

e Parity obligations imposed by Amazon.com on e-book editors: The basis of the Commission's
preliminary assessment was that Amazon included parity clauses in its contracts with e-book
providers. Under the parity clause, Amazon required e-book providers to inform Amazon of the more
favourable terms that book providers offer on any other platform and offer Amazon terms of sale that
depend on the terms offered on another e-book marketing platform.

Amazon proposed commitments, undertaking to waive parity obligations (Decision AT.40153,
2017 (European Commission)).

e Resale price parity obligations applied by Apple on the iBookstore: The Commission has
investigated Apple and a number of international e-book publishers in relation to parity obligations
introduced by Apple into its contracts for the sale of books through the iBookstore after it switched
from a wholesale to an agency model. The Commission was concerned that these agreements were
part of a strategy to increase e-book prices. The case was settled with undertakings, including a
commitment from Apple not to apply any retail price parity obligations in agreements with retailers
or e-book publishers for a period of five years (Case AT.39847, 2017).

An important criterion underlying the competition authorities’ decisions in the above-
mentioned parity obligations cases was the economic power of the platforms involved. Thus in all
cases the platforms involved (Booking.com, Amazon, Apple) had shares of more than 30% in the
relevant markets under investigation, which made it impossible to exempt these agreements. The
competition authorities' concerns in the above cases were due to the following risks to competition
created by the parity obligations applied:

(@) reduced interest for companies selling their products or services through platforms
(hotels, book publishers, insurance companies) to support and invest in new and innovative alternative
business models;

(b) reducing the possibility and interest of competitors of platforms to develop and
differentiate their offerings through such business models;

(c) strengthening the economic position of platforms by ensuring that they have access to the
best sales conditions.

From the analysed decisions, it can be seen that competition authorities in their investigations
distinguish between (a) narrow parity obligations and (b) broad parity obligations. The distinction is
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of practical importance, as a narrow parity obligation is considered to have less potential to affect
competition than an extended one.

Thus, the narrow parity obligation relates to the sales conditions offered in the direct sales
channels, and the extended ones - to the sales conditions offered in all other sales channels.

Extended parity obligations. Businesses that choose to sell their products via online platforms
often use multiple platforms to reach their consumers. The use of multiple online platforms by
businesses selling products may increase the share of total demand for such services that is affected
by a platform’s parity obligations. The use of a single platform by end consumers may mean that each
online platform controls access to a distinct group of end users. This may increase the bargaining
power of the platform and its ability to impose parity obligations on the retail sale of products.

Online platforms are often characterised by significant barriers to entry and expansion, which
can exacerbate the negative effects of retail parity obligations on platform retailing. These markets
often exhibit positive spill-over effects: new or smaller platforms may face difficulties in attracting
customers as these platforms offer access to an insufficient number of end-users. Where end-users
are end-consumers, brand loyalty, the use of a single platform and strategies to create a dependency
on existing platforms may in turn create a number of barriers to entry.

The narrow parity obligation used by the online platform means that the company wishing to
sell its products through this platform undertakes not to offer more favourable prices and conditions
of sale through the direct sales channels of these companies. In principle, the obligations of limited
parity do not limit the ability of a business seller to offer more favourable prices or conditions through
other online platforms. As a result, such a parity obligation is less dangerous for competition.

However, in certain circumstances, in particular where the number of online platforms is
limited, narrow parity obligations may affect the incentives of the selling firm to pass on price changes
to intermediary services in their retail prices. This may lead to a dampening of competition between
online platforms, which is similar to the effect of extended parity obligations.

The authorities' decisions under review also highlight that parity obligations can also have
positive effects on competition. First, such clauses may be pro-competitive in that they may lead to
the lowest possible retail price for the product. The clause offers the possibility to reduce negotiation
costs, market research costs to check whether the best possible price or sales conditions are offered.

(2) Restrictions on the use of online marketplaces

Online marketplaces are an important sales channel for traders, giving them access to a large
number of consumers. Selling products through online sales channels allows traders to start selling
with lower initial investments.

Vertical restraints in the form of prohibiting retailers from reselling products purchased using
online marketplaces may be included in contracts for the supply of products.

For the first time, restrictions on sales through online channels were examined by the
European Court of Justice in the Pierre Fabre judgment. Members of Pierre Fabre's selective
distribution system were required to sell cosmetics and personal care products only in traditional
shops and in the presence of a qualified pharmacist.

In its judgment, the Court held that a general and absolute ban on sales through online internet
channels in the context of a selective distribution network constitutes a restriction of competition by
object. In the Court's view, such a prohibition "appreciably reduces the ability of an authorised
distributor to sell contract products to customers outside its contract territory or area of activity. It is
therefore liable to restrict competition on that market™" (Case C-439/09, 2011).
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The Court also held that the restriction in question could not be justified on grounds of public
health and safety and that maintaining a prestigious image could not be qualified as a legitimate
objective of restricting competition. A general ban on the internet as a medium of commerce
functions as a limitation on active and passive sales and cannot be admitted or exempted.

The imposition of such restrictions can be efficiency-enhancing and therefore beneficial to
competition by providing the following advantages to the supplier, which ultimately benefit the
distributor as well as the consumer, as they ensure the protection of the image and reputation of the
supplier's brand, ensure the provision of high-quality pre- and post-sales services, and deter and
reduce the risk of the sale of counterfeit products.

The main risk to competition arising from restrictions on the use of online marketplaces is the
reduction of intra-brand competition at the distribution level. Thus, some distributors, who use online
sales channels to identify buyers, may be deprived of such an opportunity, i.e. not be able to
participate in exerting competitive pressure on other authorized distributors.

(3) Application of dual pricing systems

The application of dual pricing involves requiring the buyer to pay a different wholesale price
for products sold online than for those sold offline.

Among the first cases involving dual pricing schemes to come under the scrutiny of
competition authorities is the practice of the German competition authority, which in 2013
investigated the discount schemes applied by Gardena and Bosch Siemens Hausgerate. Gardena
offered rebates to its distributors, which were calculated according to the distribution channel used.
The German competition authority found that Gardena's staggered rebate scheme was structured in
such a way that only distributors selling through traditional shops could benefit from the full rebate.
Similarly, Bosch's rebate scheme disadvantaged dealers who used hybrid marketing channels
compared to those who sold household appliances exclusively through traditional offline shops. In
both cases the Authority concluded that the rebate schemes were vertically anti-competitive
restrictions and the investigation concluded with Gardena and Bosch offering commitments to
remove any discriminatory elements in their rebate schemes (Decision No. B5-144/13 (Gardena,
Germany); Decision No. B7-11/13 (Bosch Siemens Hausgerate, Germany)).

Another case investigating dual pricing schemes took place in France in the Lego case. This
company implemented a discount policy that actually disadvantaged its online distributors. Lego's
discount policy involved offering additional discounts to distributors selling through traditional stores
to compensate them for certain investments, such as additional investment in shelf space. In doing
so, the French authority found that Lego essentially charged a better selling price to offline or hybrid
distributors compared to purely online distributors. The Authority concluded that this vertical
agreement was likely to have anti-competitive effects because by disadvantaging online distributors,
Lego contributed to reducing the competitive pressure they could exert on offline or hybrid
distributors.  Following the preliminary findings of the franchising authority, Lego submitted
commitments, agreeing to modify its rebate scheme (Decision No. 21-D-02 (Lego, France).).

Thus, as can be seen from the cases cited, the application of dual pricing schemes in the online
environment may incentivise or reward an appropriate level of investment in online or offline sales
channels. This is in particular possible when the wholesale price differential is reasonably related to
the differences in investment and costs incurred by the buyer in making sales through each channel.
Similarly, the supplier may charge a different wholesale price for products to be sold through a
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combination of offline and online channels if the price difference takes into account the investment
or costs related to this type of distribution.

However, where the wholesale price differential has the object of preventing the effective use
of the internet by the buyer to sell the contract goods or services to certain geographic areas, or to
certain buyers, such a restriction may affect competition. This would be possible, for example, where
the wholesale price differential makes online selling unprofitable or where the dual pricing system is
used to limit the quantity of products made available to the buyer for sale online.

(4) Resale price maintenance

Resale price maintenance represents one of the most discussed vertical restraints. With the
primary purpose of eliminating double or multiple marginalization, this restriction can have serious
repercussions on competition, which is why competition authorities are vigilant in detecting them.

The European practice of examining cases concerning the application of resale price
maintenance in online markets, reveals the following cases.

In 2018, the European Commission concluded its investigation into consumer electronics
manufacturers Asus, Denon & Marantz, Philips, and Pioneer, imposing a total fine of €111 million. The
Commission found that the companies had limited price competition between distributors "by
restricting the ability of online retailers to set their own resale prices for widely used consumer
electronics products such as kitchen appliances, notebooks, and hi-fi products”, leading to an increase
in consumer prices. The use of algorithms to implement and enforce resale pricing practices was a
central element of the Commission's analysis. As the Commission explained at the time of the opening
of the investigation, "the effect of these price restrictions may be aggravated by the use by several online
retailers of pricing software that automatically adjusts resale prices to those of their main competitors.
It is, therefore, possible that the alleged infringement had a wider impact on overall online prices for
the consumer electronics products in question.” (Commission Communication, 2017).

In European countries, attention is also drawn to the imposition of resale prices in the online
space. For example, the UK competition authority has fined a supplier of commercial refrigeration
equipment over £2 million (Decision No. CE/9856-14 (ITW Limited, UK)) and a manufacturer of
bathroom accessories over £780,000 (Decision No. CE/9857-14 (Ultra, UK)) for preventing retailers
from advertising or selling products online below a certain price. The competition authority found
that these practices essentially restricted retailers' freedom to set the price for online sales individually
and therefore amounted to an illegal resale price maintenance clause.

In 2017, the UK Authority fined a supplier of domestic light fittings £2.7 million for dictating
the minimum prices at which its distributors could sell products online (Decision No. 50343 (National
Lighting Company Limited, UK)). National Lighting Company's agreements with its distributors
prevented the sale of its Endon and Saxby brands below a certain minimum at the resale level.

Other cases examined by the UK competition authority concerning resale price maintenance
include:

- imposing a fine of £3.7 million on digital piano and keyboard supplier Casio for imposing
online resale prices over a five-year period from February 2013 to April 2018;

- imposing a fine of £4.5 million on guitar manufacturer Fender Musical Instruments Europe
Limited and its US parent company, Fender Musical Instruments Corporation.

- fining Roland, a supplier of electronic drum kits, and Korg, a supplier of synthesizers and
high-tech musical equipment, £4 million and £1.5 million respectively.
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Thus, resale price maintenance is a hardcore restriction and involves agreements whose direct
or indirect object is to restrict the distributor's ability to determine its resale price, including those
which set a fixed or minimum selling price that the buyer is obliged to charge. Analysing the
decisions of the competition authorities mentioned above, one can see the facilitating effect that the
online environment, the Internet and artificial intelligence algorithms have on this restriction. With
their help, firms can implement and supervise systems of imposing and maintaining resale prices,
which is essential for such an anti-competitive practice to succeed.

As aresult, the online environment and artificial intelligence algorithms may increase the risks
to competition traditionally posed by resale price maintenance, including:

- facilitating collusion between firms by increasing price transparency in the market, which
makes it easier to detect the collusive equilibrium breaker by reducing prices;

- mitigating competition between producers and/or between distributors, in particular where
producers use the same distributors for their products and the restriction is applied by all or many of them;

- preventing competition between distributors by preventing the emergence or expansion of
new, more efficient forms of distribution, thereby reducing innovation in distribution;

- foreclosing smaller competitors;

- elimination of intra-brand price competition by preventing some or all distributors from
reducing their selling price for the brand in question, leading to an increase in the price for that brand.

CONCLUSIONS

As a result of the research carried out in this article, the conclusions are as follows:

1. A vertical agreement is the agreement between an independent upstream undertaking and
an independent downstream undertaking. For the purposes of the Competition Law, and to avoid
confusion between agreements and contracts for civil law purposes, it is recommended to use the term
'vertical restraint' and not 'vertical agreement’, which in fact reflects the essence of a vertical
agreement to restrict the contractual freedom of one of the parties. There is no separate definition for
agreements concluded in digital markets.

2. There are several criteria for classifying vertical agreements. The economic literature prefers
the classification according to the price criterion, thus classifying vertical agreements into the price (resale
price maintenance, price parity obligations, dual pricing systems), and nonprice vertical agreements
(exclusive distribution, selective distribution, non-compete obligation, exclusive supply, etc.).

In the legal literature, more emphasis is placed on the criterion of the threat to competition
posed by the vertical agreement, according to which vertical agreements can be classified into hard-
core vertical agreements, individually exempted agreements, block exempted agreements and
agreements of minor importance.

No distinct classification of vertical agreements has been identified based on the environment
in which the vertical collaboration of undertakings takes place. Thus, the same classifications will
apply to vertical agreements used in the online space.

3. The issue of the harmfulness of vertical agreements is extensively debated in the literature.
There is a distinction between the Chicago school and European competition law enforcement
doctrine. Thus, according to the Chicago school, vertical agreements must be presumed lawful, if it
is not shown otherwise. The European doctrine, however, prefers a more pragmatic approach, arguing
for the need to analyse vertical agreements that restrict competition through the individual exemption
criteria to determine whether the efficiencies outweigh the threat to competition.
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4. Vertical agreements are used for economic purposes necessary for undertakings, namely,
to eliminate market failures. Most often, vertical agreements are established to prevent double
marginalization, remove information asymmetry in the market, or address free-riding or significant
sunk investments.

5. In the Republic of Moldova, we have not identified any cases of investigation of vertical
restraints in digital markets. However, competition authorities around the world are targeting business
practices carried out by companies in the online space or using digital tools. Practices involving
vertical restraints and giving rise to competition concerns, detected in digital markets and committed
with the help of digital tools, are the most favoured nation clause applied by digital platforms towards
customers selling their goods or services through the platform; prohibition of online sales; application
of dual pricing systems; resale price maintenance; exclusivity clauses.

From the European judicial practice and the European countries analysed, it appears that
competition authorities when investigating vertical restraints have used the same investigative tools
used in traditional markets. The regulatory framework available to European authorities is sufficient
to prevent and remedy anti-competitive practices committed with the use of vertical restraints by
undertakings.
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LEADERSHIP — A MECHANISM TO OVERCOME THE CULTURAL
DIFFERENCE IN NEGOTIATION
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Abstract: Understanding deficiency in negotiations is determined by the material ignorance of cultural differences.
Knowing the ethnic/ cultural profile is a cooperation platform between two countries/ cultures. Reversed axiom means
that the absence of strategy in this direction damages the negotiation process. Starting from three cultural paradigms of
scientific researchers we have the opportunity to forecast cultural patterns of our partners, being conscious of our
ancestral ,,resources”. The mechanism that equilibrates cultural dispute in a communication process between different
parties is leadership.
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JEL CLASSIFICATION: Al13; Al4; Z1; Z13.

INTRODUCTION

It seems that the law of diversity (linguistic ab initio culminating in ethnic segmentation ad
finis), as the legend of Tower of Babel tell us, constitutes one of the greatest challenge of the
contemporary period. As a result, cultural diversity with its effects has activated the energy to search
for the antidote to all that is stifling factor, promoting the culture of cooperation. In our case, we
believe that the compensatory mechanism that would overcome this lack of understanding in
communication is negotiation. The operational definition, which demonstrates that negotiation is a
perspective of opening a relationship, promotes the following ontological approach ,,is an activity
that brings two or more interacting actors face to face in search of an argument to end differences,
create, maintain and develop a relationship” [3, p. 8].

The interaction, conditioned by the search for balance between two heterogeneous parties, begins
as soon as we know the reality of the other, seen as a form of organization of his experience, especially a
condition that ensure the construction of negotiation based on cooperation. The request for the proposed
objective directs us to the knowledge of the implicitly ethno- psychological cultural aspects in the context
of the negotiations. The strategy that responds to the invoked requirements is to approach the
participants in the negotiations as promoters of a culture. The foundation of the descriptive and
analytical organization of the differences in cultural paradigms offers the development of an explanatory
and predictive profile in terms of negotiations, starting from the hypothesis that the ideal of carrying out
negotiations with mutually beneficial purposes requires knowledge of the cultural environment to which
the partner at the dinner table is ,, obedient ” negotiations. Collaterally, the research verifies another track
of study related to the axiom of direct interdependence between the cultural environment of a country
and the power to assert its economic interests, thus creating a basis for discussion for the
importance of leadership development.

5 Ph.D Student, email: ghiletchi.zorina@ase.md
ORCID: 0000-0002-1013-7524

Academy of Economic Studies of Moldova, 61, Banulescu Bodoni Street, 2005, Chisinau, Republic of Moldova,
web page: www.ase.md

”


http://www.ase.md/

Proceedings of the virtual international scientific conference “DEVELOPMENT THROUGH RESEARCH AND INNOVATION - 20227,
I1lrd Edition, online conference for researchers, PhD Students and Post-Doctoral Researchers August 26, 2022, Chisinau, Republic of Moldova.
ISBN 978-9975-3590-5-4 (PDF). DOI: 10.5281/zenodo.7533819

PHENOMENOLOGY OF THE CONCEPT ,,CULTURE”

The first step in this research approach is the definition of culture, in our view, the only
framework for coagulation and forging of values, norms, social axioms historically solidified and
impenetrable as a power of cohesion. The word ,,culture” comes from the Latin culture, ae (feminine
noun) and means ,,work in the field” sharing the semantic unit with other morphological extensions
colo, cholere (verb) ,,to work the fields, to take care of, to decorate, to fulfill, to keep, to honor,
cultus,-us (masculine noun) ,,female way of dressing ,care of words (style)” [6, p.153]. The
»agricultural” origin of the word is still marked today by the used expression ,,agricultural crops”. At
the same time, the etymological interpretation allusive favors the understanding derived from our
everyday life for the phrase ,,man with great culture” or ,,cultivated man”, i.e. adorned with qualities,
educated, and vice versa, through dichotomy, which demonstrates primitivism, bluntness, a threshold
different from everything what is meant by mental and spiritual care, all of which can be accessed on
the condition of ,,work™ submitted. The term ,,culture” as a scientific notion appears in the German
language approximately in the century the eighteen. Already becoming a permanent concern of
human civilization, the concept of culture has always been associated with the self-development
of man and society.

Probably precisely for this reason, culture is the instrument that in a significant way marks the
stages of the historical development of mankind. The historical evolution of this concept determined
the scope of the definitional aspects it includes: linguistic, structural, genetic, descriptive, normative,
etc. foreshadowing three relational nodes namely nature, man, value. The center of this triumvirate
is man, thus emphasizing that any culture system is a product of his action, after which others
determine the value of the effort made. The truth of what has been said is reinforced by the following
definition for culture ,,The totally of material and spiritual values created in the process of social-
historical practice...” [1, p.44].

The statement is relevant for the type of problem discussed because it brings us to the
understanding of the genesis of culture through the lens of the ,,challenge-response” theory when
physical (climatic, geographical) or social factors (conflicts, ideologies, wars, epidemics, etc.) impose
the adequacy of the ,,response strategy” according to these ,,provocateurs” thus participating with the
resource of the ethno-genetic material in the great mystery of the constitution of its cultural-
psychological profile as a whole, especially in its generative substrate, the ethnic consciousness.
Culture becomes a response to what we call ,,reality” from the outside and a ,,struggle” to that from
the ,,inside”. In this way, there is a need to highlight one of the characteristics of culture to be super-
organic, that is, which is able, to create a mechanism of ,,transmission of cultural elements different
from that of biological heredity” [7, pp.9-12]. The conclusion brings us closer to the accepted
definition of culture as ,,the measure of the mastery of the forces of nature and spiritual forces,
as well as their use in social progress. This measure highlights the level of development of society
and man...” [7, p. 15]. In these conditions culture manifests itself as an product of human activity
in which man is at the same time subject and object of his actions, justifying the configuration of the
two dimensions of culture: the objective dimension aggregated to its material structure (of
influence on the world of objective existence) and the subjective dimension aggregated to its
spiritual structure (the formation and affirmation man).
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As a result, the generic pattern of each culture in all its forms of manifestation includes a priori
the following functions: 1.administration of the sacred, 2.defense, 3. reproduction. In terms of
negotiations, the ,,decryption” of these functions can only be accomplished by knowing the cultural
environment of the party involved, which means a preparation to accept a cultural difference (values,
norms, social axioms) as well as to generate a behavioral pattern that agrees with this cultural
environment. According to our expectations, we also create a platform for cooperation between two
parties in negotiations.

A HISTORICAL PRETEXT FOR KNOWING THE CULTURAL DIFFERENCE

A first step in mediating a cooperative effort with someone else starts with identifying your
own profile. The tradition in this sense was set, we believe, by Dimitrie Cantemir in ,,Description of
Moldova” (1714) at the request of the Berlin Academy of Sciences, the content of which respects the
paradigm of the analysis of a cultural identity. The writing of the work demonstrates the pronounced
interest of the stranger in knowing us. Even today, the seventeenth chapter ,,Naravurile moldovenilor”
with its memorable fragments ,,at the beginning of the fight they are always very brave, and in the
second they are softer...rarely anyone dares to start the third time”, ,,when they see that their efforts
are in vain, they repent for what they have done...”, ,,Moldovans are not only not only not lovers of
learning, they even hate it...”, ,, they believe that learned people lose their minds..”, a chief is chosen,
an old man and honest by all ..”, ,,the face with which they receive foreign guests and travelers is
worthy of the highest praise..” [2, pp.124-129]. The scholar’s elaboration has a phenomenological-
hermeneutic projection even if in some places there the perception of a strictly empirical approach.
To what extent we have exceeded this description we can trace by referring to extracts from
contemporary sources” often excessive in their emotional manifestation... They are hospitable...”,
,concerned with everyday worries... they are clever in choosing ways to convince a partner to
accept”, ,,the Achilles heel of Moldovans is competence and rigor... they quickly prepare for
activities that require prior work thorough, and if they set out to do, they give up postpone the
achievement because in the system of archetypes the models to prepare and make a decision, and
assume responsibilities are missing.” [3, pp.173-175]. The source completes the profile with an
essential addition to our research topic ,,the situation when on the other side of the negotiation table
there is a partner from a less known environment... make him dependent on stereotypes and opinions
that are largely subjective and even harmful to effectiveness of negotiations. At the same time, the
cited sources lead to the need to identify a resource element what would contribute to the meditation
of that ,,anomaly” related to the lack in the system of architypes of models for making and assuming
the decision so necessary in a negotiation process.

The reproduced sources presuppose, in our opinion, the identification of way of
,reconciliation” of the past with the present, having as a pretext the interest for the other side which
has already undertaken a path of ,closeness” in this sense. In the following we will create,
metaphorical speaking, a Description of Germany, being prompted a historical ,,duty” to know
ourselves nearly” as well as by the intention to pursue one of the most efficient economies in the
world. Along with these objectives we have a motivation of the context we live in. It is about the
Moldova- German bilateral negotiations regarding the provision of assistance for the technical and
financial development of the Republic of Moldova, which took place on 25.11.2012, with a deadline
of 25.11.2026 [8].
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Germany, a country of economic miracle, succeeded more than any other country in rebuilding
the destroyed infrastructure after Second World War, becoming the fourth largest trading power in
the world, a member of G7 group countries. The unification of the country on October 3, 1990,a year
after the disintegration of the Eastern Bloc, was truly a new challenge: the standard of living and
economic growth of the FRG population of 60 million inhabitants had to be brought to the same level
as the 17 million citizens of the GDR. On January 1, 2021, the population of Germany represented
83, 155, 031 people. Administratively divided into 16 federal states (Lander), Germany promotes a
market economy that takes social needs into account. The country’s constitution guarantees the free
expression of personality and encourages private initiative by guaranteeing the protection of private
property [9]. According to the country’s GDP statistical data, in 2021 the GDP per capita reaches
35,290 euros versus GDP of the Republic of Moldova per capita 3, 839 euros in 2020, with a
population of 2, 604 million on 01.01.2022. The context of the indicators foreshadows an inflation
rate of 3,2% in2021 and in the spring of 2022 exceeding the limit of 5% the maximum in the last 29
years, reaching 6,5% against the background of inflationary explosions in many countries, without
exception the Republic of Moldova in the same time attested the inflation rate of 29,5 % [10,11,12].

The figures presented are not simple quantities, rather they are an invitation for those
who are interested to see what they hide, observing the mechanism of relational connections
between the cultural environment (values, norms, social axioms) and the results obtained in the
promotion of social and economic policies. For this purpose, to begin with we propose to approach
the subject through the prism of scientific studies in the ethno-cultural field.

Three major paradigms of cultural environment analysis

There are three major paradigms of cultural environment analysis, which through cross-cultural
psychology analyses or other types other types of cross-cultural studies carried out on a large scale,
have studied cultural profiles for most countries/cultures of the world in such an endeavor: Hofstede
and his collaborators (2010), Schwartz (1992, 2003), Inglehart and Welzel (2010) [4].

The Model of the six psycho-cultural dimensions elaborated by Hofstede.

According to Hofstede and his collaborators, the cultural environment of a country can be
described in terms of six fundamental dimensions, applied at the country/culture level, not at the
individual level. Each dimension has a standard score between 0 and 100, with a mean of 50, with
countries being compared to each other and/or relative to the standard score. The model developed by
Hofstede is established based on the analysis of experts, through the questionnaire ,,The Values
Survey”, 2010-2014.

Collectivism /individualism. According to Hofstede, an individualistic culture emphasizes
individual achievement and rights, which must be thought of and supported autonomously and
assertively. In an individualistic culture, the individual expresses his own desires and goals. In a
collectivist culture, the individual’s behavior is influenced by his position in a group, often the family,
without being the only one. The individual often expressing his wishes and goals in the form agreed
upon by the collective. Individualism is often associated with competition, uniqueness, innovation,
responsibility, while collectivism is associated with harmony and consensus. The term individualism
does not refer to selfishness, as we tend to use it in common parlance, but to autonomy/independence.
Countries/cultures where there is a higher level of individualism tend to have an increased level
of social and economic capital. Social capital is expressed through heightened civic engagement,
strong interpersonal relationships, cooperation, trust in people. Thus, individualism, stimulated by
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modernization, does not lead to social disintegration, but on the contrary to interpersonal trust and to
the growth of social solidarity and cooperation. Also, in an individualistic country/culture the mobility
and wealth of individuals is greater than in a collectivist one. Despite what one would think through
common logic and perception, the level of loneliness is higher in collectivistic cultures compared to
individualistic ones. Countries oriented towards collectivism are China-20, Turkey-37, Russia- 39,
Austria-55, Germany-67, Italy-76, Hungary-80, Great Britain -89, USA- 90. Among the EU
countries, Only Bulgaria, Greece, Portugal, Romania have a collectivist profile.

Femininity /masculinity. According to Hofstede, a masculine culture promotes
assertiveness, heroism, social achievement, success and material reward, while a feminine
culture is consensual, based on cooperation, modesty, quality of life, looking after weak persons.
In a masculine culture gender differences and social tasks are more pronounced/ stronger. Countries/
cultures where there is a higher level of masculinity tend to have a higher level of individualism. In
the model developed by Hofstede, Romania has a score of 42 (between O femininity and 100
masculinity), which positions Romania as country characterized by femininity. Countries/cultures
most defined by masculinity are (in descending order): Slovakia 100, Japan 95, Hungary 88, China
66, Germany 66, Poland 66, UK 66, USA 62. Countries/cultures defined femininity Sweden 5,
Norway, Finland 26, Portugal 31, Russia 36, Bulgaria 40, France 43 [4, pp.78-79].

Power distribution/concentration. Cultures with a low distribution of power readily accept
hierarchies as normal, without questioning them or asking for much justification for their existence.
Countries/cultures with a high distribution of power accept hierarchies more as a convenient form of
social organization, but which must be based on permanent consultation and democracy. Increased
concentration of power is associated with corruption and unequal distribution of national resources.
Romania has a score of 90 (between 0 power distributed and 100 power undistributed) on this index,
which shows it is a country with a low distribution of power, high concentration of power. Nordic
countries/cultures Canada and USA with index 40 have increased power distributed, Latin African
countries (except Argentina) have increased power concentration.

Avoiding / engaging uncertainly. According to Hofstede, this index refers to how and
unforeseen situations. Certain countries/cultures have a low uncertainly avoidance index. Members
of these cultures are pragmatic and do not place much emphasis on rigid and detailed regulations,
readily accepting uncertainly, change, and new and unstructured situations. Certain countries have a
high level of uncertainty avoidance. Members of these cultures are often more emotional, and try to
reduce the anxiety generated by uncertainty by using rigid rules and panning, which being defensive
are often too inflexible and do not work. People of a culture characterized by a low level of uncertainty
avoidance do not easily accept new ideas and behaviors, security being very important.

Thus Romania has a score of 90 (between 0 non-avoidance and 100 avoidance), which places
it in the category of countries/cultures with a high degree of uncertainty avoidance. As the scientists
inform us, the USA has an index of 42, China 42, Sweden 29, in addition to these countries, Romania
appears with a conservative culture, so less open to change.

Short-term orientation/long-term orientation. According to Hofstede, cultures/countries
dominated by long-term orientation stimulate in individuals pragmatic, future-oriented values,
adaption, persistence, and desire for reward, their members tend to respect traditions and social
obligations, being used to sacrificing elements of the present for the future. Cultures dominated by
short-term orientation are oriented toward the past and present, and members tend to respect traditions
and social obligations, but seek rewards practically in the present and less willing to make great
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sacrifices in the present for the future. Romania has an intermediate score of 52 (between o short-
term orientation and 100 long-term orientation), which shows some balance China 96, Hong Kong
96, Japan 88, USA 26 [4, pp.98-101].

Repressive/ indulgent style. According to Hofstede, certain cultures are indulgent towards
personal gratifications (ex. satisfaction of needs and desire) while others control them through strict
norms. Romania has a score 20 (between O repressive model and 100 lenient model), which shows a
more repressive country/culture. Indulgent culture dominates especially in Latin America, African
countries, the Anglo-Saxon environment and the Nordic countries. The repressive environment
dominates in Asian, Arab, and Eastern European countries/cultures. Even if causes appear, notes Daniel
David, that can change cultural profiles, they remain stable, changes of this kind are relative, slow.
There are a number of factors that accelerate the individual change of a country/culture, for example a
major infusion of financial capital, sustainable in the long term in an economy of a collectivist country,
can stimulate the development of social capital and individualistic profile [4, p.102].

Generalizing, the six dimensions included in the paradigm of the analysis of the cultural
profile related to the country, explain the phenomenon of the collective consciousness formed by a
quantum of existence as space and time and which manifests itself as separate attitudes of the
individual as a component part of a whole, regarding the status, role, power, representativeness,
future, value. The Republic of Moldova, by reference to cultural affinities with Romania, has a
collectivist, feminine culture profile, with a focus on power, with a predisposition to avoid
uncertainty, with a balance between short and long-term orientation, with a repressive style of
manifestation.

In what follows, when presenting the second cultural paradigm, we will insist on certain data
in order to expand the knowledge of the cultural difference in order to capitalize on them in terms of
negotiations. For comparison with the Republic of Moldova, we chose seven countries:
Switzerland, Germany, Poland, Russia, Romania, Spain, Ukraine. Their choice depended on several
criteria: 1. availability of information, 2. geographical neighbors of RM, 3. Latin family, 4.
cultural/linguistic kinship, 5. history with common elements, 6. centers of economic power at the
international level.

Schwartz’ s model of universal values (second paradigm)

The model identifies general human core values and the relationships between them,
applicable at the country/culture level as well as individuals. In the initially elaborated model, the 10
values are represented in a circle, divided into 9 sectors, the Tradition sector is together with
Conformity, which denotes in the scientist’s opinion that people tend to keep Tradition, seen as a of
conformity. The more developed the countries, the more stable and better represented the model is.
So those 10 general values are: Security, Power, Achievement, Hedonism, Stimulation, Self-
determination, Universalism, Benevolence, Tradition—Conformity. To control for inter-
individual differences, the scores were scaled by the authors by averaging the individual responses
(all are close to ,,1”"), and the resulting score reflects the value relative to the others. The assessment
was made on nationally representative samples from the European Social Survey/ESS.
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Table 1. Schwartz’s model (designed in a synthesized format by the author)

Values List of generally values, applicable at the country/culture (there
subcategories)

1 Security (health, social order, sense of belonging, cleanliness, return of favors,
family safety, national security)

2 Power (public image, social recognition, authority, well-being, social power)

3 Achievement (influence, success, ambition, being smart/capable)

4 Hedonism (pleasure, enjoying life)

5 Stimulation (boldness, varied/exciting life, seeking novelty/challenging in life)

6 Self- determination (self-respect, freedom, creativity, independence, curiosity,
choosing one’s own goals)

7 Universalism (oneness with nature, equality, openness, wisdom, inner harmony,
peace, social justice, environment protection, openness)

8 Benevolence (spiritual life, forgiveness, honesty, meaning in life, true
friendship, responsibility, mature love, loyalty, being helpful)

9 Tradition (devotion, detachment, moderation, modesty, respect for tradition, to
settle for little)

10 Conformity (self-discipline, politeness, obedience, making parents proud)

Source: D. Daniel, Psychology of the Romanian People. The psychological profile of Romanian in a cognitive-
behavioral monograph [4, p. 103].

Thus, our intention to the analysis cultural difference by capitalizing on the Schwarz model
highlights an interpretative specification offer regarding the selected countries.

Table 2. Scaling of general human values according to Schwarz’s model (designed in a synthesized
format by the author) seen by country/culture option. The data selected from the the invoked source.

Countries 1 2 3 4 5 6 7 8 9 10
Switzerland | 1,05 |0,78 {088 |104 |082 |16 |122 |122 |1,03 |0,88
Germany 1,09 (079 {091 |099 0,8 1,14 116 |116 |1 0,93
Spain 1,18 |0,77 {0,82 |091 |0,79 |11 1,2 1,23 |1,07 |1,03
Russia 1,22 |09 |[097 (083 |0,77 (1,05 |1,13 |1,13 |1,07 |1
Romania 1,12 095 |1 0,8 0,79 103 |11 1,1 1,02 | 1,06
Ukraine 1,22 |094 | 0,9 081 (078 |1,04 |1,18 |1,18 |1,07 |1,08
Poland 1,16 |0,86 | 093 |0,8 0,84 |106 |116 |114 |1,08 |11

Source: D. Daniel, Psychology of the Romanian People. The psychological profile of Romanian in a cognitive-behavioral
monograph [4, pp. 104-108].

Following the analysis of the table, we notice that the highest average of 1.22 found for the
values Security, Benevolence and Universalism, respectively the column with the lowest averages
belongs to the general value Stimulation. Countries with the highest averages for Security retain the
highest averages for another Power values. On the contrary, the Power value suffers distortion
between its invocation and perception if we refer to the Theory of Stereotypes, following in the table
the averages for Germany and Switzerland (0.79 and 0.78) versus Russia with an average of 1.22.
With closer look at the empirical approach, we recognize that the general idea of efficiency, the power
to succeed, is consistent with German culture. As an example, we have numerous examples of
advertising promoting German ethnocentrism, with a focus on ,,German quality”. Regrettably,
sometimes on this background xenocentrist attitude towards one’s own country/culture is
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stimulated. To what extent this attitude influences the decision-making behavioral pattern
remains to be seen. For the moment, the paradigm of developing leadership models that would
contribute to promoting a culture of efficiency is a solution in this sense. On the edge of the same
table, we find examples of cultural axioms if we refer to headings 7 and 8 (Universalism/Bene-
volence), expressed through a numerical parity in the case of Switzerland, Germany, Russia,
Romania, Ukraine.

So, returning to the ,,description” of Germany, we observe that at averages past 1.0, along
with those noted, there is also Self-determination, a value that, by resorting to the existential
experience of each of us, grounds the action or inaction in achieving the goal, when collateral
prepares the motivation to overcome unpredictable situations. We observe a cultural difference
in this case with Romania registering with the lowest score.

Inglehart and Welzel’s model, based on the World Values survey (2010-2014)

Inglehart and Welzel made the profile of a large number of countries/cultures, through the prism
of two axes as a complement to the data from the World Values Survey, a profile that explains 70%
of the variance of the differences between the countries/cultures analyzed. The first axis includes
traditional versus secular values. The traditional ones are: religion, marriage, obedience, national
pride; the secular ones refer to reason, humanism, tolerance. The second axis: survival values
(physical and economic security) versus self-expression values (equal opportunities, freedom,
autonomy) [4, p.110].

From the data we have, from the cited source, we make certain observations and conclusions
with reference to the profile of the countries that we have included in the reference list above.

So, on the axis of secular values (a mix of Orthodox countries and Catholic Europe) we have
Germany, Switzerland, Spain, Poland, Romania, Russia, Ukraine, Moldova, the first five of which
countries with high and medium incomes; the last three are included in the list of those with
medium to low incomes. On the dimension of the axis analyzed with traditional values, Islamic
countries (such as Turkey, Iraq, Indonesia, Morocco, Egypt, etc.) and Latin America are included,
foreshadowing the category of low-income countries and some of the high-income category forming
the block of English-speaking countries (Ireland, USA, Australia etc.). On the axis of survival values
versus self-expression values we witness the following panoramic development: High-income
countries have a high determination for self-expression values accepted as emancipatory values.
Noteworthy in this regard is the range of inclination towards the extreme with self-expression values
for Latin American countries.

From the above, we deduce that the countries with medium to low incomes sit on the
extreme of survival values, with a strong tendency to preserve traditional values. The model
tends to find a relational approach between three components: values, income, religious
traditions. Subsidiary, in order to print an extensive level of approach to the subject under discussion
we will selectively use other specific data (figures) in a graphic projection.
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Figurel. Agreement (red) versus disagreement (green) that people see themselves as autonomous

person
Source: D. David, Psychology of the Romanian people. The psychological profile of Romanians in a cognitive -
behavioral monograph [4, pp.113-150]

Figure 1 tests in our view the willingness to organize your own life according to your goals and
values [13]. And yet, specialists problematize this aspect, warning that autonomy does not mean ,,just
me”, a fulfillment of a ,,wish list”, but also a social empathy. The remark, comes in a sigh of
contradiction in the case of Germany, Poland, Spain, Romania, if we approach the data with those in
Figure 3. The countries with the highest percentage of ,,autonomy” simultaneously fix a high
percentage of ,,distrust” (the highest in the case of Romania). What are costs of mistrust remains

to be seen?
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Romania
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Poland

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Figure2. Agreement (red) versus disagreement (green)

with ,, If science and religion conflict, is religion right?”
Source: D. David, Psychology of the Romanian people. The psychological profile of Romanians in a cognitive -
behavioral monograph [4, pp.113-150]

The data in Figure 2 test the cultural difference related to religious affinities as well as the
predisposition to see in religion a ,,refuge” of fundamental knowledge. The most ,,affected” in this
sense is Romania, which assumes that religion is a concentric space that strongly influences values,
the way to create a reality, the meaning of actions both on the individual segment of personal
achievements and the collective one. Romania, in comparison to other countries, demonstrates the
greatest attachment to religion.
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Figure 3. Trust (red) versus distrust (green) in people we meet for the first time.
Source: D. David, Psychology of the Romanian people. The psychological profile of Romanians in a cognitive -
behavioral monograph [11, pp.113-150]

An important annotation, the phenomenon of trust in the vision of the author Daniel David
must be followed through the prism of the ,,proximity model” (interpersonal distances), and the
increase of trust, in his opinion, is possible through civic involvement. Arguably, a certain amount of
caution has always been welcomed as strategy for coexistence and cooperation. Its ,,overdose” could
create difficulties of collaboration and corroboration, of finding a line of confluence on even low-
impact topics. Otherwise, the ,,costs” of this mistrust coupled with religious affinities could lead
to the phenomenon of culture biases (cultural prejudices) will be high for all parties: favoritism,
protectionism, economic nationalism, economic discrimination, unequal distribution of
resources, asymmetric business environment, etc. [14]. In other words, the quality of economic
decisions would suffer [5, p.11-25]. The situation could be mediated by promoting a leadership
model with good cultural training, especially the reality in which we operate projects culturally
and ethnically diverse teams.

CONCLUSIONS

The research of scholars with reference allows the postulation of a truth: culture is the domain that
sets us apart, activating in each of us the experience of belonging to a cultural profile/identity. The lack
of cultural ,,convergence” is perhaps the most challenging experience for each of us, because it tests our
role as a good negotiator/mediator precisely when reasoning is obscured by the cultural ,,sensibilities” of
each participant in the communication, in the broadest sense of their understanding. Accepting the
statement that each of us is the promoter of a culture would be a start to generate respect for the
other. But how do we overcome this difference when we find no support for this rule?

The question risks creating imbalance if we remember what Claudia Craciun said about
the lack of archetypal models that inculcate in our consciousness a model of preparation to
make a decision and assume responsibilities.

The answer to the question takes the form of a solution that must be researched in the future.
The mechanism of cultural convenience can be found, in our opinion, in promoting the culture of
leadership. The leadership becomes, in this sense, a platform of profitability both on the dimension
of affective ,,resonance” and on the dimension of economic ,,resilience”.
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THE ROLE OF LEGALISM IN THE DEVELOPMENT OF CHINESE LAW

MARILENA-OANA NEDELEA®

Abstract. The legalism preached the Confucian approach to understanding and applying the law. It emphasizes the
primacy of laws. The political and legal concepts of legalism became the defining factors of the progressive development
of the law, its ideological foundations, its principles and institutions, as well as the enforcement mechanisms and the
traditional legal understanding of the Chinese people.

Key words: legalism, Chinese law
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INTRODUCTION

The ethical-political dogmas of Confucianism and the political-legal concepts of legalism
became the defining factors of the progressive development of the law, its ideological foundations,
its principles and institutions, as well as the enforcement mechanisms and the traditional legal
understanding of the Chinese.

Confucius put public morality above the law. The basis of human virtue, according to
Confucius, was the moral principle "li". At the heart of legal thought was the strict observance of the
legal law "fa". Over time, a compromise was reached between Confucianism and legalism which was
expressed in the formula: "Where “li” is missing, let “fa”” apply."

Over the centuries in China there has been a rivalry between two diametrically opposed legal
schools: Confucianism and legalism. Confucianism (6th century BC) was based on spiritual nobility,
humanism, ancient customs, seeking self-perfection and virtue. Adherents of this doctrine put public
morality above the law: in their opinion, the basis of human virtue is a moral principle - "li". The
jurists (3rd century BC) believed that any law (fa), even absolutely unjust, must be strictly observed,
it can neither be evaluated nor discussed, and the best way to ensure its implementation is to increase
the rigidity of the policy of the bureaucratic state in relation to its subjects.

During the Zhangguo period (5th-3rd centuries BC), the role of law is strengthened with a
complex set of punishments. The complete legalist doctrine on the government of the people and the
state is conceived by Shan Yang, the most brilliant representative of legalism, defending the absolute
power of the ruler, who, with the help of a correct law, determines the entire life of his subjects.

Legalists, for their part, preached the idea of the futility and impossibility of people's existence
outside of the strictest sanctions based on the obligation of preventive measures and collective
responsibility that provide "good governance™. They refused to acknowledge the existence of any link
between the punishment and the severity of the crime committed. In their opinion, even the slightest
violation of the emperor's orders was to be punished with cruelty. Preaching a kind of "equality"
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before the law and the inevitability of punishment for crimes committed, legalists sought to deprive
the nobles and officials of the various principalities of their hereditary privileges, in the name of
strengthening the central authority.

The aggravation of the confrontations between the two ideologies gave new impulses to the
formation of new traditions and institutions of law in Ancient China. We refer to the second half of
the century. 3rd BC when legalism, in its extreme form, becomes the official ideology of the first
Chinese Qin empire (221-207 BC), and the legalists come to power, trying to forcefully erase
Confucian dogmas from the people's consciousness by destroying his books. According to legend,
Emperor Qin Shihuandi in 213 BC ordered the burning of all Confucian books and sentenced 400
Confucian scholars to death.

The fusion of Confucianism and legalism contributed to the fact that "li" norms acquired a
binding character and a greater formalism was established.

1. THE LEGALISM

Legalism, along with monism and Daoism, represents one of the original philosophical schools
in ancient China, as we find it in the historical writings of Sim Tian (2nd-1st century BC). They were
based on the strict observance of the positive law (fa) and the severity of the punishments. They
pleaded for the supremacy of state power over the people (when the people are strong - the state is
weak). They totally disregarded the man. They used the principle of collective responsibility - which
led to the centralization of power. They advocated the widespread application of the death penalty.

From the jurists' point of view, any law (fa), however utterly unjust, was to be strictly observed,
not to be subject to review or question, and the best way to ensure its enforcement was to increase
cruelty the policy of the bureaucratic state in relations with its subjects.

The school of legalists or legalism is an ethical-political teaching in which the problems of man,
the state and society are addressed. As a philosophical school, legalism appeared in the c. VI BC and
was active until the 3rd century BC.

The doctrine of Legalism found its most complete embodiment in the activities of the ruler Ying
Zhen, who entered history under the name Qin Shi Huang, which meant "The First Divine Ruler"
who opened the Qin dynasty. In the year 221 BC assumed the title of emperor of all China, organized
persecutions against the followers of Confucianism, ordered to bury alive 300 of its preachers and to
burn Confucian books. Qin Shi Huang Ti carried out a series of reforms, strengthened his power,
began the construction of the Great Wall of China. The wall became a reliable form of defense for
the time, although it did not later save it from the invasion of Genghis Khan's troops.

Back in 359-348. B.C. Shang Yang carried out a series of reforms that strengthened the central
government: uniform written laws were introduced, measures of length and weight were simplified,
and land reform was carried out. Shang Yang's reforms were aimed at destroying the community,
establishing private ownership of land. All old landmarks were destroyed, land could be purchased
and cultivated in unlimited quantities.

After taking the place of head of state, Qin Shi Huang Ti expanded Shang Yang's reforms
throughout the country. The empire was divided into 36 regions, which in turn were divided into
regions, counties and communes (the smallest administrative unit). In each region, the emperor
appointed two rulers, representatives of the military and civil authorities. Former aristocratic titles
were abolished, wealth and service to the state became the criterion of nobility, the court in the Qin
empire was separated from the administration. A special judicial department was created, headed by
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the tingway, which monitored the application of criminal law and also considered cases of the most
serious crimes in the first instance, especially if they were officials abusing their official position.

In the second stage of the development of ancient Chinese law, beginning with the Zhangguo
period (V-111 century BC), at the end of the reign of the Chou dynasty, the role of law with its stable
complex of punishments is strengthened. During this period in ancient China the legal doctrine was
created. The school of jurists or "fajia" - advocates of the law of traditional legal thought, preached
the Confucian approach to the understanding and application of the law.

This school was founded and developed under the conditions of a permanent clash of ideas with
early Confucianism. Both schools promoted the idea of establishing a strong and easy-to-govern state,
but they took different positions regarding the philosophical reasoning and methods of establishing
such a state. Legalism emphasizes the primacy of laws, demonstrating that politics is incompatible
with morality, and Confucianism stands at the opposite pole, emphasizing the importance of moral
qualities in politics.

The school of jurists created the concept of the despotic state, based on the equality of all before
the law, except for the ruler, considered the sole creator of laws. In the view of the forensics, the
leader must know well the psychology of the people in order to lead them, and the main method of
influence must be based on rewards and punishments.

Among those who made the greatest contribution to the development of this doctrine were
mainly political people - ministers and reformers, acting in various kingdoms of ancient China until
the 7th-3rd century BC. The most outstanding representatives of Legalism were Guan Zhong Zi Chan,
Li Kui, Han Fei, Shen Bo - Hai, Li Si and of course Gunsun Yang (390 - 338 BC), the founder of
Legalism, better known as Shang Yang. The activities of each developed in the same direction -
towards strengthening the central authority, increasing the authority of the law, strengthening the
central authority, the power of the ruler and his ministers, the strength of the administrative
bureaucracy.

In a number of important points, the theory and practice of legalism were radically opposed to
those proposed by the Confucians. In general, the jurists representing this doctrine in politics and
ethics were realists. If the Confucians, at least at the beginning, considered politics to be a derivative
of morality, for the legalists, practice and the needs of concrete development were in the foreground.
The doctrine of the jurists was directed against the continuation of the system of clan relations. They
paved the way for development.

Unlike the Confucians, with their principles of morality and ordinary rights, the promotion of
humanity and a sense of duty, the worship of the ancestors, and the authority of the wise person, the
legalists based their doctrine on the unconditional primacy of the Law, whose power and authority
were to be realized through strict discipline and severe punishments.

At the beginning of the development of the school of legalism, its proponents set as their goal
the establishment of uniform laws for the whole of China, thus ensuring stability, the achievement of
legal order in society and, perhaps most importantly, the unification of the principalities. Legalists
were convinced that man is born with love and hate, that he is animated by the desire to obtain wealth.
As a result, the main means by which people could be controlled could be the law and the system of
punishments and incentives developed on its basis. The law must be clear, the punishments harsh,
and the rewards deserved.

Unlike Confucianism, which provided for the use of punishment according to the official
position of the offender and his place in the kinship system, legalists supported the universality and
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inevitability of responsibility for all, the law being binding on everyone. Thus, Han Fei, the most
respected theorist of legalism, said: "If you are going to run the state based on the law, then apply it
to everything. The law is not impartial to nobility, the straight line does not go around the broken line.
From the requirements of the law the wise cannot deviate, and the brave will not dare to challenge it
... When governing the state, laws, rewards and punishments play the same role as a strong crew and
a good horse on land, a light boat and oars comfortable on the water. Those who use them are
successful. (Semigin, 1999)

2. HAN FEIZI - THE MAIN REPRESENTATIVE OF THE LEGALISM

"To rule the state by law is to praise good and combat evil."
Han Feizi

Han Feizi (referred to by other sources as Han FeiTzu) is probably the most important jurist in
ancient China. Very little is known about his life. He lived, roughly, between 280-233 BC, when the
country was still just a group of small kingdoms that were at war with each other. It belonged to the
Han dynasty that ruled between the 5th and 3rd centuries BC. He carried out his studies within
Confucianism, under the patronage of the philosopher Xunzi, but later evolved into his own line of
thought.

He is the initiator and main representative of the philosophical school called "legalism" or fa-
chia, which is based on the interaction of three fundamental concepts: power (shih), the art of
government (shu) and law (fa). Legalism challenged the Confucian idea of leading by example;
rejected the idea of the innate goodness of human nature, understanding that, in fact, people's behavior
is characterized by the quest to avoid punishment and achieve personal gain. The only way to remedy
this was through strict laws punishing such undesirable behavior.

To ensure efficient administration and thus protect his authority, the ruler had to use various
administrative techniques and the art of government (deshu). He was not to try to make people "good",
but only to prevent them from doing evil, by instituting legal rules laid down by ministers.

Freedom did not really take place in such a system. The welfare of the state was placed above
the rights of individuals. It was an authoritarian state, organized according to the principles of war, in
which only peasants and warriors had a place, since military power was considered inseparable from
agricultural production. All other occupations, especially those of a scientific nature, were to be
suppressed.

Han Feizi's work was a synthesis of the legal theories of his time. Some of the 58 chapters of
his work Hanfeizi are the fruit of other thinkers of that period who dealt with subjects related to law.

ZhaoZheng, the first emperor of the Qin Dynasty, was a follower of his writings. In the year
234 BC Li Li, the emperor's first minister and Han Feizi's former schoolmate, feared his growing
influence and as a result imprisoned him on charges of duplicity. She later forced him to commit
suicide by ordering him to drink poison. Han Feizi complied. For this reason it is said that he died
because of an old friend who betrayed him out of envy. A perfect ending in tune with the turbulent
reality of China at the time.

Han Feizi's work was a synthesis of the legal theories of his time. Some of the 58 chapters of
his work Hanfeizi are the fruit of other thinkers of that period who dealt with subjects related to law.
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Thus, by proclaiming the principle "the law is binding for all", supporters of legalism tried to
deprive the nobles, officials of the various principalities, of their hereditary privileges, in the name of
strengthening the central authority.

It is worth noting that this principle was strengthened by the principle of collective
responsibility, which was first introduced by King Qin Xiao-Hun (361-338 BC), the initiator of this
transformation being Shan Yang. The principle of collective responsibility went beyond the circle of
people covered by family and kinship ties and extended to the unification of several communities
(courts) - the so-called "five courts and ten courts". There was a mutual guarantee.

A relevant example of law enforcement in those days can be cited: for state crimes, not only
the criminal was executed, but also three generations of his relatives, along the lines of his father,
mother and even his wife. Another suggestive example from the legal sphere of that time: for the
murder of the father, the murderer was tortured and killed, his younger brothers were beheaded, the
house was destroyed to the ground, his teacher was punished, the officials responsible for the area
where the crime took place were demoted, the neighbors who lived to the left and right of the
perpetrator had their ears cut off (because they should have heard about the crime and reported it),
the neighbors who lived in front of the murderer's house had their eyes gouged out (because they
should have seen everything and to prevent crime).

The release from collective punishment could only be a preventive denunciation. This must be
done very clearly, any inaccuracies in the wording of the denunciation implying punishment.
Anonymous denunciations were prohibited, its subjects being released. Under penalty of death,
denunciations against parents and other close relatives were prohibited, except for the killing of the
father, in which case even the mother could be denounced.

Slaves who denounced their masters were subject to strangulation, except on the latter's charges
of rebellion or treason. Thus, the total system of mutual tracking of subjects played a significant role
in the consolidation of centralized power and became an essential point of the subsequent practice of
public administration and legislation in China.

Preaching a kind of "equality" before the law, legalists supported the idea of the futility and
impossibility of human existence outside of the most severe punishments. They refused to recognize
the existence of any connection between the type of crime and the severity of the punishment.
According to the coroners, severe punishment was needed for even the slightest violation of the
emperor's orders.

Han-Fei-tzu emphasized that "... humanity, duty and charity are not sufficient in themselves for
the cause, and order in the state can be imposed by severe punishments”. He emphasized: "Hard
punishments indicate that the sovereign loves his people. If the punishment is light, then the sovereign
does not love his people. If the punishment is strict and firmly administered and is clear to the people,
then it is good for the sovereign. If the crime is significant and its punishment is insignificant, then
disorder occurs. The territory of such a state will decrease as a result. Punishment is the only
manifestation of love."

The representation of state legitimacy was somewhat different compared to earlier political and
legal doctrines. Legalists developed their doctrine of power management technique.

The representatives of the coroners were the carriers of the interests of the wealthy members of
the community, especially those who were not connected by blood relations with the aristocracy. This
was the only political doctrine which, to a greater or lesser degree, expressed the interests of the
merchant and slave-owning classes.
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Legalists, like Confucians, advocated strengthening the central authority of a wise and virtuous
sovereign and opposed the civil strife of the nobility and were against undermining the role of
morality. But unlike the Confucians who called for the preservation and restoration of the former
influence of the nobility and traditions, the legalists advocated a decisive reduction in the influence
of the tribal nobility and the absolute unconditional power of the written and sovereign law.

In the book "Shang jun shu", the author of which is Shang Yan, it is stated that in the field of
government it is necessary to concentrate all the power in the hands of the supreme ruler. In the
treatise it is said "the intelligent ruler takes power into his own hands, establishes the law, and with
the help of the laws brings order”. According to the supporters of this doctrine, success in politics is
achieved only by someone who knows the situation in the country and uses accurate calculations.
They placed great importance on drawing on the experience of previous rulers in terms of economics
and politics.

In their teachings, the legalists highlighted six "parasites™: Li, music, Shi zing, veneration of
the old order, fraternal duty, reluctance to fight. Thus, according to legal doctrine, if there are such
negative elements in the country, the ruler will not be able to force the people to cultivate the land
and fight. The state will inevitably become poor and dismembered.

In ancient China, the prestige of the bureaucracy was very high, it was called to take care of the
people and guide them to good. The social significance and prestige of the bureaucracy was
determined by the state apparatus. Compared to that of other ancient states in the east, this apparatus
was distinguished by its numerous and great powers, including a number of departments such as: the
financial department, the government tribunal, the military, the judiciary, the palace guard and many
others. The officials of the central apparatus were appointed by the sovereign, who was also the
supreme judge and was at the head of the military-bureaucratic apparatus.

When an official was asked to explain any law or order, the official had to give a clear answer
to the request. In the "Book of the Ruler of the Shan Region", it was mentioned that those officials
who dared to violate the text of the law or regulations or change the text by changing or adding
hieroglyphs were to be punished with death (without the right to be pardoned).

Shang Yang insisted that an authentic copy of the laws and regulations be kept in the Heaven
son's palace. The rights or duties of officials and officials had to be fixed, otherwise the way was
opened to disorder. Fixing them was the way to establish order in society. The ruler himself must
treat all officials equally. "When a ruler is fair to those who do not deviate from the observance of
the law and do not indulge in favoritism, the dignitaries cannot hide anything from the ruler and the
subjects cannot deceive him".

"If the law is binding on everyone, officials cannot commit crimes.” If, however, an official has
committed a misdemeanor and, in order to free himself from collective responsibility, someone will
inform the ruler, then this person, informed by a noble person or a person of low origin, completely
inherits the position, the degree of nobility, the field and salary of that official.

Thus, forensics have often considered the issue of rewards, incentives for appropriate behavior.
Reward and salary had to correspond to merit.

The legal doctrines of the coroners have proven to be very viable. Thanks to Shang Yang's
reforms and legal teachings, the provincial kingdom of Qin was able to quickly become more
powerful. Under the reigns of Qin Shi Huang, the kingdom of Qin grew stronger and, defeating all
rivals, was able to unite in 221 BC the entire state of China.
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In the first Qin Chinese empire, legalism becomes an official ideology. Coming to power, legalists
enforce their legal opinions through unsuccessful attempts to forcibly eradicate the dogmas of
Confucianism from the mass consciousness by persecuting its adherents and destroying Confucian
books.

Until the 2nd century BC the official state ideology in ancient China combined the positions of
Confucianism and Legalism.

Unwilling to display a flexible policy in state management and consider the interests of all
individuals without social support, the Qin empire, along with legalism, fell, giving way to the new
Han empire.

The Han Dynasty (3rd century BC - 3rd century AD) represents the last stage of the formation
of ancient Chinese law. With the Han dynasty, the process of synthesizing the ideas of legalism and
Confucianism on the basis of renouncing certain extremes begins. This is the stage of the formal
victory of Confucianism. As a result of the ideological and theoretical symbiosis of various concepts
of government and legal conception, a new doctrine emerged - Chinese Orthodox Confucianism. As
a result of the synthesis of the two opposing schools - Confucianism and legalism, a legal system
began to form in ancient China, which played a significant role in the further development of the state
and law. Ancient Chinese law had a significant impact on the history and existence of Chinese
civilization and a particularly strong influence on the legal thought of the Far East.

3. LEGALISM REPRESENTATIVES

Huan Yu was the first Chinese thinker to introduce the concept of governing the state with the
help of laws (646 BC). He asserted the universality of law, claiming that laws are the "Fathers" of the
people. Ruler and officials, superiors and inferiors, nobles and scoundrels—all must conduct
themselves according to the law. Huani Yu believed that this was the great art of government.

Legalism or, as it was called by the Chinese, the Fa-chia school was based on laws, therefore
its representatives were called "legalists".

The founder of Legalism is Shang Yang (390-338 BC) who is recognized not only as a thinker
but also as a reformer and statesman. Originating in an impoverished aristocratic Chinese nation of
the Wei kingdom, he was the first thinker in China to create the theory of the despotic state and
elaborated the main ideas of the legalist school about the governance of the state and society.

Shang Yang actively contributed to the creation and consolidation in the middle of the 4th
century BC. in the Qin kingdom of such a state system. 100 years later, the ruler Qin Shi Huangdi
managed to unite the country.

The founder of the ideology, Shang Yang began his work in a stormy era. In the 4th century
B.C. the Chinese states fought each other almost continuously. Of course, the weak became victims
of the strong. In 376 BC the territory was divided between the states of Han, Wei and Zhao. This
event had a huge impact on the Chinese rulers: everyone perceived this split as a warning. Already in
the age of Confucius, the son of heaven (supreme ruler) had no real power.

Shang Yang actively contributed to the creation and consolidation in the middle of the 4th
century BC in the Qin kingdom of such a state system. 100 years later, the ruler Qin Shi Huangdi
managed to unite the country.

The founder of the ideology, Shang Yang began his work in a stormy era. In the 4th century
B.C. the Chinese states fought each other almost continuously. Of course, the weak became victims
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of the strong. In 376 BC the territory was divided between the states of Han, Wei and Zhao. This
event had a huge impact on the Chinese rulers: everyone perceived this split as a warning. Already in
the age of Confucius, the son of heaven (supreme ruler) had no real power.

Han Fei (280-233 BC) was the thinker who completed the systematization of legalism as an
ethical-political teaching. He synthesized the main ideas of three forensic currents — the principle of
governing the state with the help of laws, provisions; the principle of power, authority and the
principle of the method of government, the art of power, administration - in a unique theory of
despotic power.

The greatest theorist of legalism who perfected this doctrine is Han Fei. He is credited with
having created an entire treatise "Han Fei Tzu". According to it, it is necessary to regulate the relations
between people, especially between the ruler and the society. The ruler's place, he believed, was
established by the heavenly deities. Han Fei also develops the idea of the immoral nature of man.
Man tends to his own success, and this fact, Han Fei believed, should be used in social relations. The
citizen sells his capabilities in order to receive something useful and profitable instead. In his view,
the past should not be repeated. New ways of governing must correspond to new historical relations.
Thus, not simply the order, but the laws of the ruler “create” men. Beginning with the 3rd century BC
the process of merging legalism with early Confucianism into a single teaching takes place.

However, according to researchers, the founder of legalism was Shang Yang. In addition, the
works of Shen Bu Hai and Shen Dao played an important role in the development of legality. Thus,
Shen Bu Hai created a technique for controlling the work and checking the abilities of government
officials.

In ancient China, the possibility of equal rights of states was not foreseen. Every ruler faced a
choice: dominate or submit. In the latter case, the subject's dynasty was destroyed, and the territory
of his country was incorporated into the state that won the war. As a result, the only way to avoid
extinction was to fight to dominate the neighbors. In such a war where everyone was fighting
everyone, respect for moral standards and traditional culture weakened.

A danger to the ruling power was the privileges and hereditary rights of the nobility. The key
task of the ruler, who was interested in a strong army, ready for battle, was the concentration of all
resources in his hands, the centralization of the country. For this, the reform of society was necessary.
The transformations had to target all spheres of life, from economy to culture. Thus we can understand
the objective of gaining dominance over the entire territory of China. These tasks were reflected in
ideas of legitimacy. Initially, they were not intended as temporary measures, the implementation of
which is due to extraordinary circumstances. Legalism emerged as a solution to provide the
foundation upon which a new society could be created.

The key words of the philosophy of legitimacy were expounded in the work of Shan-chiun-shu.
Authority is attributed to the founder of Shan Yang's ideology. He came from an aristocratic family,
a small city-state. He tried to make a career in the ancient Wei Dynasty, but could not.

In the year 361 BC the Qin ruler Xiao-gun ascended the throne and called on all able-bodied
inhabitants of China to join the project of reclaiming the territory that once belonged to the kingdom.
Shan Yang was admitted to work for the ruler. He created a strategy to consolidate the state through
large-scale reforms.

One of the courtiers objected to Shan Yang, saying it was not possible for a government to
neglect the traditions and customs of the people. Shan Yang retorted that an ordinary person adheres
to ancient customs, and a scientist studies them. An intelligent person creates the law, and the simple
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man obeys. The ruler appreciated Shan Yang's determination and intelligence and gave him complete
freedom of action.

Soon, the state passed new laws. This moment can be considered the beginning of the
realization of legitimacy theses in ancient China.

Legalism is primarily the strict observance of laws. According to this, all the inhabitants of the
state were divided into groups that included 5 and 10 families. All were "connected" through a system
of mutual responsibility. Whoever did not report on a criminal was severely punished, he was cut in
two. The informer was rewarded similarly to the warrior who beheaded an enemy. The one who hid
the criminal/offender was punished. If the family had more than 2 men, it paid a double tax. People
who asserted themselves in battle were given a bureaucratic title. People engaged in scandals or
quarrels were punished according to the gravity of the act. All the inhabitants, from the young to the
old, had to engage in farming, weaving and other gainful activities.

A few years later, the reforms were complemented by new initiatives and transformations. Thus
began the second stage of the development of legality. This manifested itself primarily in the process
of destroying the patriarchal family. Thus, adult sons were forbidden to live in the same house as the
father. In addition, the administrative system was unified, units and measurement systems were
standardized. The general trend of the measures taken was the centralization of government, the
consolidation of power over the people, the consolidation of resources and their concentration in one
hand, that of the ruler.

CONCLUSIONS

The whole concept proposed by Shang Yan reflects his hostile opinion towards people, an
extremely low assessment of their qualities. Legalism propagates the idea that only through the use of
harsh laws and drastic and violent measures can the population be taught to obey and maintain order.
The private property interests that the new aristocracy sought to satisfy came into conflict with the
archaic foundations of community life. Consequently, the ideologues of legalism did not appeal to the
authority of traditions, but to changing social conditions. Being at odds with Confucianists and Taoists,
who demanded the restoration of the old order, legalists emphasized the idea of the impossibility of
returning to the old order. They said that benefits can be obtained without imitating antiquity.

The ideas of the jurists reflected only the simple opposition of contemporary conditions to the
past. Adherents of this system intended to carry out large-scale political and economic reforms. In
the sphere of government, they intended to concentrate all power in the hands of the ruler, depriving
the governors of their powers and turning them into mere officials.

They believed that an intelligent king would be concerned with establishing laws, and with their
help, order would be brought to the state. Also, the exclusion of the hereditary transfer of positions
was foreseen. In the administrative positions it was recommended to be appointed those who proved
loyalty to the leader of the army. Business qualities were not considered. Only one thing was required
from the candidates - obedience to the leader.

According to the legal experts, it was necessary to restrict the autonomy of the community and
to subordinate the family clans to the local administration. They did not deny community self-
government, but promoted a set of reforms aimed at establishing a direct check on state power over
citizens. Among the main processes envisaged were: the planning of the administrative division of
the country, the formation of a local bureaucratic service, etc.
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The laws, according to legal experts, should be the same for the entire state. The law was
considered to have a repressive orientation, considering the criminal punishment and the
administrative orders of the ruler. As for the interaction between the power and the people, Shan Yang
regarded it as a confrontation between the parties. From his perspective, in an ideal state, the ruler
achieves his powers through force. He is not bound by laws. Consequently, civil rights, guarantees of
expression have no place.

The law acted as a means of preventive and frightening terror. Even for the most insignificant
crime, according to Shang Yan there needed to be the death penalty. The punitive policy had to be
complemented by measures to defeat dissent.

The official recognition of the doctrine, as mentioned above, allowed the state to consolidate
and begin the conquest of territories. At the same time, the spread of legalism in ancient China had
extremely negative consequences. The realization of the reforms was accompanied by an increased
exploitation of the people, despotism, the cultivation of fear among the population, raising the level
of people's suspicion.

Taking into account the discontent of the population, the followers of Shang Yan abandoned
the boldest positions of this doctrine and began to fill it with a moral content, bringing it closer to
Taoism or Confucianism. The views reflected in this concept were shared and developed by important
representatives of the school: Shen Bu-hai, Zing Chan and others.

Han Fei supported the application of existing laws in the field of public administration.
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THE ROLE OF UNIVERSITY IMAGE AND ITS IMPACT TO
COMPETITIVE ADVANTAGE
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Abstract: A great competition among universities existing today is to attract and recruit new, the best and brightest
students. This reality must be observed and analysed from various points of view to maximize competitive advantage.
Universities must be able to face the challenges of globalization and are required to improve facilities and image of the
high educational institutions. People are more selective and a good image or reputation will get better results and a
better attractiveness of a university. Because of increasing interest for educational marketing field, this study aims to
identify the role of university image in the process of choosing the institution by candidate students.
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INTRODUCTION

Higher education is an important component for the progress of every society. In today’s
sensitive business milieu, an organization’s ultimate chance of survival is to develop a positive image
and a favorable reputation in its environment. With the growing competition and the absence of
differences in quality, design, price, and benefits, the factor having the greatest influence on the
consumer’s decision making process is the positive image and reputation of the university and it’s
brand. [2] In short, it is the result of the past actions of the university. It is formed through accumulated
judgments over time of different stakeholders who interact with the institution. Therefore, an
university can have multiple ways that shows it’s reputation: such as qualiy competences of
professors, top-level facilities, price, quality of service, strategic locations, innovative products and
services etc. [8]

Universities in our country face a strong competitive environment, created by the the single
european space of higher education with a considerable increase of academic mobility and great
opportunities for young people to study in a european university. The facts indicated above require
developing the capacities to be competitive in the conditions of the educational environment in order
to attract more students. Image and perceived reputation becomes important factors in order to
increase attractiveness and strengthen competitiveness on the educational market. [3]
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THE IMPORTANCE FOR THE INSTITUTIONS TO HAVE A WELL-RANKED
WEBSITE

The worldwide web is one of the main sources of information and the main showcase for
everyone who wants to be recognized on in the “’real world”. At the academic level, universities have
a very important role to communicate scientific and cultural achievements. Web publication by
scholars is not only a tool for scholarly communication but it is also a way to reach larger audiences
and a reflection of the performance of the institutions.

An indicator of web presence and visibility is Webometrics Ranking, that measure global
performance of a university. These indicators take into account the teaching commitment, the research
results, the perceived international prestige, the links with the community, including industrial and
economic sectors, of the university. [1]

Also, Webometrics Ranking is measuring the volume, visibility and impact of the web pages
published by universities, with special emphasis in the scientific output (referred papers, conference
contributions, monographs, thesis, reports) but also taking into account other materials (courseware,
seminars or workshops documentation, digital libraries, databases, multimedia, personal pages) and
the general information on the institution, their departments, research groups or supporting services
and people working or attending courses.

According to last edition of Webometric, bellow are represented top 10 universities from
Republic of Moldova in Webometrics Rank:

Table 1. Top 10 universities from the Republic of Moldova, according to Webometrics, July 2022

Ranking University World | Impact | Openness | Excellenc
Rank | Rank* Rank* e Rank*
1. Nicolae Testemitanu State University | 3875 8593 2386 4078
of Medicine and Pharmacy
2. Technical University of Moldova 3927 6742 2616 4558
3. State University of Moldova 4026 3587 2785 5413
4. Academy of Economic Studies from 7961 8834 8834 7217
Moldova
5. Balti State University Alecu Russo 8457 10600 4463 7217
6. Free International University of 9205 9634 6242 7217
Moldova
7. Moldova Cooperative Trade 11891 9398 7619 7217
University
8. Chisinau State Pedagogical 13547 | 11520 7619 7217
University lon Creanga
9. Cahul State University Bogdan 15426 | 13873 7619 7217
Petriceicu Hasdeu
10. | Academy of Music Theatre and Fine | 16327 | 14934 7619 7217
Arts

Source: https://www.webometrics.info/

It’s important for institutions to have a well-ranked website, other words a competitive website,
because websites are the most important form of their online appearance, as a reflection of the style,
the activity and the reputation of the particular institution and can be a an indicator of university
competitiveness.
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In this era of globalization, which considerably affects higher education, institutions are highly
concerned with their position in ranking lists prepared by various national and international agencies.
Every year, lists of top-ranked higher education institutions are published by different private
agencies according to their own surveys. The purpose is often to enhance the reputation of the
university and to have a positive influence on university ranking. In case the web performance of
an institution is below the expected position according to their academic excellence, university
authorities should reconsider their web policy, promoting substantial increases of the volume
and quality of their electronic publications.

INTERNET- an instrument of growing competitiveness

The emergence and development of the internet has led to a major change in the nature of
education. The use of the internet forced university managers to innovate, rethink and redesign the
academic programs in order to adapt to the Z generation expectations. The members of this generation
are tech-savvy, active on social networks and demand fast, even instant access to authentic
information through new delivery modes and integrated online platforms. The Internet offers the
possibilities of instant feedback, allowing marketers to continuously optimize and improve their
marketing activities.

The Internet enables direct, interactive and real-time communication between universities and
their customers and encourages much greater consumer involvement in the creation and sharing of
marketing messages. With the strong penetration of social media into people's lives, consumers have
become better informed, more educated, in control of the media selection, information tools and
platforms they use to obtain messages or information of a commercial nature. Under these
circumstances, it becomes natural for organizations to want to use social media to complement
traditional ways of communicating with customers. Whether they choose social media exclusively
for communication or use it as a complement to traditional communication platforms, marketers can
take advantage of the high diffusion potential, low cost of messaging or the ability to target a wide
variety of consumer profiles.

According to hubspot.com, we can see some essential statistics that can serve as useful
information for SMM about Social Media Marketing (2022):

» Facebook has 1.96 billion daily active users
98.5% of Facebook users access the platform on mobile devices
Facebook was ranked #1 in social media investment
Facebook ads are used by 70% of marketers,

98% of marketers say Instagram is the most influential platform for influencer marketing,
which is 44% higher than Facebook.
The best times to post on Instagram are Wednesday at 11 AM, and Friday between 10-11
AM. Sunday is the worst day for engagement.
» T70% of TikTok users agree they feel a deeper connection to people they interact with on
TikTok compared to other social networks.

» TikTok was the most downloaded app of 2021.

One of the elements that characterizes social networks is the function of creating reputation,
image. This function is related to trust, and in online environments this is measured quantitatively,
by the number of fans, the number of likes, the number of views, reorders etc. Analysed from the
point of view of social networks presence and number of followers, according to Webometrics, the
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last Ranking Web of Universities (June 2022), is represented represented the current situation for Top
10 Universities (state and private) from the Republic of Moldova:
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Figure 1. Number of followers on Facebook pages of universities (July, 2022)
Source: https://www.facebook.com
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Figure 2. Number of followers on Instagram pages of universities (July, 2022)
Source: https://www.instagram.com

Owing to the competitive nature of higher education, it becomes an important task for any
educational institution to attract the students. A website is an important tool for this purpose, as it
helps to attract students and other stakeholders of higher education by disseminating the institution’s
portfolio on its portal. The presentation site is the most important online communication tool, because
it is responsible for creating and improving the image of the institution. [6] In this context, below is
represented the websites situation of the top 10 universities of Moldova:
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Figure 3. Total visits on universities websites (July, 2022)
Source: https://www.similarweb.com
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Figure 4. Average visit duration on universities sites (July, 2022)
Source: https://www.similarweb.com
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Figure 6. Number of pages per visit
Source: https://www.similarweb.com
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Figure 7. Universities web pages on general country rank
Source: https://www.similarweb.com
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THE ROLE OF UNIVERSITY IMAGE IN THE PROCESS OF CHOOSING THE
INSTITUTION BY CANDIDATE STUDENTS

The institutional image has a positive influence on the perceived value of the educational offer.
For universities it’s important to know how to combine the various facets of the perceived value in
order to provide the value expected by their stakeholders, primarily by students. The image perceived
by the target audience, if it corresponds to the representations about the educational institution,
determines the demand for the educational offer of one. Also, the absence of a coherent promotion
policy or the lack of communication makes the potential beneficiaries consider the educational offer
as uninteresting just because of the lack of information. [5]

In 2021 in the Academy of Economic Studies of Moldova, 704 students participated in a survey
where presented their opinion about the decision of choosig the university:

B Quality of studies

B University profile

M Image
Recomandations

B Opportunities after graduation

H Convinced by admission committee
members

B Amability of the personal

B Random choice

B Other

Figure 8. Reasons why students choose a university
Source: Created by the author

Because university image means also quality of studies, amability of personal,
recommendations etc., the results of the survey shows that image has a significant impact on
competitive advantage and the role in the process of choosing the institution by candidate students
it’s substantial.

Much research in corporate image has agreed that it is a collection or set of “images” in the
receiver and controlled by the organization. Any individual can have many positive, negative and
indifferent images of the organization, the organization’s product, the organization’s reputation and
so on. One institution that absolutely depends on its image in order to prosper and even survive is the
university. Thus the image influences the increases in sales and strengthening of brand loyalty.
Therefore, brand image is being highly considered in the context of companies and in the non-profit
field. If we look at the corporate image through the lens competitiveness, it is shaped and
communicated to gain a competitive advantage. Starting with the corporate identity, which, through
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marketing communication, creates and shapes the image of the university, this image leading to a
competitive advantage.

Thus, goals of the university are to create a desirable image among the students/ potential
students and to build and maintain a solid reputation. In this context, one of the main conclusions
regarding image is that it is an asset that is difficult to imitate and provides a solid basis for
competitive positioning in the market. [4]

CONCLUSION

The fierce competition on the global higher education market, forced universities to innovate,
to look for new ways to build their offer. Relationship marketing and the knowledge regarding the
stakeholders, primarily the students’ perception of their offerings, can provide universities with a
competitive advantage. As such, university managers need to carry out satisfaction surveys, inquiries
regarding the universities image or the perceived value of the academic programs and services
offered, need to plan and organize offline and online integrated marketing communication campaigns.
Image, as a competitive advantage is a real step in the selection and implementation of a common
strategy to achieve and maintain superiority and students.
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ECO-INNOVATION - A DRIVER TO SUSTAINABLE BUSINESSES

TATIANA PADURARU 8

Abstract: The urgency for sustainable changes in business performance both in product development or in different
processes of the organizational areas emphasize the importance of eco-innovation in business strategy. Eco-innovation
becomes a key component of the ongoing process of improving sustainability and for improving the environmental
performance of the companies toward a more sustainable business model. Thus, a better understanding of barriers and
drivers at the business level could build a better picture of the necessary framework for eco-innovation to be developed
in Europe. The paper analyzes the challenges, barriers and drivers for adoption of eco-innovation in the European
companies, as well as green markets and resource efficiency, based on two relevant studies carried out in Europe. In this
context, the paper underline that European companies need a better support both at national and European level in order
to incorporate sustainability into their core decision making and to integrating it throughout all business dimensions,
enabling the creation of novel solutions to satisfy market needs.

Key words: eco-innovation, sustainable development, sustainable businesses, barriers, drivers, business model.

JEL CLASSIFICATION: O31; O32; O38; O44.

INTRODUCTION

In recent decades, many governments and companies around the world have shown interest in
becoming more sustainable in order to support sustainable development goals, while keeping industry
and the economy competitive. For example, Aghion emphasise that there will be no green growth
without innovation [Aghion et al., 2009]. Thus, both companies and governments have started to
promote eco-innovation through various initiatives and concrete ways. Until now, the promotion of
eco-innovation has focused mainly on the development of environmental technologies, but today
there is a growing understanding of the non-technological aspects of innovation, which reflects the
fact that the focus of innovation on sustainable development demands broad structural changes in
society [Nicolai & Pillot, 2017].

With environmental degradation and global resource scarcity presenting growing challenges for
business along with related regulatory and market pressures, companies need to think strategically about
their business sustainability. Thus, eco-innovation can help them to turn these challenges into new market
opportunities. Eco-innovation can provide entrepreneurial opportunities in different fields, such as
renewable energy technologies, pollution prevention schemes, waste management equipment, green
financial products or ecological agriculture [Arundel & Kemp, 2009] and also can support companies
facing fierce competition by providing competitive advantages [Chassagnon & Haned, 2015].
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Academy of Economic Studies of Moldova, 61, Banulescu Bodoni Street, 2005, Chisinau, Republic of Moldova,
web page: www.ase.md

85


mailto:tatiana.panaghiu@gmail.com
http://www.ase.md/

Proceedings of the virtual international scientific conference “DEVELOPMENT THROUGH RESEARCH AND INNOVATION - 20227,
I1lrd Edition, online conference for researchers, PhD Students and Post-Doctoral Researchers August 26, 2022, Chisinau, Republic of Moldova.
ISBN 978-9975-3590-5-4 (PDF). DOI: 10.5281/zenodo.7533819

Research shows that eco-innovative companies of all sizes are growing, on average, at a rate of
15 per cent a year, at a time when their respective markets have remained flat. Small and medium-
sized enterprises (SMESs) are particularly responsive to eco-innovation due to their adaptability and
flexibility, and as contributors of as much as 70 per cent of GDP and two-thirds of formal employment
in developing and emerging economies, they are potentially a key driver of a resource efficient
economy [UNEP, 2014].

This paper presents an overview regarding eco-innovation concept, as well as the role of eco-
innovation in companies for the development of sustainable businesses. Also, the paper analyzes the
challenges, barriers and drivers for adoption of eco-innovation in the European companies, as well as
green markets and resource efficiency, based on two relevant studies carried out in Europe.

WHAT IS ECO-INNOVATION AND WHY IT IS IMPORTANT?

As eco-innovation is a relatively recent concept, mentioned for the first time by Fussler and
James (1996), over time it has been developed in the specialized literature by many other authors.
The first definition of eco-innovation appeared in the book “Driving Eco-Innovation” by Fussler and
James and the concept was defined as “new products and processes that provide customer and
business value while significantly decreasing environmental impacts” [Arundel & Kemp, 2009].

Over the time the definition of eco-innovation has been expanded to take into account various
concerns of an innovation supporting sustainable development. A broader definition of the concept
of eco-innovation is provided by the European Observatory on Eco-innovation (2010): "Eco-
innovation is the introduction of any new or significantly improved product (good or service),
process, organisational change or marketing solution that reduces the use of natural resources
(including materials, energy, water and land) and decreases the release of harmful substances across
the whole life-cycle” [Methodological report, 2010].

According to UNEP (2014), Eco-innovation is ,, the development and application of a business
model, shaped by a new business strategy, which incorporates sustainability throughout all business
operations based on life cycle thinking and in cooperation with partners across the value chain. It
entails a coordinated set of modifications or novel solutions to products (goods / services), processes,
market approach and organizational structure4 which leads to a company’s enhanced performance
and competitiveness” [UNEP, 2014]. This approach allows companies to identify the solutions that
can be implemented in order to face the major challenges, to be able to anticipate and avoid them in
the future.

In the national context, eco-innovation has an implication at all levels offering multiple benefits,
as we can notice in the Figure 1 ,,Why to eco-innovate”, both for the economy, environment, society
and politics.
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Figure 1. Why Eco-innovation
Source: EIO and CfSD (2013) Eco-innovate! A guide to eco-innovation for SMEs and business coaches. Eco-
Innovation Observatory. Funded by the European Commission, DG Environment, Brussels

In the actual context of climate change, resource scarcity, environmental degradation, worker
welfare, certain factors of change are born in the way companies operate. Instead of viewing the
environment as just a source of raw materials, companies are starting to internalise environmental
sustainability in how they meet customer needs. Businesses needs to change the rules of the game by
changing how they create, deliver eco-innovative product and capture value.

Eco-innovation has been wildly accepted as a method for improving the environmental performance
of enterprises and for supporting them to improve their products, as well as to advance to more sustainable
business models, and as a driver of business success and competitive advantage at the firm level.

Smart, sustainable and inclusive growth is the focus of the Europe 2020 Strategy [European
Semester]. As recalled by the Flagship initiatives For a Resource Efficient Europe and Innovation
Union, eco-innovation is vital for delivering the Strategy’s objectives. Therefore, in December 2011,
The European Commission adopted the Eco-innovation Action Plan (EcoAP) with the aim of
accelerating market uptake of eco-innovation by addressing its barriers and drivers. The ECOAP is
therefore an important element of the European policy framework for sustainable consumption and
production [Eco-Innovation].

Each company has its own motivations and reasons for eco-innovating. These motives have
been captured by UNEP, analyzed and organized as the five drivers for eco-innovation, which offers
an added value to the companies [UNEP 2014]:

1. Access new and emerging markets
Increase proftability along the value chain
Stay ahead of standards and regulation
Attract investment
. Increase productivity and technical capacity

Eco-innovation refers to the implementation of the strategies to decouple economic growth from
environmental degradation and achieve greater resource efficiency. It aims at doing more and better with
less across the entire life cycle of products. At its core, eco-innovation is about reducing resource intensity
of products and services and creating new business models that are both competitive, respect the
environment and generates value along the entire value chain [Szilagyi et al., 2018].

SIESEARN
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RESOURCE EFFICIENCY, GREEN MARKETS AND CHALLENGES FOR
ADOPTION ECO-INNOVATION IN THE EUROPEAN COMPANIES

Over time, various studies have been carried out, at the European level, regarding the efficiency
of resources, green markets or the adoption of eco-innovation within companies, in the context of
supporting a sustainable growth and development. Thus, the most important studies that evaluate the
current levels of actions in terms of resource efficiency and the green market, within companies, are
the Flash Eurobarometer surveys: FL342 in 2012, FL381 in 2013, FL426 in 2015, FL456 in 2017 and
FL498 in 2021. Regarding the evaluation of eco-innovation activities within companies, there is only
one survey carried out in 2011, namely Flash Eurobarometer 315 "Attitudes of European
entrepreneurs towards eco-innovation”, which offers a perspective on the implementation of eco-
innovation, as well as the the challenges faced by entrepreneurs.

In continuation, for a better understanding of the current context in Europe regarding the
existing conditions within companies in order to promote the efficient use of resources and the
implementation of eco-innovation for a sustainable development, the author analyzes and presents
the results of 2 relevant studies in this regard, namely: Flash Eurobarometer 498 “SMEs, green
markets and resource efficiency” (2021) and Flash Eurobarometer 315 “Attitudes of European
entrepreneurs towards eco-innovation” (2011).

CHALLENGES, BARRIERS AND DRIVERS FOR ADOPTION OF ECO-INNOVATION IN THE
EUROPEAN COMPANIES

One of the most important studies regarding eco-innovation at the firm level is The Flash
Eurobarometer 315 “Attitudes of European entrepreneurs towards eco-innovation” [Gallup, 2011]
that identifies the main concerns, barriers and drivers perceived by EU entrepreneurs regarding eco-
innovation. A total of 5,222 SME’s managers from 27 EU Member States were interviewed by
telephone between 24 January and 1 February 2011. The survey covered SMEs from various sectors
(agriculture, forestry and fishing; manufacturing, constructions, water supply and waste water, waste
management and food) and focused on four main aspects: how cost and availability of materials
affects the businesses; the status of eco-innovation activities and investments in the companies; the
barriers to an accelerated uptake of eco-innovation and the drivers for an accelerated uptake of eco-
innovation.

The main findings of the survey referring to the European companies revealed that [Gallup, 2011]:

e Almost a quarter (24%) of managers said that 50% or more of their company’s “total costs”
(gross production value) consisted of “material costs”.

e Three-quarters of businesses had experienced an increase in material costs in the past five
years; In Germany, Poland, Malta and the UK, more than 80% of respondents answered that material
costs for their company had increased moderately or dramatically in the past five years (between 85%
and 88%).

e in order to reduce material costs, 56% of companies had purchased more efficient
technologies in the past five years, while 53% had developed more efficient technologies in-house
during that time frame.

e Just over a third of companies (35%) reported that less than 10% of their innovation
investments in the past five years were related to eco-innovation — i.e. implementing new or
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substantially improved solutions resulting in more efficient use of materials, energy and water. A
quarter estimated that this share was between 10% and 29%.

e In only six countries, over a fifth of respondents estimated that 30% of their innovation
investments were related to eco-innovation: Sweden (21%), Greece (22%), Austria (23%), Cyprus
and Luxembourg (both 24%) and Poland (30%).

e Roughly 3 in 10 (29%) companies in the EU had introduced a new or significantly
improved eco-innovative production process or method in the past two years, while roughly a quarter
(24%) had introduced a new or significantly improved eco-innovative organisational method. A
similar proportion (25%) had introduced a new or significantly improved eco-innovative product or
service on the market.

e |t was expected that those medium-sized companies with an annual turnover between 10
and 50 million euros and those that have grown in terms of turnover in the last two years have
introduced these types of eco-innovation.

Interviewees were presented 14 potential barriers and drivers to an accelerated development
and uptake of eco-innovation. In the table below, the author has made a top of 8 potential barriers and
drivers to an accelerated development and uptake of eco-innovation, based on the survey’s results.
As we can see the main barriers in the European companies regarding implementation of eco-
innovation is related to the lack of funds, the uncertain market demand or uncertain return of
investment. As far as that goes the main drivers of developing eco-innovation are related to current
high energy and materials prices or expected increases in energy prices.

Table 1. Top 8 potential barriers and drivers to an accelerated development and uptake of eco-

innovation
BARRIERS | DRIVERS
to an accelerated uptake of eco-innovation
Uncertain demand from the market Expected future increases in energy prices
Uncertain return on investment or too long a payback | Current high energy prices (as an incentive to
period for eco-innovation innovative, to use less energy and decrease the cost)
Lack of funds within the enterprise Current high material prices (as an incentive to

innovate to use less material and decrease the cost)
Insufficient access to existing subsidies and fiscal | Good business partners

incentives
Existing regulations and structures not providing | Secure or increase existing market share
incentives to eco-innovate

Lack of external financing Access to existing subsidies and fiscal incentives
Technical and technological lock-ins (e.g. old | Technological and management capabilities within
technical infrastructures) the enterprise

Source: Made by author based on the source [Gallup, 2011].

Other interesting finding regarding the barriers to an accelerated uptake of eco-innovation is
that “A lack of qualified personnel and technological capabilities within their enterprise” was
considered a very serious barrier just by 23% of respondents, while 28% said this was a somewhat
serious barrier. A smaller number of respondents thought that limited access to external information
and knowledge was a barrier to introducing eco-innovations in their company (16% “very serious”
and 27% “‘somewhat serious” responses).

Regarding the drivers to an accelerated uptake of eco-innovation, an important finding to
underline is that the respondents in companies that had introduced at least one eco-innovation in the
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past two years were not only more likely to describe various eco-innovation barriers as being “very
serious” or “somewhat serious” ones, they were also more likely to think that each of the potential
eco-innovation drivers listed in the survey were “very important”. For example, 44% of managers in
eco-innovative companies said that the “increasing market demand for green products” was a very
important driver for a faster uptake of eco-innovation in their company; the corresponding proportion
in companies that had not introduced any eco-innovations in the past two years was 29%.

SMES, GREEN MARKETS AND RESOURCE EFFICIENCY WITHIN EUROPEAN COMPANIES

In the context of the European SME Strategy, the Directorate-General for Internal Market,
Industry, Entrepreneurship and SMEs commissioned a Flash Eurobarometer survey to evaluate the
current levels of resource efficiency actions and the state of the green market among Europe’s SMEs,
as well as in neighboring countries and in the US. This survey was carried in 27 Member States of
the European Union, Albania, North Macedonia, Montenegro, Serbia, Turkey, Iceland, Moldova,
Norway and the US in 2021, more than 17 500 SMEs and large companies were interviewed via
telephone in these countries. The most important topics of the survey were: Actions that SMEs are
currently undertaking to be more resource efficient; SMEs’ level of investment in resource efficiency;
Measures in place to reduce carbon footprint and become climate neutral or negative; Barriers to
going green and resource efficient; Type of support for going green and resource efficient; Tools and
forms of assistance that would help most to go green and resource efficient; Green markets for SMEs
and Type of support for producing green products or services; SMEs with employees in green jobs.

The main findings of the survey reveal that [Flash Eurobarometer 498, 2021]:

e Most SMEs surveyed are taking measures to be more resource efficient: 89% of SMEs are
taking at least one of the actions listed in the survey, compared to 9% that are not taking any action

e The most common resource efficiency actions undertaken by SMEs are minimising waste
(64%), saving energy (61%), saving materials (57%), recycling by reusing material or waste within
the company (47%) and saving water (46%).

e More than three-quarters (77%) of SMEs plan to implement (further) measures to improve
resource efficiency in their company. The most common resource efficiency actions that are planned
for the next two years are saving energy (53%), minimising waste (50%) and saving materials (48%).

e Actual investment in resource efficiency remains low — 35% of SMEs surveyed invested 1%
or more of their turnover in this area in the past two years.

e A vast majority of SMEs (72%) do not (yet) have a concrete strategy in place to reduce their
carbon footprint and become climate neutral or negative.

e The most common difficulty SMEs encountered when setting up resource efficiency actions is
the complexity of administrative or legal procedures (34%), followed by the cost of environmental actions
(24%). Other barriers refers to a lack of supply of the required materials, parts, products or services.

e Among SMEs that take resource efficiency actions, 64% rely on their own financial
resources and 54% on their own technical expertise in their efforts to be more resource efficient.
About a quarter of SMEs (24%) rely on external support.

e More than one third of SMEs (36%) think that grants or subsidies would help their company
the most to be more resource efficient.

e About one in three (32%) SMEs in the EU offer green products or services, with a further
11% planning to do so in the next two years.
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e At least one full-time employee working in a green job some or all the time: 33% say there are
between one and five ‘green’ employees in their SME and 5% that their number is higher than five.

SMES, GREEN MARKETS AND RESOURCE EFFICIENCY IN MOLDOVA

The Flash Eurobarometer survey 498 reveals also some useful data besides Moldova [SMEs
and green markets, 2021], with the mention that the results should be interpreted with caution due to
the smaller number of interviews that having been conducted (107). Regarding the most common
resource efficiency actions undertaken by SMEs from Moldova, the trends are a little bit different
from the EU average: minimising waste (58%), saving energy (54%), saving water (52%), saving
materials (47%). Using predominantly renewable energy (e.g. including own production through
solar panels, etc.) is the least action undertaken by SMEs from Moldova in proportion of just 7%.
Furthermore, 39% from the Moldovan companies have invested less than 1% of annual turnover in
order to be more resource efficient and about 37% companies have invested between 1 and 10% of
their annual turnover, that represents a higher average than EU countries (35%).

The study also reveals that just 14% from Moldovan SMEs have a concrete strategy to reduce
their carbon footprint and become climate neutral or negative, in comparison with EU companies that
represents an average of 24%. Regarding the type of support for going green and resource efficient,
the most important for the SMEs from Moldova are: Grants or subsidies (48%) and Consultancy on
how to improve resource efficiency in your company (32%). Also, we can notice in the existing
survey that about 38% from the companies offer green products or services, a figure higher than the
EU27 average that represents just 32%. At the same time, 35 of the SMEs says that they do not offer
green products or services and are not planning to do that. Finally, regarding the situation in Moldova,
the study reveals that companies need assistance in identifying potential markets or customers (48%)
in order to launch their range of green products or services and also financial incentives for developing
products, services or new production processes (46%), as we can see in Figure 2.

What type of support would help you the

most to launch your range of green products
or services? (Maximum 2 answers) (%)

developing products, services or

Financial incentives for @ - 31
new production processes MD §01 46

Technical support and
consultancy for the development @ - 19
of products, services and MD Q >3
production processes :

Assistance with identifying @ - 18
potential markets or customers MD :3 48

Consultancy services for @ . 14

marketing or distribution MD :

38

Base: SMEs that do not offer green products or services

Figure 2. Type of support that would help SMEs

to launch their range of green products or services
Source: Flash Eurobarometer 498 ,,SMEs, green markets and resource efficiency” 2021, Moldova factsheet
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The figures presented in this analysis must be interpreted with caution, because they do not
represent the national context, due to the small number of companies interviewed in this study, in
Moldova. However, data helps to have a general overview of the actual context within enterprises
regarding the efficient use of resources as a premise in the development of eco-innovation and
sustainable businesses.

CONCLUSION

Our planet needs actors that take transformative action towards new ways of production, new
ways of consumption that are mindful of planetary boundaries and ultimately reduce the need for
natural resources. Thus, eco-innovation represents an opportunity for businesses that aims at
stimulating human creativity at its best. Eco-innovation is one of the key enabling instruments
identified by the EU for the transition to a more resource efficient economy. It is embedded in the
Europe 2030 strategy for a more sustainable growth and the European Commission has developed
over the years a policy framework and dedicated funding to encourage uptake of eco-innovative
solutions by the market, for example by creating Eco-innovation Action Plan (ECOAP) with the aim
of accelerating market uptake of eco-innovation in the European countries.

The analyzed studies in this paper reveal that Europe have a great potential in the development
of eco-innovation and there are optimistic changes within companies regarding resource efficiency.
Three-quarters of businesses from Europe had experienced an increase in material costs and 56% of
companies had purchased more efficient technologies in the past five years [Gallup, 2011]. However,
just over a third of companies (35%) reported that less than 10% of their innovation investments were
related to eco-innovation. In this context, the study “Attitudes of European entrepreneurs towards
eco-innovation” emphasizes the main barriers and drivers for adoption of eco-innovation in the
European companies. Of the 14 barriers listed in the survey, three could be identified as being
mentioned most frequently as a very serious or somewhat serious barrier to an accelerated uptake of
eco-innovation in respondents’ companies: (1) uncertain demand from the market, (2) lack of funds
within the enterprise and (3) an uncertain return on investment or too long a payback period for eco-
innovations. At the same time, of the 14 drivers listed in the survey, current and future high energy
prices were mentioned most frequently as being “very important drivers” of accelerated eco-
innovation uptake in respondents’ companies, as well as Good business partners.

Regarding the SMEs, green markets and resource efficiency within European companies we
can underline that most of SMEs are already taking measures to be more resource efficient. The most
important actions are related to minimising waste, saving energy, saving materials, recycling by
reusing material or waste within the company and saving water. The most common difficulty SMEs
encountered when setting up resource efficiency actions is (1) the complexity of administrative or
legal procedures, followed by (2) the cost of environmental actions, (3) lack of supply of the required
materials, parts, products or services.

In conclusion, we can say that although European companies show their interest in using
resources as efficiently as possible, to eco-innovate or to create green products and services, they face
a series of challenges and barriers, mostly related to the lack of funds, complexity of administrative
or legal procedures or uncertain return on investment. Companies need a better support both at
national and European level in order to incorporate sustainability into their core decision making and
to integrating it throughout all business dimensions, enabling the creation of novel solutions to satisfy
market needs. As part of this process, companies should be helped to look beyond its gates to assess
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sustainability risks and opportunities throughout its value chain, and in cooperation with the key

partners.
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EXAMINATION OF METHODOLOGICAL ASPECTS REGARDING THE
HARMONIZATION OF BUDGETARY ACCOUNTING IN THE CONTEXT
OF IPSAS
RAILEAN TATIANA?®

Abstract: Republic of Moldova has the task of reforming the budget accounting system to IPSAS requirements. The
methodological problems of budget accounting reform are studied, national and international accounting methodological
aspects are compared. Finally, recommendations are proposed to harmonize the accounting methodology in the context
of IPSAS, taking into account the national specifics.

Key words: International Public Sector Accounting Standards, budgetary sector, financial reports, budgetary accounting

JEL CLASSIFICATION: M41, H83.

INTRODUCTION

The change of the socio-economic formation in Republic of Moldova at the borders of the
centuries and the intensification of the globalization of the economy in the world at the end of the
20th century, imposed, in addition to a set of other tasks, the reform of the national accounting in the
public sector. The main direction of the reform consists in improving the quality of the information
presented and ensuring free access to it by users. The beginning of the implementation of the
accounting reform in the public (budgetary) sector in the Republic of Moldova was highlighted since
2016, through the approval of the single Plan of Accounting Accounts for the budgetary system (OMF
216/2015) and integrated with the Economic Classification (OMF 208/2015). The respective chart of
accounts was developed in accordance with the requirements of the Financial Statistics Standards
(GFS 2001), which represents one of the priority activities in the reform of Public Finance
Management at the international level. As a continuation of the reform of the budget accounting
system, at the end of 2016 the order of the Minister of Finance No. 159 regarding the Concept and
Action Plan for the development of National Accounting Standards for the Public Sector (SNCSP)
was approved. The concept envisages studying the International Public Sector Accounting Standards
(IPSAS) and using them as a guide for developing one's own accounting standards for the budget
system. So far, with the help of European technical assistance, 22 projects of National Accounting
Standards for the Public Sector have been developed out of 28 planned. Through the extent of the
changes taking place in the accounting system in the budget sector, a new stage of the budget reform
is manifested, the goal of which is the convergence of international and national accounting standards
for the public sector. That reform allows for the alignment of the accounting principles and
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requirements of the national budget sector with the conditions of activity in a market economy. In
order to have a clearer vision regarding the challenges encountered during the development of the
respective reform, the accounting regulations from IPSAS are analysed with those from The order of
the Ministry of Finance n0.216/2015 on the approval of the Chart of Accounts in the budgetary system
and of the Methodological Rules on accounting and financial reporting in the budgetary system and
from other national normative frameworks in force. Based on the results obtained, not only the
conclusion but also recommendations are presented, which, in the opinion of the author, will not only
simplify the convergence of IPSAS (2021) with SNCSP (OMF 159, 2016), but will also be taken into
account in making decisions during reform.

RESULTS AND DISCUSSIONS

In the scientific and legal literature on accounting, both international and national, there are
two expressions with analogical meaning such as "accounting for the public sector” and "accounting
for the budget sector”. After a thorough analysis, it was identified that the public sector includes a
wider range of entities, which participate in the achieving of budget commitments, but which operate
both with financial autonomy (with state capital) and without financial autonomy (financed based on
the allocations approved by law).

IPSAS does not provide a clear definition of the public sector, but only a disclosure of this
concept by listing the institutions related to it. Thus, in the Preface of the IPSAS Manual (2021),
public sector institutions include national governments, regional governments (e.g. state, provincial,
territorial), local governments (e.g. city, town) and related government entities (for example,
agencies, councils, commissions and enterprises), unless otherwise specified.

According to the economic content, the composition of the "public sector” differs from that
of the "budgetary sector”. In the international literature (including Wikipedia), as well as in the
legislation of the Republic of Moldova, the public sector includes central public authorities, territorial
administrative units, state/municipal enterprises, commercial companies with full or majority public
capital (Figure 1). The budgetary sector has a narrower component, including only budgetary
authorities/institutions, which honor their budgetary commitments within the limits of budgetary
allocations approved by law.

Budget
authorities/institutions

Budgetary sector

Public sector

State/municipal

enterprises, Public institutions in
commercial self-management
companies with full [non-commercial)

or majority state
capital

Figure 1. The composition of the public sector of the Republic of Moldova.
Source: legislative and normative framework of the Republic of Moldova
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Taking into account that the legal framework of the Republic of Moldova provides for the
keeping of accounting records of state enterprises, commercial companies and self-managed public
institutions (which are part of the public sector) by applying the National Accounting Standards for
the corporate sector, as well as the fact that the regulatory framework in budgetary and accounting
regulatory force applies the notion and meaning of "budgetary sector/system™ (e.g.: OMF 216, 2015)
it is recommended to change the name of the national accounting standards to be developed by
replacing "public sector" in "budgetary sector ".

During the study of the IPSAS Manual (2021) and international practices, it was noted that in
the composition of the SNCSP to be developed in accordance with OMF 159, 2016, the Conceptual
Framework for accounting and financial reporting in the budget sector is missing. This is a document
that includes main aspects such as:

the requirements regarding the reflection of information in financial reports;

principles (characteristics) for the preparation of financial reports;

the composition, definition, recognition criteria and assessment of accounting elements;
fundamental accounting regulations.
Additionally, it is appropriate to define and describe new accounting concepts such as service
potential, exchange and non-exchange transactions, control over an asset, past event, professional
judgment, is welcome because are used in the language of each accounting standard elaborated.

Thus, during the implementation of the budgetary accounting reform, it is recommended to
include in the list of accounting standards to be developed the document "Conceptual framework for
accounting and financial reporting in the budgetary sector”. It should be noted that studying and
developing the conceptual framework is an important and responsible stage in the accounting reform,
which also requires a certain period of time.

Along with the study of the Conceptual Framework mentioned in the text above, the
composition of accounting principles, defined as qualitative characteristics in IPSAS, was examined.
According to L. Lazari, (2017), accounting principles are conceptual elements, basic rules, which
ensure the faithful, honest and complete representation of the evolution of the entity through the
financial statements.

Therefore, the study and selection of new principles from IPSAS, requires a thorough and
effective analysis, as their appearance amplifies and complicates the accounting record and relies
more on the logical thinking of the accountant. Compliance with national and international accounting
principles such as prudence, the substance over form, faithful representation requires the application
of new accounting regulations related to the depreciation of assets, the recognition of contingent
assets and liabilities, the annual review of the method of calculating depreciation, the reflection of
revaluation reserves and fair value. The emergence of the substance over form causes a change in the
accountant's traditional thinking and the use of professional judgment in the recognition of assets that
do not belong to the institution in legal form, but which are under its control and generate economic
benefits. The principle of prudence urges the fact that, in the subsequent evaluation of liabilities,
assets, expenses and incomes, depreciations, risks, possible losses generated by carrying out the
activity in the current or previous year must be taken into account. Assets and income should not be
overvalued, while liabilities and expenses should not be undervalued. IPSAS explains that through
faithful representation, accounting information must be as complete as possible, as neutral as
possible, as simple as possible and contain as few errors as possible. With the emergence of this
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principle, there is more and more discussion about the most appropriate model for the valuation of
accounting elements: model based on historical cost and model based on fair value.

Fair value measurement has many opponents who believe that historical cost is still the most
logical basis of measurement in financial reporting. At the heart of the historical cost versus fair value
debate is the trade-off between the credibility and relevance associated with the two forms of
valuation. According to Kaya (2013), the accounting profession has great reservations about the
credibility of fair value measurement, reservations that are caused, among other things, by the
difficulty and subjectivity of estimating future cash flows. The historical cost of an asset in a
completed transaction is arguably the most credible measure of fair value at the transaction date
(Cortese-Danile et al., 2010).

As a practical matter, accountants should prepare an accounting document showing how they
determined fair value. Even so, the result in fair values can be manipulated. Valuation of balance
sheet assets at fair value presents a risk of manipulation of the result. The use of the historical cost,
as a measurement base, allows the provision of verifiable and objective information in the financial
statements (Feleaga, 2010).

Given that budgetary institutions generally do not carry out activities whose primary objective
is to generate profit and are not subject to taxation, we believe that keeping the cost-based model is
the most appropriate record of assets. According to this model, the value of an asset is reduced not
only by depreciation but also by depreciation, which brings its value closer to market value. However,
there are situations when the determination of value based on fair value is required. This is not a
permanent record, but periodic or in unique cases such as in the case of inflation, accounting reform
and in certain cases provided by law.

Studying the notion of assets and their accounting treatment in IPSAS (2021), there is a need
to explain and further use concepts such as economic potential in the recognition of assets, the way
of determining the depreciation of assets and their reflection in financial reports, the way of timely
selection of the amortization method (in the national framework, the depreciation calculation method
is only the linear method). Also, IPSAS provides for the identification and classification of tangible
fixed assets in real estate investments, which are assets (land or building, or part of a building)
intended to accumulate income from leasing or capital appreciation. Another IPSAS reclassification
of tangible fixed assets is their transfer to inventory accounts, in the case of their intended sale.

During the research, the structure of financial reports was also examined in accordance with OMF
216/2015 and IPSAS 1. The budgetary accounting reform of 2016 improved this comparison and
established a significant convergence of the structure of financial reports with IPSAS. This is because the
financial reports have been developed and implemented in accordance with the GFS Manual (2001),
which is almost analogous to the structure in IPSAS 1 (IPSASB, 2021). The national framework is
missing only the "Statement of changes in net assets/equity” report. This ratio is an unknown
phenomenon, since the budgetary institutions of the Republic of Moldova, due to their legal status, do not
form their own capital and do not distribute dividends, but are fully financed by the budget and operate
based on the allocations approved in the annual law. It is recommended that the draft of the respective
Report exclude the information about equity and capital distributions (as provided by IPSAS1) and
contain the comparative information with the previous period for the following elements:

- the financial result of the budgetary institution,

- correcting the results of previous years,

- changes in accounting policies,
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- net income recognized directly from net assets,

- the amount of funding from the budget, considering that all the expenses of the budgetary
institutions are carried out based on the budgetary allocations approved in the law.

Analyzing the composition and classification of the elements of the financial reports, it was
identified that the asset elements in the national balance sheet are classified depending on the financial
and non-financial criteria and are not grouped in current/non-current assets (according to IPSAS1).
Liability items are not classified as current/non-current liabilities. It is mentioned that, specifically
for the accounting of the budget system of the Republic of Moldova, the asset elements are classified
into financial and non-financial. This classification is evident in the Chart of accounts of the budgetary
system, approved by Order no. 216/2015. Also, the elements of the accounting balance, both in assets
and in liabilities, are arranged in a chaotic manner and do not correspond to the criterion of
increase/decrease in liquidity. Considering that the classification of elements in current and non-
current assets and liabilities is relevant information when reading the Financial reports, as well as that
the classification according to the financial and non-financial criteria is important for the analysis of
the budget execution, we consider it appropriate to takes into account both ways of classifying and
dividing non-financial/financial assets into current and non-current assets, and financial/non-financial
liabilities into current and non-current liabilities.

If we talk about the way of preparing financial reports, then we can say that IPSAS focuses on
reflecting more limited information in financial reports, but with great details in the Narrative Report.
While the Moldovan regulatory framework provides for the reflection of more detailed information
in the forms and strictly with the requirements set out in the Requirements for the preparation of the
Narrative Report on the execution of the budgets of the authorities/budgetary institutions (OMF
164/2016). We believe that the flexibility of information reflection allowed by IPSAS complicates
their analogical preparation and assumes a subjective character that can bring lapses in the
presentation of useful information. We recommend maintaining the national accounting provisions
regarding the strictness and need for information reflected in financial reports, which improves
verifiability and comparability.

CONCLUSION

Modernization of the accounting system in the budgetary sector are present and actual at the
international level, being integral parts of the financial public management. It is a way to significantly
improve the publicly assumed responsibility of administrations, to facilitate the analysis and
comparison of financial reports drawn up in the budgetary sector, respectively to evaluate the
performance of different levels of administration.

At the same time, being also considered a tool for improving transparency and comparability,
accounting harmonization also implicitly contributes to the improvement of the decision-making process.

Convergence to IPSAS accounting requirements will allow the Republic of Moldova to
maintain competitiveness on the world market. In the present paper, the most significant
methodological aspects of IPSAS accounting were studied in analogy with those of national budget
accounting. Moreover, for each topic discussed, recommendations were given by the author for the
convergence of accounting regulations, taking into account the specifics of national accounting
provisions. Adoption of IPSAS requires important financial resources, starting from the training of
the staff and up to the provision of the necessary infrastructure. This aspect has a significant impact
especially in the case of developing countries.
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As a conclusion of the study, we can state that the application of IPSAS requirements has a

direct and significant impact on the way of preparing financial reports and the decisions based on
them, and this once again emphasizes the importance of their application in the accounting of
budgetary institutions.

10.

11.
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QUANTITATIVE AND QUALITATIVE STRUCTURAL ECONOMIC
CHANGES IN THE CITIES OF ZARNESTI (ROMANIA) AND STRASENI
(REPUBLIC OF MOLDOVA) IN THE PRE- AND POST-COVID-19 PERIOD

CRACIUN LAURENTIU *

Abstract: Currently, the economic situation of several states on the globe has taken on alarming shapes. The increase in
economic vulnerability, against the background of the sharp increase in the cost of energy resources, the global pandemic,
the economic crisis generated by the war in Ukraine, the increase in geopolitical tensions in several regions of the world,
have led economic entities of different sizes to review their strategy economic development, including structural
transformations and traditional markets through foreign trade. The transformations in Romania and the Republic of
Moldova, affected by the regional crisis, marked by socio-economic instability, already for more than half a year, are
significant. Among the common problems faced by the human settlements in both countries are: the permanent economic
adaptation to the changes in the conjuncture, the adjustment of the way of capitalizing the spatial resources by these two
administrative-territorial entities, the implementation of economic, administrative and spatial decentralization, etc. The
comparative study carried out through this research is part of a larger research of two Romanian cities located in
Romania and the Republic of Moldova, being the subject of the doctoral study.

Key words: economic vulnerability, structural transformations, socio-economic instability, regional crisis.

JEL CLASSIFICATION: C54

INTRODUCTION

In the last 3 decades, both in Romania and in the Republic of Moldova, the use of natural
resources, as well as heritage, has become a major concern. Among the many common problems
faced by the human settlements in Romania, as well as in the Republic of Moldova, are: the re-
technology of the industry, the modernization of the transport system, the irrational way of
capitalizing the spatial resources by these two administrative-territorial entities.

The difficult path to the market economy, but also the period of the COVID-19 pandemic,
have left their mark on the economy of the two Romanian states, which are making special efforts to
overcome this situation.[4].

By means of these mentioned problems, we will be able to follow the economic changes of a
quantitative and qualitative nature, as well as the transformations produced during the transition to
the market economy, which is carried out in both Romanian states on the example of two medium-
sized cities. [2], [3],[4]. The present scientific approach, is part of a doctoral study "Integration of
small and medium-sized cities in the regional urban system. Comparative study of human geography,
on the example of the cities of Zarnesti (Romania) and Straseni (Republic of Moldova)". Through
this study, the doctoral student aims to evaluate the degree of integration of small and medium-sized
cities in the regional urban system and what quantitative and qualitative structural economic changes
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have taken place on the territory of these two cities in the current context of the regional situation
created, both before and after the COVID-19 pandemic, but also caused by the war in Ukraine.

These cities, although they are part of different states, are very close in common interests and
problems, which they currently have, under the conditions of their integration in the Romanian urban
space, respectively in the urban space of the Republic of Moldova [7]. (Figure 1).
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The city of Zarnesti belongs to Brasov county, a county that is part of the Central Development
Region of Romania. [17]. Considering that the territory of Brasov county intersects with old
commercial roads, including the old Bran road, which passes through the Zarnesti area, this
determined a great economic development of the area. [10], [13]. Being located in the central part of
the Republic of Moldova, in the Central Development Region, the municipality of Straseni is crossed
by a well-developed road network, which has contributed to the economic growth of the entire Region
of Central Development of the Republic of Moldova. [11], [14].

The Geology and Relief of the city of Zarnesti

From a geological point of view, the area of Zarnesti belongs to the Mesozoic unit related to
the Piatra Craiului Massif, as well as to the Bran-Rucar Corridor. The formations encountered here
are composed of crystalline rock deposits with phyllites, sericite-colored schists, ocular gneisses,
quartzites, amphibolites, which are partially or totally covered by a layer of sedimentary limestone,
clay shale, sandstones, marls and conglomerates. Land degradation as a result of the intensification
of current modeling processes has a relatively increased weight in recent years. There were road
accidents/collapses - on the road leading to the Zarnesti Cliffs, landslides, massive stone falls,
degradation of the roads that connect Zarnesti to the towns of Magura, Moieciu, Poiana Marului and
the Brane villages, all of which resulted in torrents, the strings. [10], [13]. Such phenomena, however,
are found in the cryonival floor, where the disaggregation, drift and solifluction, mostly affect both
meadows and alpine pastures.
The specifics of the relief.

101



Proceedings of the virtual international scientific conference “DEVELOPMENT THROUGH RESEARCH AND INNOVATION - 20227,
I1Ird Edition, online conference for researchers, PhD Students and Post-Doctoral Researchers August 26, 2022, Chisinau, Republic of Moldova.
ISBN 978-9975-3590-5-4 (PDF). DOI: 10.5281/zenodo.7533819

From a morphological point of view, the relief located in the perimeter of the city of Zarnrsti
can be divided into 3 categories: major forms, medium forms and small forms. Fig. 2.

Formele de relief ale Zarnestilor |20/

Fig. 2. The relief forms of Zarnesti.
(Source - Personal Archive)

Thus, the mountains (Piatra Craiului Massif) occupy 62% of the surface, the hills - 18%, and
the lowlands/plains - 20%. [5], [10],[14].

Repartitia formelor de relief la nivelul orasului
Zarnesti

Masivul Piatra
Craiului
62%

Dealuri
18%

Zone joase
20%

Fig. 3. The distribution of landforms at the level of the city of Zarnesti
(Source: processed according to the data of the Zarnesti City Hall)

The soils in the perimeter of the city of Zarnesti

The territory of Zarnesti benefits from a varied range of soils. They are conditioned by the
evolution of their fixation, under the influence of natural pedogenetic factors. From a genetic point
of view, the soils in the administrative territory of the city can be grouped as follows: [15]

1 Brown and yellowish brown forest soils - (also includes podzolic soils);

1 Clay podzolic soils - illuvial pseudogley;

1 Mountain brown soils - (podzolic soils);

[1 Rendzine and pseudorendzine;

1 Hydromorphic soils;

1 Alluvial soils;

1 Alluvial - pluvial soils.

In the plateau/plain area, the soils are fertile and are intended for agricultural crops.
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In Zarnesti, soil resources include: agricultural land, orchards, pastures, hayfields, forest fund
(forests) and running water energy, with 2 small hydropower plants. Among the underground resources
we mention: underground springs, building rocks (sandstone), limestone, sands, gravels and clay.

Due to the fact that a good part of the Piatra Craiului Massif, with limestone mountains, is
located on the administrative territory of the city of Zarnesti, the city has large limestone resources,
compared to the city of Straseni, which has no limestone reserves. Years ago, there were two factories
in Zarnesti that turned limestone into lime, today, the factories have been abolished. [16],[17].

The territory of the city of Zarnesti is drained by many flowing waters that make up a rich
hydrographic network of particular importance in shaping and fragmenting the relief. Due to the
predominantly high relief, here, the precipitation regime has a torrential character, and in soil erosion
processes, the hydrographic network can play a role in destroying the organic horizon, which is the
essential part of the forest ecosystem. [15], [16]. Changing the zonal climate in the perimeter of the
city, as well as the creation of valley and slope topoclimates, with implications in the distribution of
forest vegetation, is due to the presence in the area of a rich hydrographic network that implicitly
"leads" to the fragmentation of the relief.

Along with other cities located around it, the municipality of Straseni is included among the
human settlements located in the Codrilur Plateau. [6],[12],[14].

The specifics of the relief

Here, the relief is strongly fragmented by a dense network of valleys, torrents and ravines.
Compared to the relief of the city of Zarnesti, which includes mountains, hills and smooth areas of
plains/plains, the localities of the Codrilur Plateau have in their composition some portions that
include terraces, meadows, or other surfaces where the degree of fragmentation is less.[5] In in the
case of the city of Straseni, the morphological and morphometric structure of the inner city is
determined by the position occupied within the limits of the relief unit, the density of the hydrographic
network and the intensity of the modeling processes. Thus, in the area that also includes the Codrilur
Plateau, there are human settlements located on two altitudinal steps (one lower below 100 m altit)
and one slightly higher, exceeding 100 m, where the municipality of Straseni is also located, at 136
m altit. [2], [9]. On the territory of the Republic of Moldova, respectively in the central part where
the city of Straseni is located, mineral resources are generally reduced in terms of their variety.
Building rocks hold the first place in terms of quantity, they are used in the building materials
industry, chemical industry, glass and cement industry, etc. (sands, gravels, clays). [11]. Compared
to the city of Zarnesti, in Straseni there are more reserves of clay, which is still processed today in
the factories of the city, from clay obtaining bricks and tiles. The soils in this area have high fertility,
just like most soils in the republic, being much more fertile than the soils in the Zarnesti area.

From an economic point of view, both cities described above are mostly facing the same
problems.[6], [8], More than two years ago, the global economy started to affect both the developed
states of the world, but especially the developing states. The long road of the transition determined
the worsening of the economic situation, more recently also in the ex-socialist states, which in their
transition to the market economy, faced similar economic transitions, only that they took place in a
much longer time frame shorter. The consequences of the economic transformations were similar to
developed countries, and the economic problems continue to worsen at an alarming rate. [7]. Among
the most acute economic problems, there are: the economic degradation of the last over 30 years, the
loss of sales markets, the weak adaptation of the economic structure to the market requirements,
structures not adapted to the existing potential. [9].
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In Romania, the accession to the European Union in 2007, involved the closure of several
enterprises, which, in the view of the European Union, at the time, they were no longer performing.
In this sense, many citizens entered the ranks of unemployment, or were forced to go abroad in search
of a job, the economic and social situation in the country deteriorating. The same thing happened, in
parallel, in the Republic of Moldova. From an economic and social point of view, here, several
reminiscences from the Soviet period, from before the year 1989. [6], [8], [12]. As a whole, both in
Romania and in the Republic of Moldova, at the present time, the economic structure is poorly
adapted to the competitive market situation at the regional and international level.

In general, the economic functions of a territory are based on the following branches of the
country's economy:

[ Industry,

1 Agriculture,

(1 Forest economy,

(1 Trade, Tourism, but, also take into account

1 Population as well as

[1 Technical equipment of the territory.

The branches of the economy of the two countries (agriculture, industry, services) no longer
have the necessary labor force, in both states, as an aging population has been reported, or one that
needs to reconfigure, according to the current requirements of the labor market. Currently, in both
countries, there is an increase in the role of population migration, which further worsens the situation
on the labor market. All these socio-demographic processes, which directly affect the national
security of the two states, highlight the need to be concerned with economic security, which affects
all spheres of activity. [5]. The analysis of the economic situation can be carried out for different
levels of territorial organization, starting from the idea that each territorial entity, from the state level
to the level of primary administrative-territorial units, is marked by a common conjunctural situation
of a political, socio-economic order, but also by particular situations. In this context, the author
proposed a comparative analysis of the economic situation of two localities: the city of Zarnesti in
Romania and the Municipality of Straseni in the Republic of Moldova, as well as how they are
affected by the current economic situation. In this sense, the purpose of this study is to analyze the
dynamics of economic activity in the pre- and post-Covid-19 period, and the basic objectives include:

(] Comparative analysis of the economic dynamics in the cities of Zarnesti and Strdseni and
the determining factors of this evolution;

(1 Evaluation of structural changes in the economy of the two cities under the impact of the
temporal and spatial situation;

[J Formulating some conclusions regarding the economic situation for these cities, in order to
overcome this existing situation. At the present time, the problems that attest to economic insecurity,
imperatively require, from the authorities of different ranks, the development of strategies and
programs, these being for the purpose of not admitting the deepening of economic problems. [4].

MATERIAL AND METHOD

In carrying out this approach, the author proposed for analysis the comparative economic
situation and the extent to which it influences the socio-economic security of the cities of Zarnesti
and Straseni, relatively similar localities in terms of size and positioning within the system of human
settlements, but also in terms of human potential. To carry out this study, several research methods,
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specific to geographic and economic sciences, were used: the comparative method for the
differentiated study of the geoeconomic components taken into account; the statistical method by
capitalizing on the economic data obtained from the National Bureau of Statistics in the Republic of
Moldova, the National Institute of Statistics from Romania-through the Brasov County Directorate
of Statistics,[18], the local town halls; the cartographic method, used for the development of some
thematic maps; the method of analysis and synthesis used for the systematization and interpretation
of data that attests to their demographic situation, etc.; qualitative survey its brief description.
To carry out this study, the author started from the following premises:

[1 Currently, both cities face similar problems that attest to socio-economic insecurity, based
on political, economic and social premises; [4].

) Through the favorable position they have in relation to a larger urban center (Zarnesti near
Brasov, respectively Straseni, near Chisinau), the big cities have left their mark and influenced the
small ones, in the sense of exchange human with these; [12].

(1 Due to the long-term transition that the Republic of Moldova is going through, the
municipality of Straseni has socio-demographic and socio-economic structures with a higher degree
of instability compared to the city of Zarnesti in Romania; [4].

[1 Thanks to the fact that in Romania, the process of territorial decentralization is carried out at
a faster pace, as a consequence of the implementation of the regional development policy, the city of
Zarnesti is going through a period of demographic and socio-economic stabilization more pronounced
than the city of Straseni. Thus, the experience of the city of Zarnesti can be a model of good practice
for the municipality of Straseni. [11].

RESULTS AND DISCUSSIONS

The two cities, Zarnesti (Romania) and Straseni (Republic of Moldova), present a series of
common features, which aim at demographic dimensions, the trajectory traveled in development
socio-economic, the positioning of these cities in relation to an influential and national human center,
as well as of urban competitiveness, at the regional level. [4].

Problems with and economic character
(1 insufficient capitalization of the economic potential,
(1 poor adaptability to internal and external market requirements;
[1 the presence of weakly competitive economic entities;
(1 labor market instability;
[1 the lack of well-paid jobs, the large number of unemployed people of various types, to which are
added the unfortunate consequences produced by the global pandemic of COVID-19. [8].

Below are presented a series of companies from the Zarnesti area, in the field of industry,
services, etc.
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LEGEND no. 2

1.Gara C.F.R. 4.SC Tohan SA 7.5C Vectra SRL  10.SC Yvor Prod  13.Ind. Usoara.
Zarnesti constructii masini ~ Servicii, Diverse - ind. lemn Diverse activitati
2.DS Smith 5.Parcul Industrial 8.SC Ymilrom 11.SC Dip&Gip - 14.SC Buganis
Paper Zarnesti Zarnesti Prod- ind. Lemn  ind. Lemn Prod. Panificatie.
celuloza si hartie

3.SC Romoil 15.Ind. 9.SC Alabastru 12.SC Morani

SA-Depozit Alimentara. SRL -ind. lemn Impex SRL-

PECO Diverse activitati. mat.constructii.

According to the data received from Zarnesti City Hall, Registry Service, on January 1. 2022,

there were 921 active economic agents on the territory of the town, represented by a number of
approx. 18 (larger) commercial agents, listed below in descending order (somewhat randomly), as
income: (S.C. Tohan S.A., S.C. DS Smith Paper Zarnesti SRL, SC Lukoil SA, S.C. Vectra S.R.L.,
S.C. Dip&Gip S.R.L., S.C. Morani Impex S.R.L., S.C. BUGANIS PROD S.R.L., S.C. COSTERA
COLTEIS.R.L.,S.C. ALIMPEX S.R.L., S.C. RIAN CONSULT S.R.L., S.C. TINION SERV S.R.L.,
S.C. RALDACA S.R.L., S.C. Periada COM S.R.L., S.C. STARMOD S.R.L., S.C. Prod S.R.L., S.C.
Ymilrom S.R.L., Pastravaria Zarnesti, Sergiana Alimentary Complex).
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LEGEND 4.SC Yvor Prod 8.SC Studio textile-  12. Complexul 16.SC Raldaca-
No.l. SRL-Ind. lemn Confectii/Tricotaje alimentar Produse
Sergiana alimentare
1.SC Ymilrom  5.SC Vectra- 9.SC Periada Com- 13.SC Oanes 17.SC Star
Prod-Ind. lemn  Transport/Servicii Restaurant ETCO-Comert Mond- Produse
cu amanunt alimente
2.SC Alabastru ~ 6.SC Morani Impex-  10.SC Pestera 14.SC Buganis 18.SC Star
SRL-Ind. lemn  Apéa/Canal Coltea-Comert Prod-Panificatie =~ Mond- Produse
amanunt alimente
3.SC Dip&Gip  7.SC Adciel SRL- 11.SC Pastravaria 15.SC Tinion 19.SC Alimpex-
SRL-Ind. lemn  Service auto Zarnesti Serv-Depozit Produse
Brutarie alimentare
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LEGEND No. 5.Le Fru
2. Marin-Market
1.Piata de 6.Complex
Legume-Fructe ~ Comercial
Tohanul Nou
2.Lidl Discount  7.Complex
SRL Alim. Tohan
Blocuri
3.Lidl 1 8.Pizzeria
Recenzie Caraiman 1,
str. Florilor
4.Complex 9.Pizzeria
Alimentar Caraiman 2,
Sergiana str. Zorilor
Prodimex

10.Hotel
Transilvania
11.Internet
Cafe

12.Barul
.,Modern,,

13.Barul
,,Disco
Olivia,,
14.Barul ,,
Blocuri Tohan

15.Barul din Tohanul
Nou

16.SC D.Felice Sty-
Sal.infrumusetare

17.Frizerie - str. lon
Metianu 55

18.Frizerie - Tohan
Blocuri

19.Frizerie/Coafura -
Tohanul Nou

20.PECQ
Rompetrol-Partner
21.SC Tur Taxi
SRL

22 .Spalatorie
Auto

23.Spalatorie
Auto str.
[.Metianu 117
24.Spalatorie
Auto str. 13
Decembrie

25.Spalatoria
Auto Adciel
26.RCS-RDS,
DIGI, Net

27.RCS-RDS
ZarnestiTV.

28.Arsis
Trading-
Vodafone
29.Germanos-
Dealer GSM
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Table 1. The number of registered (existing) enterprises/economic agents in the administrative
territory of the city of Zarnesti, in the period 2010-2022.01.01

Numarul Anul 2010 Anul 2018, inainte de Anul 2022.01.01, dupa
intreprinderilor / perioada COVID-19 perioada COVID-19
agentilor economici 625 857 921
inregistrati (existenti)

Source: [15]

Comparing the figures of 2010 with those existing in 2018, (before the COVID-19 pandemic),
we notice an increase in the number of existing economic agents by 232 units (in 9 years, before the
pandemic, the number of economic agents, increasing on average by 25, 77 units/year). During the
pandemic period and after it (2019-2022.01.01), there is an increase in the number of existing
economic agents by only 64 units (thus, in 3 years, the number of existing economic agents, they
registered an increase on average by only 21 .33 units/year during the pandemic).

Table 2. The number of registered (existing) enterprises/economic agents, in the administrative
territory of the city of Zarnesti, as well as the bankrupt ones

Years Number of registered Number of economic agents
economic agents withdrawn from the
(existing) register/(bankruptcy)
2010 625 25
2011 650 26
2012 684 29
2013 711 40
2014 745 47
2015 800 44
2016 829 46
2017 845 46
2018 857 53
2019 877 45
2020 895 52
2021 921 53

Source: [15].

If we compare the year 2010 with the year 2021, we will notice that the number of
registered/existing economic agents has increased from 625 to 921 (by almost 300 units). In the same
period, it can be seen that the percentage of bankrupt companies, reported for each individual year,
remained somewhat constant, both before the COVID 19 pandemic and after this pandemic.
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Table 3. List of newly registered economic agents in the city of Straseni, in the period 1992-2015

Reference Number of Number of
year registered liquidated
companies per companies per
year year
2015 30 0
2014 41 1
2013 47 4
2012 40 4
2011 58 10
2010 35 12
2009 38 8
2008 54 6
2007 62 11
2006 56 13
2005 46 4
2004 36 8
2003 35 3
2002 41 7
2001 21 7
2000 32 8
1999 42 15
1998 77 20
1997 85 18
1996 123 23
1995 132 25
1994 74 14
1993 81 14
1992 96 24
- Total 1382 Of which 322
Companies Liquidated

Source: [19]

If during the years 1992-1993, the number of liquidated companies represented a percentage
of 20-25%, of the number of companies existing in those years, we notice that, after 2012, the
percentage of bankrupt companies began to decrease, even reducing to the value zero in 2015.
Below, several companies registered in the city of Straseni are shown.
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Table 4. Important companies, registered in the municipality of Straseni
No.crt. Companies from Straseni
1 Cooperative Public Food Cooperative Enterprise
URECOQP Straseni
State Enterprise Silvio-Cinegetic Straseni
Municipal Enterprise Directorate of Production for
Communal Household and Housing Or. STRASENI
Straseni District Dental Center Municipal Enterprise
Association of Foreign Exchange Houses PARALUTA
SRL Lukoil Straseni
Cooperative Purchase, Production and Trade Enterprise
Coopcolprod of URECOOP from Straseni
AGROSTOC entrepreneur cooperative
SEBOSERYV agricultural service entrepreneur cooperative
10 The PANIFCOOP bakery cooperative of URECOOP from
Straseni

N

w

~N| oo b~

11 Consumer cooperative from Straseni
12 The refrigeration cooperative enterprise "Frigocoop” from
Straseni a Moldcoop

13 "Pinguinul™ Energy and Electrification Technical
Production Cooperative

14 Union of Consumer Cooperatives URECOOP Straseni

15 Organization of car filling station tenants No. 131

16 SA Construction materials factory from Straseni

17 SA Agrotehnica

18 SA Bicon

19 SA Tipografia from Straseni

20 SA Agromontaj-Straseni

Source: [14].

Currently, more than 2780 economic agents are active in the municipality of Straseni. Among
them, a number of 1590 are peasant households, and 305 are enterprises with legal personality.
Conclusions and recommendations:

Strategic city development plans do not fully reflect the requirements of sustainable
development;

1 Both cities (Zarnesti and Straseni are part of the ranks of small and medium-sized cities)
[2].[3], have a series of common but also distinct features in the geo-economic evolution in the current
transition period that both Romanian states are going through;

1 From the above calculations, it appears that the economic situation of the city of Zarnesti
did not suffer much during the COVID-19 Pandemic or after that period, because the state policy in
Romania granted companies certain financial facilities, through Programs European-P.N.R.R.
(National Recovery and Resilience Plan), or other funds, from other Programs from the European
Union, or money from the Romanian state.

1 Following the discussions held with the representatives of the Striseni City Hall (who at
the moment, for certain objective reasons, could not provide me with concrete data in writing), it
appears that
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there were a number of companies registered in the database of the City Hall, which suffered

both during the pandemic and afterwards, because the state policy in the Republic of Moldova did
not support the companies, due to lack of funds, leaving them at the will of fate, to manage on their
own, each as they saw fit.

(1 the transition to the market economy marked the economic evolution of both countries, in

the sense of slow economic growth, or even stagnation;

[1 several economic indicators in both countries have an involution, some even very

pronounced, which will determine the economic insecurity of the cities studied;

(1 serious problem is the lack of market, low productivity due to outdated technology, lack of

labor force due to demographic aging, lack of well-paid jobs that accentuate the seriousness of the
employment problem. [4].
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Abstract: The Organisation for Economic Co-operation and Development (OECD) it is a unique forum, where the
governments of the member countries work together to respond to economic and social challenges. Its purpose is to shape
policies that promote a better life. The analysis of health expenditures in OECD member countries presents a comparison
of a comprehensive set of key indicators regarding the health system performance across OECD member countries and
key emerging economies. The analysis is based on the latest comparable data, that come from official national statistics
and other sources, illustrating differences across countries and over time in terms of access to and quality of care, and
health resources. A special focus is given to the health impact and major trends. This international comparison of the
expenses of various health systems offers the possibility of sharing the best practices implemented in the respective
countries.
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INTRODUCTION
The COVID-19 pandemic has shifted the dynamics of public health. The global level of health

spending continues to keep pace with the new challenges presented by the ongoing pandemic, which
continues to dominate the attention and resources of health systems. The analysis of health
expenditures compares how much countries spend on health and what funds are spent on [3, 4].

1. Health spending [1, 5]

Health spending measures the final consumption of health care goods and services (i.e. current
health expenditure) including personal health care (curative care, rehabilitative care, long-term care,
ancillary services and medical goods) and collective services (prevention and public health services
as well as health administration), but excluding spending on investments.

After jJumping substantially in 2020, OECD spending on health as a share of GDP is not
expected to have increased further in 2021, despite health spending growth accelerating. This is as a
result of the strong economic recovery in many OECD countries in 2021.

As a result of the substantial spending growth and the widespread economic downturn, health
spending as a share of GDP jumped to 9.7% across OECD countries in 2020, up from 8.8% in 20109.
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Figure 1. Health spending around the world, as % of GDP, 2021, selected OECD countries®
Source: OECD Health Statistics 2022

In many countries, the COVID-19 pandemic revealed a lack of resilience of health systems
and additional financing is required to provide countries with the agility to respond to future crises.
Generally, there is a need to protect underlying population health, fortify the foundations of health
systems, and bolster health workers on the frontline. However, this raises concerns about the fiscal
sustainability of health systems in the long-run.

1.1. Health expenditure in relation to GDP [2, 3]

The amount spent on health care compared to the size of the overall economy varies over time
owing to differences in both the growth of health spending and overall economic growth. During the
1990s and early 2000s, OECD countries generally saw health spending outpace the rest of the
economy, leading to an almost continual rise in the ratio of health expenditure to gross domestic
product (GDP). After the volatility of the 2008 economic crisis, the share remained relatively stable,
as growth in health spending broadly matched overall economic performance across OECD countries.
However, with the COVID-19 crisis severely restricting economic activity, and health spending
tending to increase, the ratio of health expenditure to GDP is set to experience significant adjustment.

In 2020, prior to the COVID-19 pandemic, OECD countries spent, on average, around 9.7%
of their GDP on health care — a figure more or less unchanged since 2013. The United States spent
by far the most on health care, equivalent to 12.8% of its GDP — well above Canada, the next highest
spending country, at 12.9% (Figure 2). After the United States and Canada, a group of ten high-
income countries, including France, Canada, Japan and the United Kingdom, all spent more than 10%
of their GDP on health care. The next block of countries spending between 7% and 9% of their GDP
on health care includes many of the central and eastern European OECD countries, as well as the
newer members from the Latin America region — Colombia and Costa Rica. Finally, Mexico and
Turkey spent less than 7% of GDP on health, alongside some of the partner countries, such as the
People’s Republic of China (China) and India.

13 Note: *these data are OECD estimates for 17 countries. All other data are preliminary.
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Figure 2. Health expenditure as a share of GDP, 2020 (or nearest year) and 2021
Source: OECD Health Statistics 2022

Preliminary estimates for 2021 for a number of 17 OECD countries not all point to a
significant increase in the ratio of health spending to GDP. Only 8 countries estimated an average
increasing of 3,3%, the rest one estimated an average decreasing of 7,2%. This reflects both the extra
health spending and increases/reductions in GDP caused by economic activity. Based on the initial
data, the average share of GDP allocated to health is estimated to have jumped from 8.8% in 2019 to
9.7% in 2020. Those countries most severely affected by the pandemic reported unprecedented
increases in the share of GDP allocated to health. The Poland estimated a decrease from 6,5% in 2020
to 5,6% in 2021, while Austria anticipated its share of spending on health rising from 11,5% to more
than 12,0%.

e Health == GDP

10

Figure 3. Annual real growth in per capita health expenditure and GDP, OECD, 2017-21"
Source: OECD Health Statistics 2022
Analysis of the trends in per capita health spending and GDP over the last 15 years clearly
show the two shocks: the economic crisis in 2008 and the recent impact of COVID-19 in 2020 (Figure
3). While OECD economies contracted sharply in 2008 and 2009, health spending growth was
maintained for a while before also declining — growth hovered just above zero between 2010 and
2012 — as a range of policy measures to rein in public spending on health kicked in. For the rest of
the 2010s, the average rate of health spending growth in OECD countries tended to track growth in

14 1. OECD estimates for 2020. 2. OECD estimates for 2021.
15 Note: Average of 17 OECD countries.

115




Proceedings of the virtual international scientific conference “DEVELOPMENT THROUGH RESEARCH AND INNOVATION - 20227,
I1lrd Edition, online conference for researchers, PhD Students and Post-Doctoral Researchers August 26, 2022, Chisinau, Republic of Moldova.
ISBN 978-9975-3590-5-4 (PDF). DOI: 10.5281/zenodo.7533819

the overall economy closely. The gap widened in 2019, with stronger growth in health spending. With
widespread lockdowns and other public health measures severely restricting economic output and
consumer spending, many OECD economies went into freefall in 2020. This is likely to be the fastest
growth in OECD health spending in the last 15 years. Per capita GDP rised by 3,0% on average, with
Lithuania estimated increase of GDP by 12,9% in 2021 and Portugal by 12,3%, according to
preliminary data for a number of OECD countries.

In 2020, average per capita health spending in OECD countries (when adjusted for differences
in purchasing power) was more than USD 4 000, while in the United States it reached a level more
than USD 11 000 for every US citizen. Switzerland, the next highest spender among OECD countries,
had health expenditure of around two-thirds of this level (Figure 4). In addition to Switzerland, only
a handful of high-income OECD countries, including Germany, Norway and Netherlands, spent more
than half of the US spending on health, while others, such as Finland and Iceland, were around the
OECD average. Lowest per capita spenders on health among OECD member countries were
Colombia, Turkey and Mexico, with health expenditure of around a quarter of the OECD average.
Latest available estimates show that per capita spending in Chile and Poland was in 2021 just around
2000 US dollars/capita.

1.2. Health expenditure per capita [2]

The level of per capita health spending, which covers both individual and population health
care needs, and how this changes over time, depends on a wide range of demographic, social and
economic factors, as well as the financing and organisational arrangements of the health system.

Figure 4. shows the split of health spending based on the type of health care coverage —
organised either through government health schemes or compulsory insurance (public or private), or
through a voluntary arrangement such as private voluntary health insurance or direct payments by
households. Across OECD countries, more than 67% of all health spending is financed through
government or compulsory insurance schemes. In the United States, since the introduction of the
Affordable Care Act in 2014, this share stands at 77%, reflecting the existence of an individual
mandate to purchase health insurance. Federal and state programmes such as Medicaid and Medicare
continue to play an important role in purchasing health care.

Preliminary estimates for 2021 show that the lowest per capita spender on health from
government or compulsory insurance schemes, among OECD member countries, was Chile, a little
over 1500 US dollars/capita. The lowest per capita spending from private voluntary health insurance
was registered by Estonia, around 600 US dollars/capita. At the same time, the lowest out-of-pocket
spending (direct payments by households) was recorded by Poland 502.2 US dollars/capita.
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Figure 4. Health expenditure per capita, 2020 (or nearest year)*
Source: OECD Health Statistics 2022

16 1. Government/compulsory estimates 2. Voluntary estimates. 3. Out-of-pocket estimates.
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Between 2017 and 2020, average per capita spending on health care grew by an average of
12% across OECD countries (Figure 5). This compares with the low growth rates experienced in
many countries in the years immediately following the global financial and economic crisis. In the
2017-19 period, average annual growth of less than 1% was still seen in Switzerland, but in 2018-20
the average annual growth of less than 1% was still seen in Norway. With the onset of the COVID-19
pandemic in 2020, preliminary estimates for a subset of OECD countries (17 countries) point to a
sharp increase in overall health spending of around 7.7%, on average in 2021. This increase would
represent the highest growth in average per capita health spending from one year to another.
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Figure 5. Annual growth in per capita health expenditure (real terms), 2017-20 (or nearest year)
and 2020-21"
Source: OECD Health Statistics 2022

17 Note: OECD average growth rate for 2020-21 is based on the preliminary estimates for 17 countries. 1. Estimates for
2018-20. 2. Estimates for 2020-21.
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However, there are diverging trends in the pattern of health spending across countries in 2020,
varying according to the extent to which a country was affected by the crisis, and reflecting the
differing ways that health care is financed in countries. Upward pressure on spending can be observed
in a number of countries in line with increased testing and treatment of COVID-19 patients, while
widespread containment policies and the reduction in non-COVID-19 care services may have led to
lower spending on health, particularly where activity-based financing plays a role. Initial estimates
for Austria, Denmark suggest that per capita health spending grew by more than 10% in 2021. A
number of other — mainly European — countries able to provide initial estimates also reported
significant increases in health spending compared to the previous period.

CONCLUSION

COVID-19 has generated enormous human, social and economic costs, and revealed the
underlying fragilities of many health systems to withstand shocks. It has placed immense pressure on
health care services that were often already overstretched before the pandemic. The pandemic has
also shown that effective health spending is an investment, not a cost to be contained: stronger, more
resilient health systems protect both populations and economies [2, 5].

At the same time, additional health spending and COVID-related debt will weigh heavily on
budgets, and require careful scrutiny to maximise value for money [2]. Moving forward, it is
imperative to strengthen the resilience and preparedness of health systems. The encouraging signs
point to the potential for systemic change, with advances in digital health and better integrated care.
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PROVISION OF TOURIST SERVICES IN THE BASIN OF THE LOWER
COURSE OF THE DNISTRE RIVER

MOROZ IVAN 18

Abstract: The purpose of the research is to assess the state and types of service provision in the Lower Dniester River
Basin and analyze their use, especially for tourist and leisure activities. For the activity of structures in the tourism
industry, one of the priority components is: the network of economic agents that provide services in the field of tourism.
Many services have expired and are in poor condition. This fact highlights urban localities and causes most tour operators
to reduce tourist trips to many rural destinations that thus become isolated from national tourist circuits. Some services
have been renovated according to international standards, but these advances are insignificant due to the lack of funding
sources. At present, low employment rates are generally found in the region.

Key words: provision, services, tourism, Dniester.

JEL CLASSIFICATION: Z; Z3; Z31; Z33.

INTRODUCTION

This region has a rich natural and anthropogenic tourism potential, which, being capitalized
at its fair value, could have great prospects in increasing tourist flows and developing tourism. This
study is among the pioneering works in our country, when the flows are evaluated at the hydrographic
basin level.

At the end of the 1980s, the Dniester Valley was one of the most popular tourist destinations
in the former USSR. The tourist and recreational attractions in the vicinity of the Republic's capital
enjoyed great popularity, especially the Vadul lui Voda resort in the cities of Tiraspol and Tighina.
These areas also benefited from the largest number of accommodation and leisure units, and the
transport infrastructure ensured a maximum flow of tourists. Also, the Dniester Valley has a high
balneoclimatic potential, which was exploited to a much greater extent compared to the other tourist
regions of the Republic. However, since the beginning of the 1990s no complex studies have been
developed, which would value the very valuable touristic heritage of this region (E¢dpoc, 1991).

As a result of the armed conflict on the Dniester from 1991-1992 and the tense relations
between the authorities on the left and right of the Dniester, the number of visitors to this area
decreased considerably, and the tourist and leisure activities significantly decreased in intensity. In
addition, a good part of the area of the Lower Dniester is controlled by the illegal authorities on the
left of the Dniester, where most of the visitors come from. Thus, the official authorities of the
Republic of Moldova have incomplete information and do not collaborate with the authorized
subdivisions on the left side of the Dniester. In recent years, as a result of the efforts of tourist agencies
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and NGOs, there has been a relaunch of this tourist region, especially in the area of the Lower Dniester
(Bacal, 2010).

This study of tourism is done at the basin level in the Lower Dniester Basin region and the
identification of potential areas for the development of tourism activities that will improve the
situation of social-economic problems by creating new jobs and additional incomes.

The Lower Course Basin of the Dniester River on the territory of the Republic of Moldova
was selected for the study. The research area occupies the entire or partial territory of several
territorial administrative units of the country (figure 1).

This territory was selected based on the following criteria: geographical position, current state,
historical-cultural heritage, tourist and recreational sites, hydrography, relief, borders and others.
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Figure 1. The network of human settlements and the area of implementation of the sociological

survey within the LDRB.
Source: developed by the author.

For conducting the survey in the field, some more important regions were selected (figure 1),
which from a geographical point of view cover the most eloquent tourist regions in the Lower Dniester
River Basin (LDRB). In this way, it was selected from the northern part - the localities from Calarasi
district (Raciula, Hirbovat, Mindra Frumoasa, Leordoaia, Palanca, Hirjauca); from the central part of
the region — the localities of the laloveni district (Rezeni, Horesti, Costesti, Milestii Mici); from the
eastern part of the region — Chisinau Municipality (Vadul lui Voda); and from the southern part of
the region - the localities of the Stefan Voda district (Palanca, Tudora, Crocmaz, Olanesti, Purcari,
Réscaieti, Ciobruciu, Talmaz, Causeni (Gradinita, Leuntea, Copanca, Chitcani, Hagimus,)
Transnistria (Tighina). Thus, from from a geographical point of view, the entire region was taken into
account where the author and other specialists in the field made personal field trips.
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RESULTS OF THE QUESTIONNAIRE-BASED SOCIOLOGICAL SURVEY IN THE LDRB

O Superioare

O Superioare de specialitate

O medii de specialitate
medii generale/liceale

Maltele, ns/nr

Figure 2. Owner studies
Source: calculated by the author based on the sociological survey in the field

According to the data collected in figure 2, the structure of the sample according to the last
graduated school of the owner who provides services places people with higher education in the first
place with more than 50 percent of those interviewed. On the second position are the owners who
ticked the column other studies or don't know/don't answer, and the last position was shared by three
categories together totaling 21% of the total providers, namely those who have general/high school,
higher and secondary education Specialized.

¢

12%

Figure 3. What are the main personal reasons for founding the tourism enterprise?
Source: calculated by the author based on the sociological survey in the field

According to the collected data, which are reflected in figure 3, the main personal reasons for
founding the tourism enterprise are the development of a profitable and promising local business
(37%), the availability of the necessary financial sources and other reasons held 14% of the
respondents’ answers, the passion for providing services tourism (12%), ensuring a decent future for
descendants (9%), 7% of economic agents emphasized that the main reason for providing tourist
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services is determined by the subsidies allocated by the state and the possibility of providing jobs for
relatives and locals.

Wa. Surse proprii locale
B b. Surse proprii din strainatate

mc. Ajutorul rudelor sia altor
persoane apropiate

d. Subventii din partea statului

He. Subventii din partea donatorilor
straini

mf.  Scutiri fiscale in domeniu

Figure 4. What were the main sources in the development of the tourism business?
Source: calculated by the author based on the sociological survey in the field

The main sources that were the basis of the development of tourist businesses are the local
ones (39%), followed by other sources with 19%, subsidies from the state constitute 16%, own
sources from abroad 13%, subsidies from foreign donors 7% and 3% each constitute tax exemptions
in the field and the help of relatives and other close people.

M cazare

H alimentare

I agrement
ghidaj

M altele

Figure 5. What services are provided?
Source: calculated by the author based on the sociological survey in the field

According to the data provided by the respondents (figure 5), accommodation services are
provided 35%, leisure 25%, food 21%, guiding 12% and others 7% which include various cultural,
sports, religious, recreation, gastronomic, entertainment activities such as fishing , crafting, knitting,
crocheting, pilgrimage, festivals, festivities, workshops, healing, treatment, tourist cooking, cycling,
kayaking, hunting, wakeboarding and SUP, etc.
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M e. alte activitati

Figure 6. Apart from tourism, do you practice other economic activities in the area?
Source: calculated by the author based on the sociological survey in the field

After asking the question, "Besides tourism, do you practice other economic activities in the
area?", 42 percent of the respondents answered that "no", which indicates that they are vulnerable and
totally dependent on the tourism business they manage. . The second category 29% of respondents
have other activities such as transport, legal, beauty services, notary, etc. The third group also includes
29% of which 13% trade, 12% agriculture and only 4% construction, crafts.

mDa

H Nu

Figure 7. Do you have your own or local guides?
Source: calculated by the author based on the sociological survey in the field

To the question "Do you have your own guides or from the locality?", the studio region is in
a bad position. Only 11% of the providers have the possibility to guide, a fact that diminishes and
destroys the tourist flow at the destination. Most of the providers (89%) do not have guides, some
working with travel agencies and external guide services, others not.
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Figure 8. The level of competition in the area.
Source: calculated by the author based on the sociological survey in the field

As we can see from figure 8, the level of competition in the study region is average, as stated
by 47% of the respondents and the other 21% consider that it does not exist. A good part of economic
agents, namely 14%, do not know the situation in the area and answered this question by ticking "I
don't know". The other 11% of providers consider that the competition is weak and only 7% think
that it is high. Small and medium competition denotes the advantageous fact for the development of
services in the field of tourism.
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Figure 9. How do you promote your tourist destination?
Source: calculated by the author based on the sociological survey in the field

The vast majority promote their services and offers through the most used medium today,
namely through the internet, but not only this, the oldest and most durable method with an
effectiveness of attracting tourists of over 60% remains that of the recommendations made by tourists
both in the classical method as well as the electronic one. On the other decreasing positions are the
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methods such as leaflets 21% radio and TV, print media, billboards each 14% and the other methods
of promoting the destination.

= subventionarea insuficienta

= impozitele mari

= insuficienta cadrelor calificate in
domeniu
calitatea proasta a drumurilor

= |lipsa fluxurilor de turisti

= altele

Figure 10. What difficulties do you encounter for the development of the tourism business, which

should be solved as a priority?
Source: calculated by the author based on the sociological survey in the field

The main difficulties for the development of the tourism business that providers encounter
that should be solved as a priority are the lack of tourist flows (28%), high taxes (20%), with a medium
impact are the poor quality of the roads to the destination (12%) and subsidization insufficient (10%).
The third group of difficulties according to the opinion of the economic agents interviewed is
composed of 30%, which includes the insufficiency of qualified staff in the field, the negligence of
the Local or Central Public Administration, rest and leisure are not a priority and unfair competition.

Figure 11. Looking to expand your local tourism business?
Source: calculated by the author based on the sociological survey in the field

To the question offered to providers if they want to expand their local tourism business, we
received a more pessimistic and discouraging answer with a No (57%) and with the other part of
economic agents who want a growth and expansion in this field with a little more less than half (43%)
which constitutes a still gratifying result and with good hopes for the development of the provision
of accommodation, food, leisure, transport, guidance, etc. services.
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CONCLUSION

In the BCIRN region, various accommodation, leisure, food, guiding and other services are
provided, including various cultural, sports, religious, recreation, gastronomic, entertainment such as
fishing, handicrafts, knitting, crocheting, pilgrimage, festivals, festivities, workshops, healing,
treatment, tourist cooking, cycling, kayaking, hunting, wakeboarding and SUP etc.

The main sources that were the basis of the development of tourism businesses are the local
ones (39%), followed by other sources with 19%, subsidies from the state constitute 16%, own
sources from abroad 13%, subsidies from foreign donors 7% and 3% each constitute tax exemptions
in the field and the help of relatives and other close people.

The owners who provide services are mostly people with higher education with more than
50 percent followed by those who have general/high school, higher and specialized secondary
education.
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APPLYING THE VALUE-ADDED TAX
UNDER THE CONDITIONS OF PUBLIC-PRIVATE PARTNERSHIP

PANUS CORINA %

Abstract: This Article aims to study the main tax and accounting issues when applying the value-added tax under the
conditions of public-private partnership from theoretical, conceptual and methodological viewpoints. The value-added
tax is an indirect tax that draws most attention of both the State and private companies.

Key words: value-added tax, budget, right to deduction, refund/reimbursement, public-private partnership, public
partner, private partner.

JEL CLASSIFICATION: M 41.

INTRODUCTION

As a topic of high interest for taxation purposes, the value-added tax is certainly a
consumption tax, which covers all phases of an economic circuit (inputs, production, and
outputs/sale) and through which the State has the possibility to quickly collect money to the general
consolidated budget. VAT administration is cumbersome and meticulous as it requires much time
and effort on the side of both taxpayers and the Tax Service (reports, inspections, checks). VAT
regulation is a separate yet relevant topic in the activity of public-private partnerships. On 23
November 2018, the Ministry of Finance (MoF) of the Republic of Moldova (RM) approved
Methodological Guidelines on accounting peculiarities in the process of implementing public-private
partnerships with the aim to govern the accounting issues arising in the process of executing public-
private partnership contracts. However, these Guidelines failed to specify the peculiarities of VAT
accounting and mirroring by the entities engaged in one of the contractual forms (work /service
rendering, trust administration, civil society, lease, concession) of public-private partnership [3].

This Article aims to deal with tax and accounting issues when applying the value-added tax
under the conditions of carrying out public-private partnership contracts from theoretical, conceptual
and methodological viewpoints. Although the studied issue is wide, the Article will focus on
conceptual terms and basic theoretical information, as well as on the correlation of accounts
concerning the bookkeeping of VAT-related operations under the conditions of public-private
partnership. The tax legislation, in particular the VAT legislation, has been used as material sources
to write this Article. Relevant literature, monographs, research articles published in the Republic of
Moldova, Romania and the European Union (EU) have been also reviewed to this end.

The research has been conducted based on the provisions of the Law on Public-Private
Partnership No. 179/2008 [5], the Moldovan Tax Code No. 1163-XI1I of 24.04.1997 [1], the Law on
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Accounting and Financial Reporting No. 287 of 15.12.2017 [4], the Law on Customs Tariff, No.
1380-XI11 of 20.11.1997 [6], the Methodological Guidelines on accounting peculiarities in the
process of implementing public-private partnerships [3] and based on relevant specialty
bibliographical sources.

OUTCOMES AND DISCUSSIONS

The value-added tax (hereinafter referred to as VAT) is a state tax representing a form of
payment to the budget of a portion of the value of goods supplied and services rendered that are
subject to taxation on the territory of the Republic of Moldova, as well as a portion of the value of all
taxable goods and services imported into the Republic of Moldova [1].

In Romania, the Tax Code, art.265 defines VAT as an indirect tax owed to the State Budget
that is collected in compliance with the provisions of that Title [7].

Another VAT feature is that it is charged only in the country where the goods are consumed,
not where they are manufactured. In this vein, it is stated that all goods exported outside the country
boundaries are absolved of this tax, while the imported goods are subject to VAT levied in the
appropriate manner.

In light of the ratio of VAT revenues at the EU level, it has been stated that VAT is the most
important indirect tax, being framed in the general consumption taxes as a result of levying it on the
overall sales.

It should be noting that the European Commission granted the status of a candidate country
to the Republic of Moldova on 24 June 2022. Hence, in order to be in line with the EU standards in
the area of tax administration, the Republic of Moldova shall begin the approximation of its
legislation in compliance with the timetable set out by the Association Agreement, including the VAT
legal framework, with the EU legislation, namely with Council Directive 2006/112/EC of 28
November 2006 on the common system of value added tax (hereinafter referred to as Directive
2006/112/EC) [2].

Directive 2006/112/EC does not define the value-added tax, but sets out that the common
system of VAT should result in neutrality in competition [2].

The Tax Code of the RM stipulated differential VAT rates as follows [1]:

- Art.96 (a) sets a standard rate of 20% of taxable value of imported gods and services and

deliveries made on the territory of the Republic of Moldova,;

- Art.96 (b) sets reduced rates such as 8% for agricultural products, medicines, natural gas

and 12% in the HoReCa sector.

It is worth mentioning that throughout the emergency period (set out by the National
Extraordinary Public Health Commission through its Decision issued on 13 January 2022), the Tax
Service of the RM allowed to use a 6% VAT rate for the HoReCa sector [11].

At the European level, the Directive has fixed a minimum standard rate of 15%, whereas the
reduced rates are fixed as a percentage of the taxable amount, which may not be less than 5% [2].
The VAT standard rates applied by 27 EU Member States, as of 1 January 2022, fall within the range
of 17-27%, while in 15 Member States out of 27, the VAT standard rate falls within the range of 19%
and 21% (Table 1).
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Table 1. VAT standard/reduced rates applied by the EU Member States as of 01

January 2022
Standard Reduced Standard Reduced

Member State Rate Rate Member State Rate Rate
Austria 20 10/13 Ireland 23 9/13.5
Belgium 21 6/12 Italy 22 5/10
Bulgaria 20 9 Lithuania 21 5/9
Cyprus 19 5/9 Luxembourg 17 8
Czech Republic 21 10/15 Latvia 21 12/5
Germany 19 7 Malta 18 5/7
Denmark 25 - Netherlands 21 9
Estonia 20 9 Poland 23 5/8
Greece 24 6/13 Portugal 23 6/13
Spain 21 10 Romania 19 5/9
Finland 24 10/14 Sweden 25 6/12
France 20 5.5/10 Slovenia 22 5/9.5
Croatia 25 5/13 Slovakia 20 10
Hungary 27 5/18

Source: Developed by the Author on the basis of the data published by the European Commission [12]

Out of the data displayed in the Table above one can notice that Luxembourg charges the
lowest VAT rate, namely 17%. On the other hand, Hungary is the Member State levying the highest
VAT rate, i.e. 27%. The experience and example of EU Member States show wide variations of VAT
rates from one country to another.

Against this background, multiple issues may arise in the accounting practice in terms of
applying VAT in the activity of public-private partnerships implemented in the RM. This may be
explained by numerous amendments of the Moldovan Tax Code.

By the end of 2019, the tax legislation of the Republic of Moldova set out in the Tax Code
(Art. 101%) that partners in public-private partnership projects from the list of works and services of
national public interest proposed for public-private partnership that, as of 1 January 2018, made
(incurred) capital investments (expenses) intended for the implementation of public-private
partnerships, should have the right to claim VAT refund of the amount paid through the bank account
to make those capital investments (expenses) [1]. The right to claim VAT refund was granted
regardless of the timeframe of commissioning the facilities built with those capital investments
(expenses).

Likewise, Art. 103 (98) stipulated that the goods and services imported by the partners under
the public-private partnership projects should be subject to VAT exemption with no right to deduction
if such goods and services were mentioned in the list of works and services of national public interest
proposed for public-private partnerships, approved by the Government pursuant to Art.11 a) of Law
No. 179/2008 on Public-Private Partnership, and were intended solely to implement the public-private
partnership projects of national interest. The Government was supposed to define the way of using
the tax incentives in question [1].
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Practically, the provisions of national legislation applicable at that time established incentives
(avoid blocking the economic operators’ funds in VAT) in order to attract private investors in the
projects with the State.

Later on, as of 1 September 2019, the Tax Code of the RM was amended, and Articles 101*
and 103 (9%) were repealed by Law No. 115 of 15.08.2019 [8].

Therefore, any private partner engaged in public-private partnership projects could no longer
enjoy VAT refund on capital investments nor benefit from VAT exemptions without the right to
deduction for the imported goods and services. Since that date, general provisions on VAT refund for
capital investments as per Art. 101* [1] shall apply.

As regards the accounting of VAT, the general chart of accounts used in the Republic of
Moldova provides for the following sub-accounts [9]:

2252 “VAT Receivables”

5344 “VAT Liabilities”

Sub-account 2252 is an Asset Sub-account and is used to keep records on VAT receivables.
The VAT advance payment shall be mirrored in the Sub-account Debit, as well as the difference
between the booked and the calculated amount. The Sub-account Credit shows the amounts booked
to extinguish the tax liability, as well as the overpaid amounts or those refunded from the budget.

Sub-account 5344 is a Liability Sub-account and is used to keep records on VAT liabilities to
the budget. The Credit part of this Sub-account mirrors the occurrence of or increases in VAT
liabilities towards the budget, while the Debit shows the extinction of liabilities or their book-entry.

Hence, in light of accounting records, applying VAT on operations specific for public-private
partnership shall be done as follows:

- Dt 2345 “Receivables related to public-private partnership”

Ct 5344 “VAT Liabilities” — for the VAT amount recognised as a liability towards the
budget;

- Dt 5344 “VAT Liabilities”

Ct 241 “Cash”, 242 “Current accounts in national currency” — for the VAT amount
to be paid from the budget;

- Dt 5344 “VAT Liabilities”

Ct 123 “Fixed assets” — for the VAT amount to be booked, which was paid for the
value of the imported fixed asset;

- Dt 5344 “VAT Liabilities”

Ct 521 “Current trade liabilities”, 522 “Current liabilities towards the affiliated
parties” — for the VAT amount booked upon the purchase of goods (services) from other
Moldovan resident undertakings;

- Dt 2252 “VAT Receivables™

Ct 5344 “VAT Liabilities” — for the VAT amount related to the difference between the
booked and the calculated amounts (the accounting formula is prepared at the end of the
reporting period).

CONCLUSIONS

On 1 September 2019, the Tax Code of the RM was amended to repeal Art. 101* and Art.
103 (98) by Law No. 115 of 15.08.2019.
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On 24 June 2022 the Republic of Moldova was granted, by the European Commission, the
status of an EU candidate country. Therefore, the RM is expected to approximate its relevant
legislation with Council Directive 2006/112/EC of 28 November 2006 on the common system of value
added tax.

The Methodological Guidelines on accounting peculiarities in the process of implementing
public-private partnerships shall be amended and tailored in compliance with the new provisions of
the Moldovan Tax Code as well as of other legal acts in effect.

Hence, in terms of the above, we consider the range of VAT-related operations, especially
when it comes to public-private partnerships, to be rather complex and difficult to overcome, keeping
in mind the constantly evolving tax legislation. As the legislative process progresses towards more
complex and diversified ranges, imposing new tax regulations in our country, it would trigger the
occurrence of new situations concerning the VAT wide spectre of issues, thus offering new research
opportunities.
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FINANCING THE DIGITIZATION OF EDUCATION IN THE REPUBLIC
OF MOLDOVA: THE EDUCATION 2030 STRATEGY AND THE
OPPORTUNITIES OF BLOCKCHAIN TECHNOLOGY

ANDRONIC ADRIAN 20

Abstract: The financial support for implementing technology and innovating the education process is becoming
increasingly relevant and changing its content. New, complex financing mechanisms are emerging. In the context of the
growing costs of education activities, when state budgets are cut, a mix of emerging financing methods in the field under
consideration acquire a key role. Currently, there are several obstacles to the digitization of education: the agglomeration
of the education sector with fragmented ICT solutions, a fact that prevents the implementation of unitary digital supports
intended for computer-assisted training and, informational educational management; the inefficient learning and
educational management and the lousy use of material and financial resources intended for the digitization of the
education sector; the low capacity of the education sector to return to normality after a possible pandemic or other crises;
the slow expansion of lifelong learning, especially in the development of distance learning.

In this paper, we aim to evaluate the financing digitization of education in the Republic of Moldova, from the perspective
of past actions, the plans included in the Education 2030 Strategy, and the opportunities offered by the blockchain. We
used online research, literature review, and interviews with implementers and experts in education and education
technology. We concluded that the digitalization of education in the Republic of Moldova is possible with significant
financial investments not only from the state, but also from other stakeholders, which predetermines the development of
new approaches and tools included in the financial mechanism of the education system.

Key words: education, financing, digitization, blockchain, Moldova.

JEL CLASSIFICATION: 122, 125, O33.

INTRODUCTION
The adaptation of the education and training system to technological evolution is a complex

process, necessary for the preparation and improvement of human resources and an essential element
of the development, modernization and innovation of society (Jobirovich, 2021; Wells & Claxton,
2002). The use of new digital technologies is the direct way to make school more attractive for
students, more adapted to their needs and lifestyles, more effective in developing skills, generating
lifelong education (Ronzhina, Kondyurina, VVoronina, Igishev, & Loginova, 2021).

Currently, the impact of digital transformation on society and the labor market, as well as on
education and training systems, is increasingly evident. From this perspective, the digital
transformation in education is driven by advances in connectivity, the widespread use of digital
devices and applications, the need for individual flexibility and the acute demand for digital skills
(Van Laar, Van Deursen, Van Dijk, & De Haan, 2017).

The pandemic has reconfigured educational practices from "face-to-face” interaction to the
online environment, an aspect that has generated a series of reflections that have put into focus the
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fact that teaching, learning and emerging technology can must be considered holistically the future
of digital education (Onyema et al., 2020).

Despite the fact that Moldova has a developed digital infrastructure (the degree of coverage
of the country's territory with 4G - 98%), well-placed e-Gov services, ICT sector with an accelerated
development (7% contribution to the GDP), the COVID-19 pandemic highlighted the need to
accelerate the digital transformation in the Republic of Moldova (Botezatu, 2021).

In this paper, we aim to evaluate the financing digitization of education in the Republic of
Moldova, from the perspective of past actions, the plans included in the Development Strategy
“Education 2030, and the opportunities offered by the blockchain. We used online research,
literature review, and interviews with implementers and experts in education and education
technology.

After a short introduction, in Section 2 we describe general context of education in the
Republic of Moldova and the existing issues. In Section 3 we go through the digitization of education
in Moldova and implemented projects. We present and analyze the education expenditure and planned
actions and budget for de digitization of education in Moldova in Section 4. We discuss the
blockchain-related opportunities for education in the Republic of Moldova in section 5. Finally, we
summarize the findings and implications in Section 6.

1. The general context of education in the Republic of Moldova

Although in the last two decades the economy of the Republic of Moldova has evolved: from
2010 to 2019 the average annual GDP growth rate was about 4.5%; GDP per capita at purchasing
power parity, in constant prices, increased from 2,813 USD in 2000 to about 6,725 USD in 2019,
compared to the countries of Central and Eastern Europe, it still remained at the lower level (National
Bureau of Statistics of the Republic of Moldova, 2022b).

In this context, the role of the education sector as a determining factor of the sustainable
socioeconomic development of the country will increase, which implies the need for a systemic
approach to educational policies.

In recent years, the natural increase of the population in the Republic of Moldova is negative,
especially in the rural areas. According to National Bureau of Statistics data, in 2014 the number of
the population with usual residence was 2.869 million inhabitants, and at the moment it is 2.640
million (National Bureau of Statistics of the Republic of Moldova, 2022d). The demographic decline
is caused by the decrease in the birth rate, the high level of mortality, and the massive emigration of
the population.

In recent years, external migration had an obvious dynamic, registering at the end of 2014,
271,611 thousand, and at the end of 2016 — 300,916 thousand citizens. According to official estimates,
in 2021 approximately 352 thousand people over the age of 15 were working abroad (National Bureau
of Statistics of the Republic of Moldova, 2022d). At the same time, according to the estimates of the
International Organization for Migration, in 2019, the number of Moldovan migrants reached 1
million people (Government of the Republic of Moldova, 2020).

At the same time, according to reports of the United Nations Population Fund, by 2035 the
country's population could decrease to two million, of which every third person would be over 60
years old (United Nations Population Fund, 2022).

Migration, accompanied by changes in the fertility rate and family composition, led to the
considerable decrease of the school population (National Bureau of Statistics of the Republic of
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Moldova, 2022c), the disappearance of some small schools, which became the rule, to the education
of students in incomplete families, to the phenomenon of school dropouts and, consequently, to a low
level of education quality.

The COVID-19 pandemic has considerably worsened the state of health of the population,
including the state of psychological health. Although in the last 20 years the health status of the
population of the Republic of Moldova has registered certain improvements, life expectancy has
increased in a comparative aspect 1996-2021: from 63 to 66.8 years for men and from 69 to 75.1
years for women (Government of the Republic of Moldova, 2020), however, at this chapter the
Republic of Moldova is placed below the regional standards.

The spectrum of health problems faced by adolescents and young adults is very diverse. Such
phenomena as smoking and excessive consumption of alcoholic beverages, the high rate of HIV
infection among young people and pregnancy among teenage girls, poor psycho-emotional health,
diseases, the epidemiological situation generated by COVID-19 strongly affect the functionality of
the education system and its development prospects (Ministry of Education and Research of the
Republic of Moldova, 2022).

The family and the educational institution are determining factors of children's education.
According to recent data, over a third of teenagers have at least one parent working abroad and about
10% of teens have both parents working abroad. In this context, the state's attention to the family as
a primary factor in children's education must be one of the priority perspectives of social policies.
The educational system must offer all children the same opportunities for learning and development
regardless of their family and socioeconomic background.

Since the economy and primarily the agricultural sector is extremely vulnerable to climate
change: drought, heavy rains, hail, insufficient drinking water, etc., there is an urgent need for
resilience education.

2. Digitization of education in the Republic of Moldova

The education system faces the problem of inefficient application of ICT in education and of
ensuring the education process with educational software (Government of Moldova, 2021).

Due to poor access to the Internet, insufficient financial means allocated for the
computerization of the education sector and, sometimes, their improper use, the availability of ICT
means in educational institutions remains to be low, a fact that creates difficulties for the
implementation of computer-assisted training and educational management computerized, including
if, compared to a statistical average, one computer returns to 9 students (National Bureau of Statistics
of the Republic of Moldova, 2022a).

The lack of a functional management in the digitalization of education process is attested: the
procurement of digital equipment, without including appropriate software, including system software;
use of unlicensed software; reduced practice of subscribing to system software, to general application
software, but also to educational software developed by specialized companies and publishing houses
(Ministry of Education and Research of the Republic of Moldova, 2022).

During the last few years, several actions have been undertaken with the aim of "digital
literacy” of teaching staff and pupils/students, which allows the use of equipment, computer
programs, computer networks, digital communication infrastructure, etc.

The degree of capitalization of digital skills in the teaching-learning-evaluation process
remains a problem, but also the insufficient ability to effectively use the latest generations of
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interactive multimedia educational software. Surveys reveal that about 79% of teachers believe that
the use of the means provided by information and communication technology contributes to a large
and medium extent to increasing the level of development of students' skills and that about 70% of
them highlight the importance of ICT for improving learning results (Ministry of Education and
Research of the Republic of Moldova, 2022). At the same time, about 40% of pedagogues show a
reserved attitude towards the impact of information technologies, which signals significant delays in
the digitization of education.

A series of initiatives already support the integration of digital tools at all levels of the
education system in Moldova: Tekwill in every school (Tekwill, 2022), Clasa Viitorului (Clasa
Viitorului, 2022), the National Digital Literacy Program of teaching staff (Ministry of Education and
Research, 2022b), as well as the online education platforms studii.md and invat.online, etc.

Although 18 higher education institutions offer studies in the field of IT, there is a shortage of
personnel in this field (Tekwill, 2020), partly explained by the exodus of young people. Another
imbalance noted is the poor representation of girls and women in the sector: only 4.6% of girls choose
to study in STEM fields (science, technology, engineering and mathematics) and only 19% of digital
employees are women. Programs such as GirlsGolT aspire to encourage and help girls get involved
in IT activities. Taking measures that would ensure a balance in gender equality in all schooling
programs is imperative (Ministry of Education and Research of the Republic of Moldova, 2022).

3. Education expenditure in the Republic of Moldova

In the period 2016-2021, the share of public expenditure on education in GDP increased from
5.3% to 6.1%, and decreased to 5.5% in 2021. At the same time, the share of public expenditure on
education in the total of National Public Budget expenditures experienced fluctuating developments
for the same period: after an increase from 17.7% recorded in 2016 to 18.4% in 2021, the value of
this indicator, under the impact of the COVID-19 pandemic, decreased to 16.6% in 2021 (Ministry
of Education and Research of the Republic of Moldova, 2022). The increase in the share of public
expenditure on education in GDP, compared to the decrease in their share in total national public
budget expenditure, is explained by the much more pronounced reduction of GDP, compared with
the reduction of the National Public Budget expenses over the same time interval.

Although in absolute terms the public expenditures related to education have grown constantly
(from 8.558 million MDL in 2016 to 13.398 million MDL in 2021), however, the investments made
in recent years have not been able to cover the needs of a sector that aims to train the competitive
labor force in the context of the global economy (Ministry of Education and Research of the Republic
of Moldova, 2022).

In the structure of public expenditures for education, in 2020 the highest share was held by
secondary education: 5917 million MDL or 49%, followed by early education and primary education:
3590 million MDL or 30%, professional technical education: 1052 million MDL or 9%, higher
education: 1,073 million MDL or 8% (Ministry of Education and Research of the Republic of
Moldova, 2022).

One of the sensitive challenges with a strong financial impact is the inefficient use of the
project capacities of educational institutions as a result of the decrease in the number of
pupils/students. Consequently, the constant increase in funding from the state, accompanied by the
decrease in the number of pupils/students, frequently causes an exaggerated increase in unit costs,
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without a corresponding improvement in the quality of the educational process (Ministry of
Education, 2019).

Investments in education, which do not ensure a high level of quality and functionality of the
education system, will not ensure the sustainable development of the economy or society in general,
being one of the main vulnerabilities. Without an adequate salary, the attractiveness of the teaching
profession will remain low, regardless of the quality of professional training (National Trade Union
Confederation of Moldova, 2022).

a. Planned expenses for de digitization of education in the Republic of Moldova
The Development Strategy “Education 2030 aims to improve the functionality and quality
of the educational system through the effective implementation of digital technologies to ensure the
quality and sustainability of education (Ministry of Education and Research of the Republic of
Moldova, 2022). Out of the 84,3 million USD planned expenses for 2022-2026, 7,9 million USD (see
Table 1.) must come from the development partners of the Republic of Moldova, namely the
European Union, European Bank for Reconstruction and Development (EBRD), European
Investment Bank (EIB), Council of Europe Development Bank (CEB), Central European Initiative
(CEI), United Nations, German International Cooperation Agency (G1Z), the United States Agency
for International Development (USAID), the Swedish Agency for International Cooperation and
Development (SIDA), the Development Agency of the Czech Republic, the Austrian Development
Agency (ADA), the Swiss Agency for Cooperation and Development (SDC), UNDP Moldova, and
others (Ministry of Education and Research, 2022a; Ministry of Education and Research of the
Republic of Moldova, 2022).
Table 1. Planned expenses for de digitization of education in the Republic of Moldova,
thousands USD?*

National | Other
Type 2022 2023 2024 2025 | 2026 | Public | Sources
Budget

Equipping at least 80%
of educational units with
equipment, software and

other information and
communication 1145,71 | 1807,68 | 39108,92 | 39108,92 | 0,00 | 81171,23 | 1440,34
technologies, according
to national equipment
standards for each level
of education and type of
unit.

Ensuring the initial and

continuous training of

100% of employees in

the education sector
regarding the 1622,51 | 0,00 266,73 0,00 0,00 | 1889,24 | 5248,85
development of digital
skills and the
implementation of

21 Average USD/MDL exchange course for 2022: 1 USD = 18,7456 MDL.
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education
computerization
standards.

Developing the
institutional capacity of
95% of educational
institutions in the
creation, use and
evaluation of digital
learning tools.

391,47

391,47

391,47

35,57

8,89

1218,86

1249,93

Development and
implementation of higher
education programs with

distance learning.

2,55

2,55

2,55

2,55

2,55

12,75

0,00

Total 3162,24

2201,70

39769,67

39147,04

11,44

84292,07

7939,11

Source: Ministry of Education, Development Strategy “Education 2030’ (Ministry of Education and Research of the

Republic of Moldova, 2022).

The implementation costs include current and administrative expenses, non-financial assets
related to educational institutions, the cost of actions, such as organizing events, training, national
and international evaluations, carrying out research and studies, etc.

Table 2. List of activities and the required amount of financing from other sources, included in the
Development Strategy “Education 2030, thousands USD

Thousands

Project uUsD
Development of the management information system in higher education 1440,34
Elaboration of the Methodology for the certification of the digital skills of 26,67
teachers and managers
Certification of teachers' digital skills 4638,93
Certification of the digital skills of management staff 631,25
Updating/developing the Distance Learning Methodology, based on the 22,95
quantitative and qualitative results of recent studies/research and the need to
resize the competence to learn to learn in online conditions; "Quality online
education for every child"; "Education never stops."
Implementation of a unified e-admission system in order to make this process 1226,95
more efficient in higher education

Source: Ministry of Education, Development Strategy “Education 2030” (Ministry of Education and Research of the

Republic of Moldova, 2022).

The strategy also provides objectives that cannot be achieved without the identification of
additional funding sources. The financing of the uncovered expenses will be assumed at each stage
of budget planning, depending on the framework of available resources. Part of the uncovered
expenses will be able to be financed by mobilizing additional external assistance (Affairs &

Communications, 2014).
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4. Blockchain-related opportunities for education in the Republic of Moldova

As the world grows increasingly digitally advanced, the education industry is positioned for
disruption (Lubis, 2019). The EdTech industry is benefiting students and teachers for over two
decades, accelerating the modernization of education (Weller, 2018). The emerging technologies like
blockchain can now significantly speed up the process and significantly influence teaching and
learning. The Artificial Intelligence (Al), machine learning (ML) and the distributed ledger of
blockchain are gradually replacing the textbooks (Shah, Patel, Adesara, Hingu, & Shah, 2021).

Smart contracts, often used on blockchain, can help educators in developing courses on a
blockchain (Palma, Vigil, Pereira, & Martina, 2019). After satisfying the necessary prerequisites, the
course is automatically taught and can proceed at its own pace. The teachers and students can sign a
smart contract, containing the limitations of a certain assignment, the due date and the grading deadline.

The immutable ledger technology of the blockchain creates a chronological record of current
events that can be used for tracking student attendance, showing a comprehensive report card,
displaying student transcripts and notifying students, parents and other stakeholders of their progress
(Bhaskar, Tiwari, & Joshi, 2020). Students can turn in assignments using blockchain without the fear
of misplacement. They can receive their certificates, degrees and diplomas digitally, in a hassle free
and organized manner (Castro & Au-Yong-Oliveira, 2021).

The most significant use cases for blockchain are crypto and tokenization. The educators can
motivate their students when they perform well or complete a major by rewarding them with
cryptocurrencies. Students can be incentivized by their academic institutions to replay their student
debts on time. The teaching-learning process can be changed for good by the gamification component
of tokenization’s teaching methodology (Manini, 2019).

The student tuition payment is a process that involves students, parents, banks, foundations,
government agencies, lenders and many university departments. The blockchain can streamline this
process, lowering the expenditures and even the tuition rates (Mihus, 2020).

The blockchain technology can provide universal access to open educational resources and
can support lifelong learning. The affordable and secured sharing of these resources is enabled by the
blockchain. Moreover, the students from all over the world can take courses and pass examinations
and be assessed by the educators through the blockchain (Liang & Zhao, 2020).

The Moldovan government can exploit blockchain technology to finance a part of the
education process, to empower educators to motivate learners during classroom hours and after
school, to allow every student from all over the country to join, contribute and learn.

Given the existing gaps in the Moldovan education, described in the previous paragraphs, the
new education platform based on blockchain can provide a gamified learning engine, merit-based
incentives for educators (thought token economics), direct teacher interaction, and an immutable
proof of records for future employers. The platform can also include 3rd party integration: premium
content, employers, advertisers and sponsors using blockchain infrastructure.

From the list of activities and the required amount of financing from other sources, included
in the Development Strategy “Education 2030 (see Table 2), five can be funded and implemented
with the use of blockchain technology. As a result, they students will get paid tokens to learn, will
benefit from engaging learning sessions, will have a credible and personalized record of achievement
and will get social feedback from teachers and other students. The teachers will get paid tokens to
teach through their personalized credible track record and can gain popularity and recognition. They
can also get tokens for pro-bono work with the students. The educational system will be properly
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managed at all levels and the corruption will disappear in time. The employers will have the chance
to access the candidate’s track records and achievements. They will be able to follow the
achievements of potential candidates and build specialized training programs for them. The selected
advertisers can create brand recognition or implement social campaigns. The sponsors can support
financially individual talents or courses for students.

CONCLUSION

This paper is the first that examines the financing of digitization of education in the Republic
of Moldova, from the perspective of past actions, the plans included in the Development Strategy
“Education 20307, and the opportunities offered by the blockchain.

The sustainable growth of the economy and the well-being of the Moldovan people must be
ensured by a coherent national education system, in which all institutions and organizations, as well
as the whole society (family, community, professional groups, mass media), will support the process
of training and personality development in various contexts, throughout life.

Improving the functionality and quality of the educational system is possible through the
effective implementation of digital technologies to ensure the quality and sustainability of education.
The digitalization of education in the Republic of Moldova is possible with significant financial
investments not only from the state, but also from other stakeholders, which predetermines the
development of new approaches (using blockchain and Al) and tools included in the financial
mechanism of the education system.

The limitations of this study represent viable directions for future research. A comparative
analysis between Republic of Moldova and other European countries can determine if the blockchain
technology is relevant in European context. This paper sets the stage for further research of the
implementation of the blockchain technology in education in the Republic Moldova.
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THE ROLE AND INTEGRITY OF SUBJECTS IN THE PUBLIC
PROCUREMENT SYSTEM IN THE PREVENTION OF CORRUPTION

GALAMAGA DORINA %

Abstract: The field of public procurement is one of the most vulnerable to corruption, and ensuring the integrity of
subjects involved in public procurement constitutes a current approach to corruption prevention and research.
Strengthening the integrity of public procurement subjects is an essential measure to prevent corruption, because public
procurement is one of the key areas in which the public sector and the private sector interact financially. However, this
interaction is based on public money, which attracts the corrupt subjects to illegal activities, due to the position they hold,
they take advantage of public funds in personal interest or of a group at the expense of the general interest.

Specifically, this paper researches the general conceptions of public procurement and integrity, the national normative
framework regarding integrity in public procurement, identifies and analyzes the categories of subjects, their role, the
causes and consequences of non-compliance with integrity in the public procurement system.

In conclusion, it is deduced that the lack of integrity of subjects in the public procurement system generates not only
deficient policies, norms and procedures, but endangers public respect for the government, erodes the rule of law, distorts
the economy of a country and seriously affects the fundamental rights of citizens.

Key words: public procurement, the integrity of the subjects, prevention of corruption, corruption risks.

JEL CLASSIFICATION: D73

INTRODUCTION

The challenges addressed and the importance of the issue analyzed lies in the fact that public
procurement is one of the means of evading public funds. Fraud is only done by unscrupulous and
unprofessional actors. Although, public integrity, including in the public procurement system, must
be a principle and an essential condition in order to ensure good governance, the non-compliance
with this principle generates manifestations of corruption in the public procurement system. It is noted
that the antonym of ,,integrity” is ,,corruption”, which is supported by corrupt subjects and tempted
by various illegal schemes, flawed norms and manifestations of corruption to harm public funds for
personal or group interest.

The purpose of the paper is to study the subjects of public procurement, as well as the
consequences in case of failure to ensure integrity when performing their duties. To achieve this goal,
the following tasks were established: 1) analyzing scientific opinions in the field of integrity in public
procurement; 2) evaluation of the national regulatory framework regarding public procurement and
integrity; 3) classification of subjects in the public procurement system through the lens of role and
ensuring integrity.
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The paper refers to the need to ensure integrity in public procurement by all actors directly or
indirectly involved in the public procurement process by evaluating the national regulatory
framework and improving measures to prevent corruption in public procurement.

Research methodology. The study is based on a careful analysis by enumerating all the subjects
that are part of the public procurement system, including the importance and role of each in the public
procurement system in the context of the evolution of the scientific thought and practice of public
procurement. The scientific literature expresses few opinions regarding integrity in public
procurement, thus finding limited research in the field of professional or institutional integrity in
public procurement. The identification of specialized literature was mostly carried out by exploring
data sources and documents in the Google Scholar and Academia.edu search engine, using the
keywords ,,integrity” and ,,public procurement” in the query. Also, the provisions of the Integrity
Law, no. 82/2017 [14] and the Law on Public Procurement, no. 131/2015, were analyzed as part of
the investigation. [12] The main research methods were: analysis, scientific knowledge, deduction,
synthesis and generalization.

GENERAL CONCEPTS OF PUBLIC PROCUREMENT AND INTEGRITY

The public procurement system is an important instrument of the state. According to the authors
Florescu D. and Coman L. ,,The public procurement system represents a part of the competitive
commercial reality in Romanian society”. [7, page 11] In the opinion of other authors (Orlov M and
Busmachiu E.), the public procurement system represents all the rules and actions related to spending
public money in order to satisfy a public interest.” [17, page 16] In this context, we support the
opinion of the authors, noting that this instrument aims at the legal, transparent, fair, non-
discriminatory and efficient use of public money.

Referring initially to the notion of ,,public procurement”, several doctrinal opinions stand out.
The notion rendered by Dumitru L, it is mentioned that ,,public procurement” signifies, in a broad
sense, that regulated field of activity within which public authorities and organizations financed in
whole or in part from the public budget have the opportunity to acquire goods, services, works or
combinations thereof. [6, page 15]

According to the author Nica E. ,,the process of obtaining products, services or works by an
entity, hereinafter referred to as the contracting authority, in accordance with the legislation in force
is called public procurement”. The same author believes that ,,public procurement includes any
activity that has a purpose and is meant to respond to a need, a requirement in the public sector and
that involves spending public money from the state budget.” [16, page 61]

In the opinion of other authors (Florescu D. and Coman L.), ,,the field of activity of public
procurement is the supply of goods, works and services by entities that offer sums of money from
national, European or national and European public funds in return”. [7, page 11]

Therefore, the authors Alexe I. and Sandru D.-M., reveal that the field of public procurement is
very important and allows both the transformation and development of society and its functioning
mechanisms, as well as the efficient use of public funds, as well as transparency and maintenance
markets open to free competition throughout the European Union. [1, page 9]

The OECD points out in the Principles for Integrity in Public Procurement that ,,poor
governance in public procurement blocks competition in the market and increases the price paid by
an administration for goods and services, which has a direct impact on public expenditure and
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therefore on resources taxpayers. The financial interests involved and the close interaction between
the public and private sectors make public procurement an area of major risk. [...]”. [18]

In our opinion, a generic definition of public procurement is the procurement from public
money according to the rigors established by law, by a public person defined as a contracting
authority, of some products, works or services, by awarding a public procurement contract.

It is concluded, the basic component in public procurement is public money, which determines
that the entire public procurement system is vulnerable to corruption. Thus, taking into account that
in the management of public money within a public authority, several subjects are involved, and in
case of non-compliance with measures to ensure integrity, there is a high probability of the
materialization of the risks of fraud and corruption.

In another vein, it is highlighted that in public procurement the term ,,corruption” is more often
used than the term ,,integrity”, this also results from the multitude of researches in this field. The term
»integrity” is used as an antonym for corruption. However, integrity does not only mean the absence
of corruption, but implies the improvement of communication and transparency of the public
decision-making process, in order not to create the suspicion that the private interest takes precedence
over the public interest. [20, page 8]

In another order of ideas, public integrity presupposes the cumulative fulfillment of three
conditions:

- the incorruptibility of the decision regardless of its beneficiary;
- compliance with the principles of transparency and competitiveness;
- good administration in the sense of economy, effectiveness and efficiency. [10, page 9]

For a clear understanding of the approaches related to both ,,fighting corruption” and ,,ensuring
public integrity”, the following points are stated. By the phrase ,,the fight against corruption” is
understood the punitive nature of sanctioning (contraventional or criminal) manifestations of
corruption that were admitted in the past. But, ,,integrity assurance” implies the identification and
analysis of corruption risks and the factors that generate them in order to improve the activity in the
future within an institution or system. Thus, it is noted that these approaches have opposite
connotations, one negative for actions consumed and the other positive for future actions, but they
pursue the same ultimate goal of ,,fighting corruption”, because even if ensuring integrity is a means
of preventing corruption, in the case of non-respect of integrity in the public procurement process,
anti-corruption methods are applied.

In this research, a positive approach is chosen in order to strengthen the professional integrity
of the subjects in the public procurement system, to identify and analyze the individual and
institutional risk factors specific to the public procurement system in our country, offering
recommendations to eradicate or reduce the risks of fraud and corruption.

NATIONAL LEGAL REGULATION REGARDING INTEGRITY AND PUBLIC
PROCUREMENT

In the Republic of Moldova, the legal definition of the concept of ,,public procurement” has
been evaluated during several stages, depending on the adoption of the primary framework in this
field. Thus, from the chronological and evolutionary analysis of the legal definition of ,,public
procurement”, 4 cycles of improvement of the public procurement system in the Republic of Moldova
are determined.
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| stage - (1997) the first regulation in the field of public procurement is established by the Law
on the purchase of goods, works and services for the needs of the state, no. 1166/30.04.97, which
states that: ,,public procurement represents the procurement of goods, works and services for the
needs of the state with public money in any way not prohibited by law”;

I stage — (2007) the Law on public procurement, no. 96/13.04.2007, is adopted, which defines
that ,,public procurement is procurement of goods, execution of works or provision of services for the
needs of one or several contracting authorities”;

111 stage - (2015) through the adoption of the Law on public procurement, no. 131/2015, the
same wording is maintained, in general terms ,,public procurement - procurement of goods, execution
of works or provision of services for the needs of one or more contracting authorities”;

IV stage - (2018) by the Law amending Law no. 131/2015 on public procurement, no. 169 of
26.07.2018, is defined in a new wording as ,,public procurement - the procurement, through a public
procurement contract, of goods, works or services by one or more contracting authorities from the
economic operators selected by them, regardless of whether the goods, works or services are intended
for a public purpose or not”.

Thus, it is concluded that the public procurement system in Republic of Moldova is a system
regulated by Law no. 131/2015 on public procurement, the primary legislative act that represents the
transposition into national law of European Directives 2014/24/CE and 89/665/CCE. At the same
time, we note that the primary national normative framework in is harmonized with the community
acquis, in accordance with the commitments that the Republic of Moldova has and assumed towards
the European Union with the ratification of the Association Agreement between Republic of
Moldova, on the one hand, and European Union, and European Atomic Energy Community and their
member states, on the other hand, by Law nr. 112 of July 2, 2014. According to art. 273, paragraph
(1) of the mentioned Agreement, the Republic of Moldova committed to ensure that its current and
future legislation in the field of public procurement will progressively become compatible with the
acquis of the European Union in the field of public procurement.

In this sense, it is noted that, although the national legislation is harmonized with the best
European practices, corruption in our country perpetuates, including in public procurement.
According to the Corruption Perception Index made by Transparency International, for the year 2021,
the Republic of Moldova registered a CPI score of 36 points, ranking 105 out of 180 countries (for
comparison, in 2020, Moldova, with a score of 34 points, was ranked 115 out of 180 countries).
Although the Republic of Moldova surpassed 10 countries in the ranking of the Corruption Perception
Index during the past year, it continues to be in the list of countries with a high level of corruption.

Therefore, analyzing the primary normative framework in public procurement, rules are
established to ensure the implementation of anti-corruption and integrity policies in the event of
manifestations of corruption in public procurement, such as:

- exclusion by the contracting authority from the public procurement contract award procedure
of any tenderer or candidate of whom it is aware that, in the last 5 years, it has been convicted,
by the final decision of a court, for participating in the activities of an organization or criminal
groups, for corruption, fraud and/or money laundering (art. 18);

- rejection by the contracting authority of the offer in case it finds that the economic operator
who presented it proposes or consents to propose, directly or indirectly, any person with a
position of responsibility or any employee of the contracting authority a favor in any form, a
employment offer or any other service as a reward for certain actions, decisions or the
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application of a public procurement procedure to his advantage. (4) Public procurement
contracts obtained through corruption, confirmed by the final decision of the court, are null
and void. (art. 40);

- non-acceptance of the offer by the contracting authority in the event that acts of corruption
were found to have been committed (art. 65);

- the contracting authority will cancel the public procurement procedure if an act of corruption
has been committed, confirmed by the final decision of the court (art. 67);

- rules for avoiding conflict of interests (art. 74). [12]

Analyzing the recorded norms, some deficiencies are deduced:

- the public entity responsible for detecting the act of corruption is uncertain, the contracting
authority/procurement working group is not authorized to detect such crimes, only the court
has this right;

- it is not clear when the corruption acts were detected, in the case of other procurement
procedures or during the examination of the offers submitted to the ongoing procedure. In this
last case, the time/period of the detection of the act of corruption in the course of a public
procurement procedure is ambiguous, because the investigation and detection of acts of
corruption can last for years, and the contracting authority cannot suspend the development
of the procurement procedure public;

- the use of the phrase ,,acts of corruption” is incomplete, because the lack of integrity in the
public and private sectors leads to the commission of illegalities not only of acts of corruption,
but also of acts related to acts of corruption and corruptible acts. [21] Thus, it is established
that the deficiencies of the normative framework can generate duties that admit derogations
and abusive interpretations, which can admit risks of corruption, such as: influence peddling,
abuse of office, embezzlement of funds, exceeding of duties, favoritism and conflict of
interests.

SUBJECTS OF THE PUBLIC PROCUREMENT SYSTEM

Through the phrase ,,integrity in public procurement” means the integrity of the people and
public authorities involved in public procurement, as well as the integrity of the public procurement
process. It is mentioned that these three components are interdependent, and the subject — the
natural/legal person is the key element in ensuring the integrity and efficiency of public procurement.

In the specialized literature, there are several classifications of the subjects of the public
procurement system, such as: the authors Dumitru A.P. Florescu and Coman L., reveal that the
components of the public procurement system are: 1) the regulatory authority; 2) contracting authorities;
3) economic operators; 4) system supervisors; 5) financial auditors of the system. [7, page 11]

The authors Orlov M. and Busmachiu E. mention the components of the public procurement
system, such as: 1) regulatory authority; 2) contracting authorities; 3) economic operators; 4) system
supervisors. Furthermore, these authors classify and describe the duties and responsibilities of the
institutions of the public procurement system, which include: 1) the Ministry of Finance through the
Public Procurement Agency, and the Directorate of National Economy Finances, Capital
Expenditures and Public Procurement; 2) Financial Control and Review Service; 3) Book of
Accounts; 4) State Treasury.

Although the risks of corruption in public procurement can manifest themselves at different
stages of public procurement, starting with the initiation of the procurement procedure and up to the
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awarding of the public procurement contract, corruption risks can also be admitted at the
establishment of the normative framework, as well as in the monitoring process and control of public
procurement.

In this context, the author classified the subjects of the public procurement system through
the lens of their roles, including through the lens of ensuring integrity in public procurement,
presenting them schematically in Table 1.

Table.1 Subjects of the public procurement system in Republic of Moldova
Categories Subjects
1.  Regulatory authorities - Parliament
- The Government
- The Ministry of Finance
2. Participants in the public Principals:
procurement process - Contracting authorities (working group)
- Economic operators
Facultative:
- Service providers;
- Certified specialists in public procurement
- Recruited specialists and experts

3. Supervisors of the public - The Ministry of Finance
procurement system - The Public Procurement Agency
- The National Agency for the Resolution of
Appeals
4.  Subjects of monitoring and - Financial Inspection
control of public procurement - State Treasury
and public integrity - Court of Auditors

- National Integrity Authority
- National Anticorruption Center
- Ministry of Internal Affairs (Internal Protection
Service)
- Anticorruption Prosecutor's Office
- Non-governmental organizations
Source: Prepared by the author

The role of regulatory authorities — Parliament, the Government and the Ministry of Finance
are public authorities that have the role of developing and adopting/approving the regulatory
framework in the field of public procurement. We consider that the role of these authorities is a
primary one, because they are the ,,architects” of the public procurement system in our country, and
the applicability and consistency of the rules is the fundamental criterion in the efficient running of
public procurement procedures. Through the elaboration and adoption of policies and normative acts
in this field, it can be deduced about the quality, integrity and interest pursued by the politician who
promotes reforms in this system.

Another aspect is highlighted in the case of the ,,inaction” of the regulatory authorities, i.e.
the lack of exercise of the powers established by the normative acts. The lack of establishment of
regulations by the subjects responsible for promoting and approving the rules that would eliminate
legal impediments and loopholes in public procurement. For example: Lack of approval of the
normative act on procurement service providers. In this sense, it is mentioned that according to Art.
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Il of Law nr.169/2018, the Government, within 6 months from the date of publication of this law
(published in the Official Gazette of the Republic of Moldova on 24.08.2018), should ensure the
development and the approval of the normative acts provided by this law. Thus, it is established that
this normative act has not been approved until now, a fact that generates suspicions regarding the
necessity, relevance and interest for this category of subjects attributed to the public procurement
system in our country.

Therefore, it is determined that the insufficient, inconsistent, lacunae, ambiguous and/or
discretionary regulations of the regulatory framework are the external risk factors that generate
corruption risks in the public procurement system. We believe that external risk factors are some of
the most essential factors that contribute to distorting the public procurement process. In order to
reduce and eliminate the corruption risks generated by these factors, it is necessary to identify,
describe and thoroughly analyze the regulatory framework in the field of public procurement and
come up with timely regulations to make the national public procurement system more efficient. The
author analyzed in more detail external risk factors and corruption risks in public procurement. [8] It
is concluded that in order to have a harmonized regulatory framework, adjusted to the best practices,
coherent, simple, transparent and opposable to all interested subjects, it is necessary for the
regulations to be promoted and approved by honest and professional subjects, in which the public
interest receives personal or group interests.

The role of the subjects of the public procurement process. Contracting authorities and
economic operators are the main actors of the public procurement process.

Articles 13 and 14 of the Law on public procurement no. 131/2015 establish primary
regulations regarding the role and activity of the contracting authority, including the working group
for public procurement. At the same time, the existence of the secondary normative framework is
highlighted, the Regulation on the activity of the working group in the field of public procurement,
approved by Government Decision no. 10/20.01.2021. Thus, in general, the existence of the relevant
regulatory framework for the creation of the working group in the field of public procurement, which
initiates and carries out procedures for awarding the public procurement contract to satisfy the needs
of the contracting authority, is attested.

Therefore, from the analysis of the duties established in the legislation, the important role in
the public procurement process of the working group for public procurement is justified. At the same
time, through the lens of the measures to ensure the integrity of the subjects involved in the working
group, the following provisions regarding the integrity assurance are determined.

One of the measures to ensure integrity is the transparent and responsible management of
public patrimony, repayable and non-repayable finances, stipulated in art. 22 of the Integrity Law no.
82/2017. In the content of this article, in paragraph (4), the provisions relating to the Working Group
for public procurement are highlighted, which is obliged to ensure the efficiency of public
procurement, objectivity and impartiality in public procurement procedures, publicity and
transparency of public procurement procedures. Thus, these are generally mandatory norms, which
can be found both in the principles governing relations regarding public procurement, and the entire
regulatory framework regarding public procurement.

Another measure to ensure integrity, which deserves a more detailed analysis, is compliance
with the legal regime of conflicts of interest, provided for in art. 14 of the Integrity Law, no. 82/2017.
In this paper, the following research topic on conflicts of interest in public procurement is outlined.
Thus, corroborating and evaluating the legislation in the field of integrity and public procurement
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regarding conflicts of interest, an inconsistency is attested regarding the uniform application of the
legislation regarding compliance with the legal regime of conflicts of interest.

Conflicts of interest reflect a situation in which public officials act or intend to act or give the
impression that they act in personal interest. Therefore, the issue of conflicts of interest is part of the
scope of anti-corruption instruments and review mechanisms, including those provided by the United
Nations Convention against Corruption (UNCAC), GRECO and OECD.

Regarding the regulations of the Integrity Law, it is revealed that public agents, together with
the head of the public entity and, as the case may be, with the National Integrity Authority, are obliged
to identify and deal with conflicts of interest that arise in their professional activity within the terms
and manner provided by Law no. 133/2016 regarding the declaration of wealth and personal interests.
In the sense of this law, it is highlighted that when making public purchases from public funds, not
all members of the working group are public agents and who are subjects in the sense of Law no.
133/2016. Thus, the existence of a category of subjects within the contracting authorities is certified,
being the members of the working group for public procurement, but which do not meet the conditions
of art.3 regarding the subjects of the declaration of wealth and personal interests. These legislative
non-conformities distort the instrument of imposing compliance with the regime of conflicts of
interest by all members of the working group for public procurement.

Also, regarding art. 79 of the Law on public procurement, no. 131/2015, it is revealed that its
provisions state the rules for avoiding the conflict of interests during the application of the public
procurement procedure. At the same time, mentioning the obligation of each member of the group of
work to sign, on his own responsibility, a declaration of confidentiality and impartiality, by which he
undertakes to unconditionally comply with the provisions in the field of public procurement. But, in
this sense, it is concluded that the signing of the Declarations of confidentiality and impartiality is a
declarative process, which does not produce any legal effect, because there is no instrument to verify
the impartiality of the subjects involved in the public procurement process.

As a result, it is noted that failure to implement the measures leads to: compromising the
climate of institutional integrity and integrity in public procurement; at the appearance of
manifestations of corruption; affecting the public interest and triggers the initiation of integrity control
measures in the public sector by the responsible anti-corruption authorities or other authorities with
specific powers.

As far as the economic operator is concerned, it is understood any natural or legal person, any
public entity or association of these persons and/or entities that supply goods, perform works and/or
provide services on the market. According to art. 15 of the Law on public procurement, no. 131/2015
,,Any economic operator, resident or non-resident, natural or legal person under public or private law
or group of such persons, has the right to participate, under the conditions of this law , to the procedure
for awarding the public procurement contract”. Analyzing the legislation in the field of public
procurement, a series of conditions, requirements, qualifications imposed on economic operators in
order to qualify in public procurement procedures is found. Corruption risks are manifested when
economic operators cannot meet the imposed requirements and try to corrupt the members of the work
group by various means. Corrupt actions can be admitted at all stages of the public procurement
procedure. In this context, national legislation contains few regulations regarding the obligation to
ensure integrity by the private sector. Concretely, art. 37 of the Integrity Law, no. 82/2017 establishes
rules regarding measures to ensure integrity in the private sector in relations with the public sector. In
the content of this article, measures specific to the private sector to ensure integrity are listed. At the
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same time, it is indicated that the responsibility for cultivating the climate of integrity of the business
environment rests with the administration of commercial organizations. If the measures provided for by
law are not carried out, it may lead to the compromising of the climate of integrity in the private sector
and, as the case may be, in the public sector, to the appearance of corruption and to the damage of the
public interest. In this sense, it is deduced that the control of integrity by the competent bodies is carried
out only on the public sector, and the lack of a control in the private sector by the competent bodies can
compromise the effective implementation of the measures to ensure integrity.

Considering the particularities of the duties of each subject participating in public
procurement and the risks of corruption that are generated, it is necessary to clearly establish the
measures to prevent corruption. The delimitation is made between the measures intended for public
authorities and the measures applicable to bidders. Thus, among the measures intended for public
authorities, the following can be mentioned: the establishment of clear rules for the awarding
procedures of public procurement contracts; unitary interpretations of legislation; the development of
codes of conduct in the conduct of award procedures; improving the transparency of the process; clear
separation of duties; the permanent carrying out of training activities for the personnel involved in
the performance of the awarding procedure.

Regarding the preventive measures applicable to bidders, the following can be mentioned: the
development of codes of conduct, the highlighting of criminal and contraventional sanctions; the
operation of the mechanism of inclusion in the Prohibition List to exclude from award procedures for
a period of 3 years; the operation of the penalty payment mechanism for repairing the damage caused
to the contracting authority.

Regarding the optional subjects of the public procurement process: procurement service
providers, certified persons, experts in public procurement, it is certified that this category of subjects
is introduced by the latest amendments to the Public Procurement Law (Law no. 169/2018). As part
of the promotion of this project, the National Anticorruption Center within the expertise of this project
[21] signaled some normative deficiencies, identifying the risk factors and risks of corruption. We
point out in the project the establishment of several subjects involved in the public procurement
process without clearly establishing their status, limits of competence, responsibilities and liability
(providers of procurement services, certified persons, experts in procurement, authorized persons).
Examining the project, general provisions are found that are not clearly established and when
evaluating it, it is difficult to determine in the legislation provisions regarding their responsibilities
and liability, because the limits of competence in the public procurement activity are not clearly
established.

In the clear absence of responsibilities, liability and sanctions for violating the provisions of
the project by the legal entities responsible for organizing public procurement procedures, there is a
risk that they will become aware of their impunity for the abuses committed in the process of applying
the legislation in the field of public procurement, which which will perpetuate the abuses in question.

Thus, the insufficient formulation, the lack of responsibilities and sanctions for the violation of
the provisions of the project by public and private agents, may favor the encouragement or facilitation
of acts of corruption, acts related to acts of corruption and corruptible acts, making it impossible to hold
these persons accountable for overcoming service attributions/service abuses, because the wording of
the rule allows interpretation discretions that go beyond the legal framework. [21] We still support these
findings, they are relevant to date, because no rules have been established to bring clarity about the clear
role of these optional subjects, participants in the public procurement process.
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The role of public procurement system supervisors

The Ministry of Finance - is the central specialized body of the public administration that
ensures the implementation of government policy in the field of public procurement. At the level of
the Ministry of Finance, responsible for the development and promotion of the legislative and
normative framework that regulates the field of public procurement is the Policy Service for the
regulation of public procurement. The Public Procurement Agency - is an administrative authority
subordinate to the Ministry of Finance, established for the purpose of strengthening the capacities of
the contracting authorities and developing the skills of the business environment in the field of public
procurement, in order to monitor the compliance of public procurement procedures, as well as to carry
out the analysis of the public procurement system (art. 9 and 10 of Law no. 131/2015). The National
Agency for the Resolution of Appeals - is an autonomous public authority and independent from other
public authorities, from natural and legal persons, which examines the appeals made in public
procurement procedures. At the same time, having the obligation to defend the rights and legitimate
interests of all parties involved in the appeals sent for resolution without any privilege or
discrimination (art. 80 of Law no. 131/2015)

Regarding compliance with the measures to ensure integrity, stipulated in art. 10-24 of the
Integrity Law, it is mentioned that all public agents within these public authorities are obliged to
comply with them.

We can mention that in our country, in recent years, the organization and operation of public
entities intended to supervise and improve the public procurement system, has been subject to several
reorganizations and changes in competence, which led to changes in the organization of the public
procurement system in the Republic of Moldova. On the one hand, the stated purpose of these
reorganizations was to strengthen the public procurement system, but in reality these subjects face
several deficiencies, such as: insufficient development of the electronic public procurement system
(non-application of all types of procedures) ; non-approval of normative acts that would lead to the
resolution of normative gaps (Regulation on the certification of public procurement specialists); non-
establishment of the mechanism for the application of sustainable procurement; insufficient number
of staff specialized in public procurement; non-application of the certification instrument, etc.

The detailed analysis of the subjects responsible for the monitoring, supervision and control
of public integrity and public procurement is to be studied and presented in another scientific event.

Taking into account that the field of public procurement is a complex one, qualified knowledge
and a special training of the subjects involved in public procurement are necessary, because the lack
of knowledge and professionalism in this field, also contributes to diminishing the integrity of the
people involved, directly or indirectly , in this system.

According to art. 11 of the Integrity Law, no. 82/2017, it is established that within the public
entity employment must be carried out according to transparent and objective selection criteria based
on merit, professional qualification, capacity, competence and professional integrity, without admits
the favoring of private interests. These requirements are included in the measure of ensuring integrity
in the public system.

As a result of the evaluation of the public procurement system in Moldova, in 2021 by the
World Bank [2], it is revealed that in the public sector in Moldova, the public procurement officer is
not considered as a profession, is not defined and is not included in the nomenclature/ the official
register of civil servant positions. In practice, this causes a low technical capacity of the contracting
authorities, in which purchases are made by officials such as accountants, lawyers, etc. The high
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number of civil servants without the necessary skills and knowledge is a major problem and leads to
poor and ineffective procurement planning, low-quality technical specifications and tender
documents and insufficient monitoring of the execution of public procurement contracts.

It is highlighted that in accordance with art. 10 letter e) of the Law on public procurement no.
131/2015, only the Public Procurement Agency has the authority to elaborate, develop and implement the
certification mechanisms of persons from contracting authorities and suppliers of procurement services,
responsible for organizing, conducting public procurement procedures and awarding public procurement
contracts. However, until this moment, this mechanism has not been implemented, although a Regulation
on certification in the field of public procurement was approved by the Public Procurement Agency (Order
no. 46 of 312.12.2020), this act was withdrawn as a result of the Public Appeal regarding the
condemnation by civil society representatives of the said Regulation, because it was approved without
being subject to public consultations, while several deficiencies were also detected.

Thus, it is established that in the Republic of Moldova, there is no public entity that prepares
and certifies specialists in public procurement, a fact that can generate a major risk factor in the
development of public procurement and ensuring integrity in this field.

CONCLUSION

In conclusion, we can mention that the lack of integrity of the subjects, regardless of their
role, endangers the efficiency, effectiveness and economy of public procurement. The existence of a
deficient normative framework regarding the provision of integrity measures in public procurement
and non-applicable instruments by subjects involved in public procurement, compromises the
development of the procurement system. At the same time, it is deduced that regardless of the status
of the subject involved in public procurement, the risks of fraud and corruption in the public
procurement system can be admitted not only within the public procurement process, but
manifestations of corruption can be admitted when establishing the normative framework, as well as
in the monitoring and control process of public procurement.

Body of the conclusion In conclusion, we can mention that the lack of integrity of subjects,
regardless of their role, endangers the efficiency, effectiveness and economy of public access. The
existence of a deficient regulatory framework regarding the provision of integrity measures and non-
applicable instruments by subjects involved in public ones can compromise the development of the
operating system. At the same time, it is deduced that regardless of the status of the subject involved
in public activities, the risks of fraud and corruption in the public service system can be admitted not
only within each stage of the public service process, but manifestations of corruption can be admitted
when establishing the normative framework, as well as in the monitoring and control process of public
activities.

Thus, the lack of integrity of subjects in the public procurement system not only defrauds
public funds, but diminishes public respect for the government, erodes the rule of law and distorts the
economy of a country. However, the consequences of a public procurement of poor quality,
expensive, not adapted to real needs, is borne by the citizens. The consequences are negative and
diverse, which directly harm the fundamental rights of citizens, namely: the right to information (art.
34), the right to health protection (art. 36), the right to education (art. 35) and the right to a healthy
environment (art. 37), rights enshrined in the Constitution of the Republic of Moldova.

In order to strengthen integrity in the national public procurement system, it is necessary to
implement the most feasible and effective integrity assurance measures, thoroughly analyzing good
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practices. In this context, Good practices regarding the public procurement process were mentioned
in the first EU anti-corruption report issued in February 2014. The report notes that Germany has had
positive results not only in prosecuting corruption cases, but also in taking preventive measures
regarding public procurement at the level of cities and municipalities, especially in the field of
construction, one of the most vulnerable to corruption. These measures include: awareness raising;
establishment of codes of conduct; staff turnover; clear regulations on sponsorship and prohibition of
accepting gifts, establishment of central authorities for bidding/awarding procedures; increased use
of e-procurement, blacklisting/corruption registers and other similar measures. Italy has made
progress in establishing public procurement and resource management platforms. Slovenia and
Croatia have created electronic databases designed to eliminate corruption in public procurement
contracts by tracking the money. [3]
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THE ENERGY SAVING AND COMFORT RATIO OF SMART
LIGHTING

CATRUC ADRIANA 23

Abstract: Office buildings, particularly workplaces, are not designed to suit individual indoor comfort needs. Providing
comfort in these structures is difficult without sacrificing energy efficiency. This essay includes a thorough literature
review addressing comprehensive study subjects on smart lighting, such as problems, goals for implementation,
prospects, and technological solutions.

Key words: LED bulbs, Fuzzy algorithm, AC power, Machine learning

JEL CLASSIFICATION: Q4, O3

INTRODUCTION

Labour productivity and human quality of life are significantly influenced by lighting. Acosta
et al. (2018) indicate that artificial lighting allows individuals to operate in enclosed spaces like
homes, offices, and factories without natural light while extending the workday. Products for the
invention of smart lighting are already available. One example of an intelligent lighting solution is an
Internet-connected Wi-Fi bulb. This lightbulb links to a smartphone app that can be downloaded and
a smart home hub like Amazon Alexa or Google Nest. One may use the app or Amazon Alexa to use
voice commands to turn on or off the bulbs. The product also has controls for dimming the lighting
and altering the lamp's color (Soheilian et al., 2021). The application provides functions like
scheduling the on- and off-times of the lights. Energy conservation is the primary focus of research
on intelligent lighting. A significant part of energy usage from lighting systems is the root of the
problem. Energy savings are possible with intelligent lighting thanks to several tactical possibilities,
one of which is applying smart sources to the lighting control.

LIGHTING CONTROLS

A lighting management system can reduce lighting energy use as well. The designs range
from the simplest and most common switches on the board to an advanced computer monitoring
system that oversees an entire building. Occupancy and daylight sensing have improved thanks to
industry-driven innovation, rendering them even more efficient and inexpensive (Soheilian et al.,
2021). The best lighting efficiency in a building is achieved when an energy-efficient lighting
management system is used in conjunction with energy-efficient bulbs and luminaires. Additional 20
to 40 percent energy savings are possible with lighting control systems (Acosta et al., 2018). They
continuously monitor usage and ambient light levels, only turning on the lights when necessary. With
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several benefits over fluorescent lamps and incandescent bulbs, LED bulbs are the most excellent
option for use in energy-efficient lighting systems.

Nowadays, LED bulb solution has advanced and offers light bulbs that may be utilized in
various situations. Additionally, this kind of light bulb has non-dimmable and dimmable alternatives,
opening up the possibility for intelligent lighting systems' use (Soheilian et al., 2021). LED bulbs
don't contain any mercury and are pretty durable. The light intensity can be changed with an AC light
adjuster by dimming the lamp's lightbulb. However, when a variable resistor is utilized to alter the
brightness of a lamp, resistance turns some of the energy into waste heat. The schematic view for the
intelligent control system for lighting using the component mentioned above is shown in Figures 1,
2,and 3.
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Figure 3: AC Dimmer Smart Lighting Control System
Source: (De Bakker et al., 2018)
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FUZZY LOGIC CONTROLLER

Systems for controlling interior lighting now include fuzzy logic controllers. Since they do
not necessitate understanding the precise models, these control systems have the benefit of being
reliable and relatively easy to develop (De Bakker et al., 2018). It is challenging to rank accurately
with precise boundaries when evaluating lighting comfort since it is a subjective measurement of
users' pleasure with the quality of the interior environment. According to Lim et al. (2017), fuzzy
mathematics is suitable for evaluating lighting comfort. A thorough fuzzy algorithm that considers
both natural and smart lighting is recommended to assess users' lighting comfort.

Fig. 4 below depicts the schematic diagram of the suggested control technique that considers
lighting comfort. The output of the developed controller using fuzzy logic is the amount of pleasant
illumination determined by the illumination level that the light sensors have measured (De Bakker et
al., 2018). An algorithm for decisions based on lighting desires and motion signals is presented. The
presented algorithm produces the necessary artificial output. The actual lighting output is followed
by the real lighting output thanks to a PI closed-loop system.
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|
comirnl
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Required
L lighting omtpui
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Figure 4: Schematic diagram of a fuzzy logic controller
Source: (Lim et al., 2017)
USER COMFORT ASPECT
De Bakker et al. (2018) suggest that energy efficiency and user comfort are the two main
focuses of control systems in smart lighting. User comfort and energy efficiency are the two criteria
for integrating smart lighting. Energy efficiency may be measured by evaluating the energy usage of
an intelligent lighting system. The formula looks like this:

Energy (Wh) = Power(W) x Time(h) 1)
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Therefore, the amount of energy utilized increases with the power and duration of usage of
the electrical devices. The Unmet Comfort Ratio (UNC), Light Utilization Ratio (LUR), and Light to
Comfort Ratio (LCR) can all be used to estimate user comfort. The following is the LUR formula:

LUR = (Time With Lights On) / (Occupied Time) 2

According to the formula mentioned, 1 is the ideal LUR value. If it is greater than 1, it is
assumed that the lighting is left on longer than is appropriate. In the meantime, it can be assumed that
the lamps are on less frequently than they should be if the figure is between 0-1. In contrast, the UNC
calculation is as follows:

UNC = (Time in Uncomfortable Condition) / (Occupied Time) (3)

UNC values range from 0 to 1. The performance of smart lighting improves as it approaches zero.
Following is the LCR formula.

LCR =1 n Xn t=1 Score(t) (4)

Based on research, it is possible to classify user comfort according to the object in question
and its type (Acosta et al., 2018). Depending on the measuring item, the user comfort factor can be
separated into control and illumination quality (Acosta et al., 2018).

Assessments centered on control quality examine whether the choices made for intelligent
lighting's on/off state conflict with user comfort. The evaluation focused on lighting quality to
determine whether or not the light's brightness or hue conflicts with the user's convenience. LUR,
which measures the ratio of the times the lights remain on to the amount of time they are used,
illustrates a user comfort assessment centered on control quality.

CONCLUSION

Building energy management solutions offer the technical capacity to help users and utilities
by reducing energy consumption. These products enable users to reduce or shift loads by providing
reminders and monitoring energy usage. They do this by leveraging contextual information like
occupancy and daylight availability. The proposed goods available on the market include energy-
related and unrelated smart home technologies. With the ability to manage home energy while
enhancing security and comfort, such as the ability to lower light loads while driving them vocally,
this combination highlights the importance of smart home solutions for consumers. Artificial
intelligence and sensing device integration increases energy savings and detection precision. While
cutting-edge goods offer these answers, commercialized lighting products lack them compared to
other smart home technologies like thermostats, wireless speakers, security cameras, etc. Soon,
advanced technologies like artificial intelligence (Al), the Internet of Things (IoT), wireless
technology, and networking will change behaviors toward environmentally friendly habits. It will
help shift the existing building automation toward innovative and software-defined structures.
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THE PROFITABILITY OF THE GOVERNMENT SECURITIES:
INTEREST RATE vs. YIELD
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Abstract: The profitability of the financial instruments is in tandem with the managerial investment decision. To take
right decisions the investors must have practical skills. Thus besides the general notions of government securities,
investors must be familiar with the main calculation formulas applied to determine their profitability. In this context, the
author shows how the price and the interest rate/yield of the government securities issued through the auctions by the
government are determined. Based on this, investors can easily appreciate which government securities to buy: treasury
bills or government bonds. The results indicate that the same debt instrument has a different interest rate and yield. Also,
the paper highlights the yield curve’ importance and use.
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INTRODUCTION

The government securities market is a reliable source of income. Investors who purchase
government securities for profit have consider various aspects, such as country risk, usually the higher
the country risk, the higher the yield for the sovereign debt, macroeconomic forecast, debt
management strategy, etc. Another aspect that has to be taken into consideration is the evaluation of
the profitability of the government securities. For this purpose, each country establishes its convention
that is applied in formulas related to the government securities. In this context, the author highlights
the input data that is necessary to evaluate the government securities’ profitability. Additionally,
based on practical examples of the Republic of Moldova it is shown the calculations used at the
determination of the interest rate, yield and price of the government securities.

Even in the Republic of Moldova the government securities market was launched in 1995, the
main investors in government securities are banks, non-banks investors are not so active in buying
these instruments. This can be explained by the low level of financial education. The population are
more involved in putting their savings in deposits instead of investing in government securities, where
they need to be familiar with not only interest rate but with yield, price of the government securities.

Interest rate and yield does not represent one and the same think, the main differences of them
are represented. The fluctuation of the interest rate it is explained by four theories. Also it is
mentioned how to design the yield curve, and what are its functions.

24 Ph.D Student, email: olesea.friscu@gmail.com
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THE MOLDOVAN GOVERNMENT SECURITIES MARKET

The National Bank of Moldova, for the first time in the history of the country, on March 14,
1995 launched the government securities auctions (Radziwilt et al., 1999). Ministry of Finance, on
behalf of the Government, issues government securities according to the auction calendar. The are
two types of the government securities:

Treasury bills — for the short term, up to one year;

Government bonds — for the long term, one year and more.

In 27 years since the government securities market’s foundation, many actions have been
taken to develop the government securities market (Figure 1).

The starting point of the domestic Government Securities market. There were ad hoc issues of short term

1995 : ; .
i Treasury Bills with the maturity of 91 days.

1997 & Treasury bills with the maturity of 28, 91, 182, 273, and 364 days began to be issued regularly.

1998 The first 1ssue of Government Bonds with the maturity of 2 years. In order to encourage the participation of the
retail investors at the Government Securities auctions, the nominal value of the Government Securities was
reduced from 1000 MDL to 100 MDL. Non-competitive bidding auctions were introduced.

2002 Changing the auction technique, from the single-price auction method to multiple price auction method for
Treasury Bills to encourage competition between participants on the Government Securities market.

2003 The first 1ssue of the Government Bonds with the maturity of 3 years.

e

2018 4 The first issue of the Government Bonds with the maturity of 5 years. The elaboration of annual ranking of
primary dealers. The implementation of the reopening operations for Government Securities.

2021 The first 1ssue of Government Bonds with the maturity of 7 years. The elaboration of the DvP2 mechanism for
the settlement of the Government Securities and buyback operations.

Figure 1. The main events on the government securities market of the Republic of Moldova
Source: Speian, 2021

Every year in the Medium-Term Debt Management Program (2022) are mentioned actions
for developing the government securities market. One main action is to extend the maturity of the
government securities issued in the primary market to decrease the rollover risk. Another important
action is to extend the investor bases and the channels of the selling government securities.

Five days before the auctions, the Ministry of Finance announces the conditions for the
government securities placement:

- auction date;

- type of government securities;

- ISIN code;

- nominal value of the government securities;

- indicative volume of the issue;

- circulation term of the government securities;

- conditions for sale;

- settlement date;

- maturity date of the government securities;

- limit for submission of competitive bids, if any.

- annual interest rate for the government bonds, etc.
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Investors can participate in the government securities auctions only through the primary
dealers. Nine banks from the banking sectors are primary dealers (Table 1).

Table 1. List of the primary dealers
Primary Dealer
BC ,MOLDOVA — AGROINDBANK” S.A.
BC ,,VICTORIABANK” S.A.
BC ,,Moldindconbank” S.A
OTP Bank S.A.
BC ,,ENERGBANK” S.A.
BC ,,EXIMBANK” S.A.
,Banca de Finante si Comert” S.A.

Z
o

O | N| O O] | W| N -

Banca Comerciala Romana Chiginau S.A.
BC ,,EuroCreditBank” S.A.

Source: author’s own elaboration

For participation in the government securities auctions, the investors have to go to one of the
primary dealers mentioned in Table 1 to complete the government securities purchase order. There
are two options for participation in the auctions:

- at the competitive biddings — it is indicated the amount to be paid and the offered price;

- at the non-competitive biddings — it is indicated only the amount to be paid. The bids are
allotted at the weighted average price of the bids satisfied in the competitive bidding.

At the auction date, there are published the auction results, where the investors can find out if
they won the auction or any other information that can help them make the decisions for the
participation in the future auctions. In the last period of time the share of non-bank sector that invest
in government securities is increasing (Figure 2).

B B
80.0%
60.0%
40.0%
20.0%

Q42020 Q12021 Q22021 Q32021 Q42021
mBanks ® Non-Banks Investors

Figure 2. Structure by type of investors buying government securities
Source: author’s own elaboration based on source WWW.mf.gov.md

According to Figure 2, the share of the non-banking sector in 2021 is almost the same as in
2020. Starting in the first quarter 2021 it has decreased by 6,2% and gradually increased to 10.1%.

The outstanding of the government securities issued in the primary market as of December
31, 2021 was 18,8 billion MDL, with 4,2 billion MDL higher than in 2020.
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MATHEMATICS OF THE FIXED INCOME MARKET
The price of the government securities can be easily calculated if the rate/yield is known and

vice versa. If the price increases then the interest rate decreases, and if the price decreases, then the
interest rate increases (Figure 3).

Price

1

Interest rate

Figure 3. Price vs Interest rate
Source: author’s own elaboration

For applying the government securities’ formulas, it is important to consider the convention
for the calculation chosen by the country (Table 2).

Table 2. Types of the convention calculation

Convention Rule

Actual/Actual | It is used the actual number of days between two dates. For leap years, 366 days are taken
into account, and for the others, 365 days are taken into account.

Actual/365 It is used the actual number of days between two dates. For all types of years 365 days are
taken into account.

Actual/360 It is used the actual number of days between two dates. For all types of years, 360 days are
taken into account.

30/360 It is assumed that all months have 30 days and the year has 360 days. If the first date is 31,
then it changes into 30. If the second date is 31, then it changes into 30 only if the first
dates are 30 or 31.

30E/360 It is assumed that all months have 30 days and the year has 360 days. If the first date is 31,
then it changes into 30. If the second date is 31, then it changes to 30.

Source: author’s own elaboration

In the Republic of Moldova, the convention Actual/365 it is taken for the calculations.

According to the Regulation on Placement, Transaction and Redemption of State Securities
in Book-Entry Form no. 170 (2018), the main indicators for guiding investment decisions are based
on the following formulas:

- Nominal interest rate for the treasury bills.
r="C%324100 (@)
P t
where:
r —annual nominal interest/yield rate;
N — nominal value of a treasury bill,
P — price of a treasury bill;

t — number of days to maturity.
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Table 3. Government Securities auctions results, January 4, 2022

Type of Days to ISIN Code Amount Amount of bids Num. | Lowest price |Weighted Total amount Nominal yield Effective yield Maturity
Government |maturity offered received of and highest | average allocated date
Security (thous. partici- | price allocated | price
MDL) pants (MDL)
Total incl. non min | max Total incl. non | min | max | Weighted | min | max | Weighted
(thous. | competi- (MDL) | (MDL) (thous. | competi- | (%) | (%) | average | (%) | (%) | average
MDL) tive bids MDL) tive bids (%) (%)
(thous. (thous.
MDL) MDL)

1 2 3 4 5 6 7 8 9 10 1 12 13 14 15 16 17 18 19
Treasury Bill | 91 days | MD4003001576 | 100,000.00| 343,666.30| 6,137.10/ 9 97.81| 97.88 97.81| 65,000.00, 3,000.00( 869 898 8.98| 897 9.29 9.29|07.04.2022
Treasury Bill |182 days| MD4003001584 | 600,000.00( 562,892.60, 21,794.80| 11 95.34| 9546 95.37| 361,845.30 21,794.80| 9.54| 9.80 9.74| 9.77(10.04 9.97|07.07.2022
Treasury Bill |364 days| MD4003001592 | 600,000.00| 432,838.00| 26,329.50| 9 90.97| 91.36 91.03| 300,512.70| 26,329.50| 9.48| 9.95 9.88| 9.48| 9.95 9.88|05.01.2023

Source: National Bank of Moldova

Applying formula 1 it is calculating the weighted average yield based on the weighted average

price for the treasury bill with the maturity of 91 days.
100-97.81 365

898 =———«x—=x% 100 (2)
97.81 91
- The effective interest rate of the treasury bills.
365
t
y=|| N1 _1] *100 ®)
P
where:

y — annual effective interest rate;

N — nominal value of a treasury bill;
P — price of a treasury bill;

t — number of days to maturity.

Thus, the weighted average effective yield for the treasury bill with the maturity of 182 days
equals 9.97% (formula 4).

365
9.97= <ﬂm> —1 %100 4)
95.37
— The price of the government bond.
p= Clt_1+ Czt_2+"'+ Cn+1\tl_n (5)
(1+47)365 (1+47)365 (1+7)365

where:
P — price of a government bond (including the accrued coupon);
n —number of coupons to be paid,;
C, — size of coupon “n”;
N — nominal value of a government bond;
r — yield of a government bond;

€C_ 9%

t, —number of days to coupon “n” payment.

- The coupon of the government bond.
C=N *L*L (6)
100 365
where:
C — size of the coupon;
N — nominal value of a government bond;
r — interest rate of a government bond;
t — coupon term.
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Table 4. Government Securities auctions results, January 19, 2022

overnment| Annual ISIN Code Amount Amount of bids Num. of | Lowest price and | Weighted Total amount Effective yield Coupon Maturity
Bond interest offered received partici - highest price average allocated frequency date
circulation | rate (%) (thous. pants allocated price
;e e total incl. non min max (MDL) total incl. non min max |weighted
(thous. |competitive (MDL) (MDL) (thous. |competitive| (%) (%) average
MDL) bids MDL) bids (%)
(thous. (thous.
MDL) MDL)
1 2 3 4 5 6 7 8 9 10 1" 12 13 14 15 16 17
2 years 6.50/MD4004000742|  10,000.00 599.80 0.00 3 100.00  100.00 100.00 599.80 000| 6.61 6.61 6.61| Semi-annual | 21.01.2024
3 years 7.00|MD4004000759 10,000.00 300.00 0.00 3 100.00 100.00 100.00 300.00 0.00 7.12] 7.12 7.12| Semi-annual | 21.01.2025
4.83 years 7.50|MD4004000692 10,000.00 200.00 0.00 2 100.00 100.00 100.00 200.00 0.00 7.64 7.64 7.64| Semi-annual | 19.11.2026

Source: National Bank of Moldova

First coupon of the government bond with maturity of 2 years is equal with 3.24 (Formula 7).
6.50 182

3.24 = 100 * > « )
100 365

Using formula 6, the second, the third, and the fourth coupon are calculated. Thus, the price
of the coupon with the maturity of 2 years is 100.

3.24 3.28 3.22 3.28+100
100 = =z T 366 T =7 T 731 (8)

(1+6.61%)365  (1+6.61%)365  (1+6.61%)365 (1+6.61%)365

It is worth mentioning that the interest rate and the yield do not represent the same result.
The differences between the interest rate and the yield are represented in Table 5.
Table 5. Yield vs Interest rate

Yield Interest rate
It can be expressed as amount or percentage It is expressed as a percentage
Annual bases It can be determined annually, quarterly, monthly or daily
It is higher than the interest rate It is less than the yield

Source: author’s own elaboration

Investors understanding how to apply the bases formulas and the difference between the yield
and interest rate can easily take managerial decisions to obtain a higher return investing in the
government securities.

THE CONSTRUCTION OF THE YIELD CURVE

The yield curve is a graphical representation of the relationship between the yield and maturity
of the debt instrument (Melicher and Norton, 2017). It performs the following functions:

- It is used as a reference to determine the yields of debt instruments. The yield curve
indicates the cost of money for different maturities of financial instruments. The issuer uses the yield
curve for pricing the bonds. Generally, the yield curve for zero-coupon bonds is used for new lines
of issuing rather than the redemption yield curve.

- It represents an indicator for forecasting yields. The shape of the yield curve is an indicator
for forecasting interest rates. This is the most important function of the yield curve. It can also serve
as a forecast of inflationary expectations.

- Measuring and comparing returns depending on the maturity of financial instruments.
Portfolio managers analyze which point on the curve is less profitable for investment.

- It represents the relative value of the yield for similar instruments. Thus it is determined
the price of new bonds to be sold or bought.
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- Can be used as a reference price for derivatives. The ,,risk-free” interest rate of the treasury
bills is used to price options.

The shape of the curve is changing in dependence on economic expectations:

- when interest rates are high and the economy seems to be entering a recession;

- investors sell short-term government securities, and buy long term in order to lock high
yields;

- The prices for the long-term government securities increase, and yields decrease etc.

Generally, the yield curve has three shapes (Figure 4).

/I\m"ml \
Inverted

Maturity Maturity
(a) (b)

Yield
Yield

S Flat

Maturity
\c)

Figure 4. The shapes of the yield curve
Source: Fabozzi and Drake, 2009

For the normal yield curve the short-term yields are lower than the long-term yields. In the
case of the inverted yield curve and vice versa, the short-term yields are higher than long-term yields.
If the yields for the short-term and long-term are almost equal, the yield curve is flat.

There are four theories that can explain the fluctuation of the interest rates:

- The expectation theory. The yield curve indicates the expectations of the investor regarding
the inflation rate. If the yield curve is flat, then the inflation will remain essentially unchanged. If it
is downward sloping then the inflation rate will decrease.

- The liquidity preference theory. The instruments with longer maturity are riskier than
thouse with shorter maturity. The borrower would like to borrow for a longer period, whereas the
lender would like to lend for a shorter period (Prameswaran, 2020). The interest rates for long-term
government bonds include a premium for long-term holding. This premium compensates investors
for the additional risk associated with the longer period of time.

- The market segmentation theory. In the financial market, a wide range of issuers have
different requirements. Thus, the shape of the yield curve is determined by the supply and demand
for the specific debt instruments. Certain types of investors prefer short-term government securities,
and other — lon-term. The theory argues that there are no interrelationships between these instruments.

- The preferred habitat theory. This theory is a slight modification of the market
segmentation theory. Investors, in exchange for risk premiums, can change their preferences
regarding the terms and structure of the debt instruments.

For liquid financial markets, there are a lot of theoretical and practical examples for
modelling the yield curve (Bringo and Mercurio, 2006). In the case of illiquid markets, it is not easy
to construct the yield curve, especially since the mechanism for determining the prices of financial
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instruments is not credible. Thus, Nelson and Siegel (1987) proposed a model for determining the
yield curve for illiquid markets. This model is used in the case of the Republic of Moldova.

12.00%
11.01%

10.54%
10.07%
9.79%
10.00% 9.29% 9.35% 9.49%

8.00%

1 2 3 4 5 6 7

Time to maturity

Figure 5. Yield curve, as of December 31, 2021
Source: Source: author’s own elaboration based on source Www.mf.gov.md

According to Figure 5, the shape of the yield curve represents an upward curve, which assumes
that short-term returns are lower than long-term returns. This is also explained by the fact that
investors ask higher rate of return for assuming the risk of investing money over a longer period of
time. The same, the yield shape indicates that the inflation rate will increase, which came true. In
August 2022 the annual inflation rate reached the level 34.3%.

CONCLUSION
Investors must be familiarized with the formulas regarding the government securities’ price,

yield or interest rate to take an investor decision. In this paper, the author presents practical examples
of using the main formulas applied for the government securities issued in the Republic of Moldova.

The yield and the interest rate are not the same thing. Yield is higher than the interest rate and
can be expressed in amount and percentage, whereas the interest rate is expressed only in percentage.
Also, investors have to take into account the convention used for calculations because different
countries have different conventions. In the Republic of Moldova, the convention that is applied at
the formulas regarding the government securities is Actual/365.

Taking into consideration the low degree of the liquidity in the government securities market,
it is not easy to choose the credible method for determining the prices of financial instruments. In this
case, the Nelson-Siegel model is used to construct the yield curve, which is indicative one.
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SOME ASPECTS OF ASSESSING THE EFFECTIVENESS OF
INTERNATIONAL FINANCIAL ASSISTANCE TO THE REPUBLIC OF
MOLDOVA

STUPACHEYV SERGEY %

Abstract: The problem of assessing the effectiveness of financial assistance by international financial institutions (the
International Monetary Fund and the World Bank) to the Republic of Moldova is considered. It is shown that the
effectiveness of financial assistance should be determined on the basis of assessing the degree of its impact on the
economic stability and economic development of the Republic of Moldova. The author's definition of the economic
stability of the economic system is given, as well as the concept of its optimal structure. It is proposed to assess the
sustainable economic development of the country using an indicator obtained on the basis of the rank parametric
distribution of the economic cenosis. This indicator characterizes the stability and change in the structure of its economy.
The parameters and structural changes in the rank parametric distribution of the economic cenosis make it possible to
assess economic stability and economic development, as well as to identify problem areas in the country's economy.

Key words: International financial institutions, international financial assistance, emerging markets, economic crisis,
economic stability, economic cenosis.

JEL CLASSIFICATION: B26, F35, E22, F65.

INTRODUCTION

Currently, in the conditions of the recession of the world economy after the global financial
and economic crisis of 2008 and the consequences of the COVID-19 pandemic, the problem of
assessing the effectiveness of international financial assistance used to increase economic stability
and economic development of the country is relevant. The demand for solving this problem is
especially evident for countries with developing economies, which include the Republic of Moldova.
The economies of these countries have been negatively impacted to a greater extent by the impact of
the recent financial and economic crises. In this regard, the largest amount of financial assistance for
these countries comes from the International Monetary Fund (IMF) and the World Bank Group (WB),
which are key organizations of the International Financial Institutions (IFIs). Financial assistance
provided by IFIs during times of crisis is generally the only available source of funding for such
countries.

Practice shows that financial assistance provided by IFIs to countries with small volumes of
economy (such countries include most countries with developing economies, including the Republic
of Moldova), has a rather significant impact on their economic system. Such an impact is directly
reflected in the key indicators of the economic development of countries. In this regard, the
effectiveness of IFI financial assistance should be assessed by the degree of its impact on the
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economic stability and development of such countries. The more significant the increase in the
economic stability of the country over a certain period of time after financial assistance from IFls,
the greater its effectiveness. As a rule, for the economic system considered within the framework of
the country, this time period is taken equal to one year. Accordingly, in order to determine the
effectiveness of IFI financial assistance, it is necessary to carry out a comparative analysis of the
assessment of the sustainability of the economic system under consideration before receiving
financial assistance and after using it for this period of time.

The assessment of the economic stability and economic development of a country is usually
carried out on the basis of a system of indicators characterizing the main (key) parameters of its
economy. Obviously, economic development is not feasible without economic sustainability. It
should be noted that there is still no generally accepted definition of the concept of "economic
sustainability”. There are also no uniform methodological developments and methods for measuring
and evaluating it. Usually the term "economic sustainability” is used in relation to any economic
systems.

In modern economic literature, economic stability is understood as the ability of an economic
system to return to its state of equilibrium with the external environment after the action of disturbing
factors on it [3-6, 9]. At the same time, some definitions of economic stability also assume that the
parameters and indicators of the economic systems under consideration are also preserved within
certain limits [1, 7]. It does not specify the composition of these indicators, as well as their quantitative
and qualitative characteristics.

In this article, the economic stability of the economic system is understood as the ability, after
the influence of disturbing factors on it, to preserve the values of the main (key) economic indicators
characterizing economic stability and progressive development due to the achieved economic
potential and the realized structure of the economy, as well as the corresponding state regulation.

OPTIMAL STRUCTURE OF ECONOMY

To assess the economic stability of a country, it is necessary to develop an indicator that will
characterize the optimal structure of its economy. The optimal structure of the economy is understood
as an economic system that functions with maximum economic stability. It is advisable to assess the
optimality and change in the structure of the economic system on the basis of the concept of economic
cenosis — a model of the economic system within the framework of the concept of evolutionary
economics and the evolutionary theory of economic changes [11]. The analysis of structural changes
in the economic system based on the cenological theory makes it possible to assess its stability and
identify problem areas in its economic development [2, 9].

For the cenological analysis of the stability of the country's economic system, all its
organizations, companies and manufacturing enterprises (hereinafter referred to as companies) are
considered that develop in a competitive environment for access to resources and markets. As a result
of such evolutionary development and self-organization, an open non-equilibrium economic system
is formed with predominantly weak, intersectoral ties between enterprises along the corresponding
technological chains — an economic cenosis [9]. It should be noted that it is advisable not to study
the entire economic system of the country as a whole, which is a rather difficult task, but to consider
individual key sectors of its economy and the evolution of their economic cenoses. In the Republic
of Moldova, such sectors include agriculture and the banking sector.
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ANALYSIS OF THE STABILITY OF ECONOMIC CENOSES
Analysis of the stability of economic cenoses is carried out on the basis of its rank parametric
distributions [2]. These distributions are formed on the basis of empirical data of key economic
indicators (revenue, free cash flow, net profit, etc.) of all companies in the economic system under
consideration. First, a distribution parameter is selected — one of the main financial and economic
indicators of companies for a certain time period (usually for a financial year), and then the companies
are numbered in descending order of the value of this indicator (ranking). The first rank corresponds
to the company with the highest economic indicator.

The assessment of the stability of the considered economic system is carried out by comparing
the constructed rank parametric distribution and the optimal, so-called classical hyperbolic H-
distribution [2]:

P(r) =P, /TP, . (1)

where: P(r) is the economic indicator of a company with rank r; Py is a constant value equal
to the maximum value of this indicator (company with rank 1); g is the rank coefficient that
determines the degree of steepness of the H-distribution hyperbola.

As the long-term practice of statistical observations shows, economic cenoses in the process
of their self-organization and evolution in conditions of free market competition over time tend to a
stable hyperbolic H-distribution with a rank coefficient f€[0.5;1.5] [2] (Figure 1) .

Figure 1. Stability area for rank parametric distributions of economic cenoses.
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Source: developed by the author based on [2]

The area between the curves with f=1.5 and #=0.5 is considered stable for the rank parametric
distributions of economic cenoses. At the same time, economic cenoses reach the most stable states
in the case of the so-called “decile ratio” — the ratio of the sum of the highest economic indicators
for 10% of companies to the sum of the lowest economic indicators for 10% of companies does not
exceed 10 [2]. The parameters and structure of the constructed rank parametric distributions of the
selected economic cenoses of the country and individual economic sectors can serve as an indicator
of their structural changes and an assessment of their stability.
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The proximity of the obtained empirical values of the rank parametric distribution of
companies to the hyperbolic H-distribution function approximating it is determined using well-known
approximation methods (for example, the method of least modules and least squares) [10].

For the least squares method, the parameters P1 and g of the approximating function of the
hyperbolic H-distributions (1) are determined from the condition:

min Y-, [P (r) — P, /TF]2, 2)

rae Pr — ¢dakrtuyeckue JaHHbIE S5KOHOMHYECKHX IMOKa3aTee KOMITaHWH 3a (MHAHCOBBIN

roa. Ilokazatens Onu3ocT (OTKJIOHEHHS) OT ONTUMAIBHOM CTPYKTYpBHl paccMaTpUBacMOi
3KOHOMHUYECKOU CUCTEMBI CTPaHBbI OMPECACIIACTCA U3 BBIPAKCHUA:

where Ps is the actual data on the economic performance of companies for the financial year.
The indicator of proximity (deviation) from the optimal structure of the considered economic system
of the country is determined from the expression:

=YY [Pr(r) — P{/rF] 2 3)
3neck P*1 1 f* ectb pemrenne (2), a Py /rf" sBusercs runepGonnueckim H-pacrpeeieHueM
¢ panroBbiM KodGuimentom B uarepsaie SE€[0,5;1,5].

Here P*; and S* is a solution to (2), and P;/r#" is a hyperbolic H-distribution with a rank
coefficient in the interval f€[0.5;1.5].

Meanwhile, the assessment of the deviation of the economic cenosis from the optimal
structure of the considered economic system (3) is not entirely correct. This estimate is not
dimensionless and depends on the absolute values of the selected parameters of the rank parametric
distribution, which can vary significantly from year to year. Therefore, the author proposes to
introduce a normalized assessment of the deviation of the actual economic cenosis from its optimal
structure in the form of a stability indicator [8]:

* * 2
M = XYy [Pr(r) = PY/rFT]2 /(B Pr(r)”. (4)
In formula (4), the denominator is the square of the sum of the actual financial parameter of the
considered economic system for the corresponding year.

CONCLUSIONS

Analysis of the impact of financial assistance provided by the International Financial
Institutions to the Republic of Moldova showed that its effectiveness should be assessed by the degree
of its impact on the economic stability of the country. The more significant the increase in the
country's economic stability over a certain period of time after the implementation of financial
assistance, the greater its effectiveness. It is proposed to assess the economic stability of the country
and its sectors of the economy using the indicator proposed by the author on the basis of the concept
of the rank parametric distribution of the economic cenosis — a model of the economic system within
the framework of the concept of evolutionary economics.

The developed indicator of economic stability characterizes the deviation of the economic
cenosis from its optimal structure and thus allows assessing the stability of the economic system in
the process of its evolution. Such an assessment makes it possible to determine the degree of influence
of external factors acting at different time periods on the economic stability of individual economic
sectors and on the country's economy as a whole. This indicator can serve as an indicator of the
economic stability of a country or selected key sectors of its economy. The smaller this indicator, the
closer the structure of the cenosis is to the optimal one, that is, to the structure of the economic system
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that has maximum economic stability. At the same time, the analysis of changes in this indicator over
a certain time period of international financial assistance to the Republic of Moldova makes it possible
to assess the effectiveness of its impact on certain economic sectors and on the country's economy as
a whole.

10.

11.
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DEFICIENCIES OF THE VALUE ADDED TAX SYSTEM IN THE
REPUBLIC OF MOLDOVA FROM THE PERSPECTIVE OF EU
DIRECTIVES

NOROC DOREL %

Abstract: Public revenues collected from the value added tax (hereinafter - VAT) ensure the financing of 47% of the total
state budget expenditures in the Republic of Moldova, which demonstrates the main function of this type of indirect tax
to contribute to the formation of budget financial resources. At the same time, VAT can be used by public decision-makers
to stimulate or make the consumption of certain types of products more affordable, especially those of social importance
(food, medicines, etc.).

From the perspective of economic processes, it is essential to ensure the principle of VAT neutrality, which materializes
in the economic value chain of goods and services through the right to deduct VAT amounts.

This principle must ensure that companies operating under similar conditions must be subject to the payment of the same
amount of VAT.

The compliance with this principle should be analyzed in a comprehensive manner, on the entire value chain of production
of goods and provision of services. A priori, we can mention that tax systems that are characterized by a host of
exemptions and reduced quotas are more likely to create dysfunctions of the principle of neutrality and, respectively, of
economic processes. The principle of neutrality is the basis of EU Directives, but also of the caselaw of the European
Union in the field of VAT. This article proposes an analysis of the VAT system in the Republic of Moldova and the
identification of elements that do not correspond to the principle of neutrality, creating impediments in the development
of the national economy.

Key words: VAT, exemptions, reduced rate, neutrality, harmonization.

JEL CLASIFICATION: H21, H22.

INTRODUCTION
VAT in most countries, including the Republic of Moldova, represents one of the critical

instruments for the collection of budget revenues and financing of public expenditures. The capacity
of VAT to raise revenue in a neutral and transparent manner is the main topic that should of relevance
to political decision-makers in the process of reforming tax systems. This can be achieved if the
current legislation or the proposed measures are analyzed by respecting the VAT system's
fundamental operating principles. Next, we propose to analyze the importance of VAT, the principles
of operation, how VAT can be used to achieve development objectives, the existence of deficiencies
in the VAT system, and recommendations for overcoming them.
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THE NEED TO RESPECT THE PRINCIPLES OF THE VAT SYSTEM IN ORDER TO
ACHIEVE THE OBJECTIVES OF PUBLIC POLICIES

The principles of operation of VAT in the EU
The VAT system in the EU is regulated in particular by Directive 2006/112/EC — the common

value added tax system of the European Union (hereafter Directive 2006/112/EC), and is based on
two fundamental principles:

- General Consumption Tax;

- Neutral tax (the right to deduct).

These two principles emerge from the provisions of Article 2 of Directive 2006/112/EC ,, The
principle of the common system of VAT entails the application to goods and services of a general tax
on consumption exactly proportional to the price of the goods and services, however many
transactions take place in the production and distribution process before the stage at which the tax is
charged. On each transaction, VAT, calculated on the price of the goods or services at the rate
applicable to such goods or services, shall be chargeable after deduction of the amount of VAT borne
directly by the various cost components.”

The first principle ensures the VAT function of mobilizing the budget revenues necessary to
finance budget expenses following the collection of a part of the value of the general consumption of
goods and services. The second principle ensures that the collection of VAT to the budget is carried
out without distorting the economic activity, the same tax being applied regardless of the number of
value chains of production and sale to the final consumer.

Compliance with the first principle presupposes the existence of a limited number of VAT
exemptions or reduced rates, and the second is manifested by the right to deduction or refund of VAT,
as the case may be.

Yet, whilst as general tax on consumption VAT should apply to all consumption, the decision
was made in the 1960s by the EU legislator to exclude certain consumption from the tax base. The
rationale for excluding consumption from the tax base in 1960s/1970s was essentially two-fold,
namely, to replicate exclusions from the tax base that was applicable under previous cumulative taxes,
and to reflect the existence of technical obstacles to the application of VAT to some services, the so-
called difficult-to-tax services. Over time, three additional explanations were given for the use of
(merit) exemptions, and reduced rates, namely:

1. Vertical equity: idea that these concessions limit the natural regressivity of VAT, i.e. that
the tax weights more heavily on poorer income households; therefore, so applying exemptions to key
products (e.g., food, healthcare, and education) would limit the impact of the tax on those households;

2. Positive externalities: idea that these concessions increased consumption of so-called merit
goods (e.g., books, cultural events, and sport activities);

3. Increase employment: idea that application of reduced rates will ultimately lead to
increased employment in labor-intensive industries (e.g., hairdressing), or areas where price is
particularly elastic (e.g., electronics), or both (e.g., restaurants) (de la Feria, 2016).

Thus, to ensure the maximum efficiency of the VAT system, it is essential to respect the above
principles, namely a limited number of exemptions and reduced rates applied to goods and services
intended for final consumption and the right to deduction (IFS, 2011).

Taxing only final consumption means that no net tax is levied on intermediate inputs
(purchases made by firms for their business). This is crucial for preserving production efficiency: in
other words, for ensuring that there is no unutilized scope for the economy to produce more of one
good without having to produce less of others, which would clearly be wasteful.
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To comply with the above principles the European Union’s common system of value added
tax is based on the following key points:

(1) VAT is applied to all transactions carried out in the EU for payment by a taxable person.
Imports by any person are also subject to VAT.

(2) Taxable transactions include supplies of goods or services within the EU, acquisitions of
goods between EU Member States (goods supplied in and dispatched or transported by a business
from one Member State to a business in another) and imports of goods into the EU from non-EU
countries.

(3) VAT is charged when the goods or services are supplied, according to the nature of the
transaction.

(4) The taxable amount for supply of goods and services and the acquisition of goods between
Member States includes all payments to the supplier.

(5) The standard rate of VAT to be applied by all Member States to goods and services is at
least 15%. Member States may apply one or two reduced rates of at least 5% to specific goods or
services listed in the directive.

(6) The directive allows for exemptions from VAT. Most of these are exemptions without the
right to deduct (e.g. medical care, social services or financial and insurance services). Exemptions
with the right to deduct also exist (e.g. supplies of goods between Member States or exports of goods
to a non-EU country).

(7) A taxable person may deduct the amount of VAT paid on acquired goods or services used
for taxed transactions in the Member State where these goods or services are acquired. This input
VAT can be deducted from VAT payable on taxed transactions (e.g. domestic supplies of goods or
services).

The role of VAT in ensuring the achievement of sustainable development objectives

Taxation and effective revenue mobilization are crucial in implementing sustainable
development goals. The taxation system can influence the achievement of development objectives in
two ways:

1. The structure and level of taxation (stimulation of activities, work, changing behavior, fair
redistribution of income through progressive taxation, etc.);

2. Financing of public expenditures, especially those related to development objectives.

When we talk about VAT, the primary role should be to mobilize budget revenues necessary
to finance public policies undertaken for the development objectives. The importance of the taxation
system is determined, in essence, by its finality, namely the achievement of budget expenditures.
However, the primary purpose of the taxation system should be to generate sufficient revenues to
ensure the financing of budget expenditures, which are meant to implement the state's priorities in
various fields like social, economic, educational, etc.

Besides financing public expenses, VAT should be analyzed from the perspective of its
elements and way of operation. Thus, in part related to economic activities, the VAT system should
correspond to the principle of neutrality mentioned above. In terms of people and the social aspect,
many countries, including the Republic of Moldova, apply VAT exemptions or reduced rates to
increase the population's access to specific categories of socially important products (food products,
medicines, etc.).

However, empirical studies (Warwick R, Harris T, Phillips D, Goldman M, Jellema J,
Inchauste G, Goraus-Tanska K., 2022) demonstrate that the use of VAT exemptions or reduced rate
to support the poorer population is not the most effective measure, therefore direct interventions
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through social spending policies are proposed. Social spending policies are much better targeted.
Also, the government in developing countries is more constrained by administrative capacity and
overall resources in terms of available policy options (Goii, E., Lépez, J. H., & Servén, L., 2011).

In developing countries, VAT exemptions and special rates should also be minimized as they
erode the revenue base and reduce the opportunity to finance redistributive spending. Indeed, even
poorly targeted public spending is better for the poor than reduced VAT rates. However, where
capacity constraints prevent spending programs from reaching the poor, the case for some
differentiation in VAT rates, for example, for basic foodstuffs, can be strong.

In conclusion, we can mention that VAT system can be used to achieve development
objectives based on the following:

- mobilize the revenue to finance public spending regarding sustainable development
objectives (infrastructure, education, etc.)

- maintaining a short list of goods on which VAT exemptions or reduced rates apply;

- ensuring VAT neutrality.

VAT DEFICIENCIES IN THE REPUBLIC OF MOLDOVA FROM THE PERSPECTIVE
OF EU STANDARDS AND ECONOMIC GROWTH

VAT revenues represent an essential component of the accumulation of revenues to the
budget, constantly increasing both in nominal values and as a share in GDP. Thus, during 2016-2021,
VAT revenues increased from 14.6 billion lei to 25.5 billion lei, and as a share of GDP, from 9.06%
to 10.55%.
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Figure 1. Evolution of VAT revenues and share in GDP, Moldova
Source: developed by the author based on Ministry of Finance of RM data

The Republic of Moldova has a high indicator of VAT revenues in GDP of 9.6% compared
to the 6.9% average of the European Union countries. However, the high indicator does not reflect an
increased efficiency of VAT but the result of the structure of the national economy, namely a
consumption base, where imports significantly outweigh exports. In developed countries with a high
level of exports that contribute significantly to the formation of GDP, the level of VAT revenues in
GDP is lower because exports do not have a VAT component, being exempt from VAT with the right
to deduct, and respectively the right to refund VAT, paid for inputs.
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The ones described above demonstrate the critical role of VAT in the formation of budget
revenues and, respectively, the financing of budget expenses, including those related to development
objectives.

VAT revenue/GDP, %
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Figure 2. Share of VAT revenue in GDP in UE countris and Moldova, 2020
Source: developed by the author based on European statistics and Ministry of Finance of RM data

On June 23, 2022, the Republic of Moldova was granted the status of candidate for accession
to the European Union. In this context, achieving the objective of european integration requires
harmonizing the national legislation with the Community one so that the tax legislation is not an
exception to this process.

Specifically, the Republic of Moldova has undertaken to gradually harmonize the national
legislation with the EU legislation, namely with the provisions of Directive 2006/112/EC of the
Council of November 28, 2006, regarding the common system of the value added tax in the terms
stipulated in the Association Agreement.

The main challenges of the process of harmonization of national VAT legislation are:

- the system of exemptions and reduced rate that exceeds the provisions of the Directive;

- the right to VAT refund.

The subject related to exemptions and reduced rate is a socially sensitive one, especially in
the context of inflation following the pandemic and the regional conflict, but it creates some
inefficiencies related to:

1. erosion of the tax base, respectively, of the budget revenues. In this regard, to increase the
access of vulnerable population to socially important products, the VAT system of reduced rates and
exemptions is the most expensive since it benefits all people, including those with high incomes;

2. creates economic distortions on two dimensions:

- the application of exemptions without the right of deduction within the value chain and not
on final consumption. VAT represents a percentage of consumption, and the amount of VAT to reach
the budget must be equal to the price of the final product multiplied by the VAT rate. This is ensured
as a result of the right to deduct VAT, and each participant in the value chain have to pay a tax on
their added value, which is determined as VAT output minus VAT input. If a VAT exemption without
the right to deduct is applied in the production value chain of a product, the input VAT is not
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recovered, it is included in the costs, and later the VAT is calculated from the VAT. This fact is
demonstrated in Figure 3.

The above example shows that due to the fact that agricultural equipment is exempt from VAT
without the right to deduct, the amount of VAT (20 m.u.) is included in the costs, and in addition,
VAT is calculated from the VAT (20% from 20 m.u.), a fact that ultimately leads to a price increase
by this amount (24 m.u.).

Agricultural machinery Farmer
manufacturers (end product oil) Consumer Total VAT to the
Added value = 20 m.u. Added value = 60 m.u. budget

Agricultural machinery is

exempt from VAT without Input 1= 140 m.u. Price = 300 m.u.

the right of deduction Input 2 = 100 m.u. VAT= 60 m.u. 80 m.u.

| t= 100 m.u. = .U

\E'Tu: 20 m.T 4 VAT = 20mu Total price =360 m.u. (20+20+(60-20)

. . Input 1= 120 m.u.

Agricultural mach VAT .

Agricitarsl mchinery UAY W Price = 260 mu. L em
- VAT= 56 m.u. +20+(56-

Input= 100 m.u. Input 2 = 100 m.u. T seme ( ( )
= otal price = m.u.

VAT = 20 m.u. TVA = 20 m.u. P

Figure 3. Example of the effect of applying the VAT exemption within the value chain.

- the application of reduce rate without the right to refund VAT if the amount of VAT related
to inputs exceeds the amount of VAT related to outputs. This is particularly the case in the agricultural
sector, where a reduced VAT rate of 8% applies without the right to a VAT refund. Consequently,
farmers pay a higher VAT amount than the delivered agricultural production multiplied by the
reduced rate.

It should be mentioned that these two problems described above are not present in the case of
imported goods which makes domestic production uncompetitive, respectively economic distortions
occur.

CONCLUSION

Following the research and analysis carried out, the following conclusions and
recommendations result:

1. Achieving the development objectives from the perspective of VAT should be done by
taking into account the primary function of VAT, namely the financing of budget expenditures;

2. There are deficiencies in the VAT system in Moldova, which create economic distortions,
the following measures are being proposed:

- optimizing tax exemptions in part related to value added tax in accordance with EU
Directives;

- increasing the VAT rate in agriculture up to 12% while reducing the VAT rate from 20% to
12% for fertilizers;

- refund of the VAT amounts accumulated in the account in the amount of salary taxes paid,;

- transition from monthly reporting and payment of the VAT amount to quarterly for micro-
enterprises.
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REGULATION OF THE BANKING SECTOR - BETWEEN THE NEEDS
OF THE MARKET AND THE RISKS OF OVER-REGULATION

DERMENGI DANIELA '

Abstract: The crises of the 21% century have imposed to rethink the international regulatory and supervisory framework
of the banking sector, in order to strengthen the banking risk management and restore trust in the banking system. Basel
Il came as a response to the global financial crisis of 2008. The compliance to the new international prudential
regulatory standards it is considered necessary and beneficial. This ensures the international coherence of regulations,
aspect that is so necessary in the age of globalization. Likewise, by complying with the minimum prudential requirements,
the temptation to relax certain regulations in “good times" is avoided and thus the costs of a possible crisis is reduced.
In the process of complying with international regulations, the authorities must evaluate the costs and benefits of each
decision, in order to evaluate the needs of the market, the impact and the potential risks. Likewise, it is important that
each regulatory initiative to be clearly communicated to the financial institutions, but also to the general public, in order
to achieve the intended effects.

Key words: regulation, over-regulation, de-regulation, Basel 11, cost-benefit

JEL CLASSIFICATION: G28 GOVERNMENT POLICY AND REGULATION

INTRODUCTION

The global financial crisis of 2008, followed by the sovereign debt crisis in the European Union
in 2012, highlighted the weaknesses of the financial sector, implicitly of the banking system. This
required the rethinking of the international regulatory and supervisory framework of the banking
sector, in order to strengthen the management of the banking risks and financial crises. (Nucu, 2011)

The crises of the 21% century dismantled the concept of the "invisible hand" enunciated by the
economist Adam Smith in the 18" century. According to Smith, the markets have the ability to self-
regulate and state’s intervention should be limited. Many economists have realized that the society
we live in is no longer characterized by that strong moral spirit specific to the 18" century. In our
days the bank management has a high risk appetite and letting financial sector to self-regulate is a
mistake.

Thus, the concept of the guardian state or the theory of state interventionism supported by the
economist John Maynard Keynes is becoming more and more current. Keynes "considers that
spontaneous market mechanisms are not sufficient to achieve basic objectives" and that "the state
must play a corrective role". (Angelescu, 2012)

The legitimacy of regulation as an act of authority is itself a controversial subject. The question
is how far the regulation should intervene, and how the state should intervene.
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BANKING REGULATION — DEFINITION AND OBJECTIVES

We will start by defining some theoretical aspects regarding the banking regulation.

"Banking regulation is defined by the set of laws and norms applicable to banks in their
activity". Depending on the reasons underlying their application, three classes of banking regulations
can be distinguished:

a) economic regulation - aims to ensure that banks mobilize resources and grant loans under
conditions of economic efficiency;

b) prudential regulation - it aims to guarantee the efficient allocation of resources, to minimize
the risks that banks assume and to ensure the stability and financial health of each bank and of the
banking system as a whole. In other words, the purpose of prudential regulation is to reduce economic
regulation (economic deregulation).

c) monetary regulation - aims to maintain the stability of the external and internal value of the
national currency, through the control exercised over the total liquidity of the banking system.

THE EFFICIENY OF THE BANKING REGULATIONS

To demonstrate the necessity and benefits of imposing a new regulation, it is important to
calculate the efficiency of the regulation. It must be analyzed the costs of establishing and
administering the regulation, its benefits, but also the systemic coherence of the regulation. Regarding
the costs of the regulation, they must be lower than the benefit brought by the implementation of the
regulation. Estimating the effectiveness of regulation it is necessary to take into account not only the
financial dimension, but also the social impact. (NBR, 2012)

Coherence refers to the situation when the decision to regulate the banking system imposes
(de)regulations in other related areas as well, such as financial and capital markets, consumer
protection, etc. Coherence is ensured not only when new regulations appear, but also in case of
deregulations. Thus, it is necessary to identify not only the impact of the regulation that will be
removed, but also the consequences of the regulations that remain in force. (NBR, 2012)

The internationalization of financial services also requires another type of coherence, between
national regulatory regimes. This coherence ensures efficient and coherent management of systemic
risks and of regional/global financial crises.

BASEL 111 - NEW BANKING REGULATORY FRAMEWORK

In response to the crisis that started in 2007 and lasted until 2009, the new Basel 111 standards
appeared. These imposed a more rigorous prudential regulatory framework, new capital and liquidity
requirements and new corporate governance standards, being seen by most economists as a re-
regulation of the banking sector. Gradually, most countries have modified their national legislative
framework according to the requirements imposed by Basel I11. They promise to restore confidence
in the banking system.

Next, it will be analyzed the main regulatory lines imposed by the Basel 111 Agreement and the
necessity for their implementation.

Capital and liquidity requirements

The stability and safety of the banks and of the entire banking system starts from the capital of
financial institutions. A high level of capital adequacy demonstrates the ability of the banks to manage
and redistribute available cash flows. (Jora, 2010)
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Thus, Basel 111 was oriented towards raising the capitalization and liquidity requirements of the
banks, in order to increase their solidity and to reduce the risk to not be able to honor their obligations.

What must be emphasized by the regulators is the double effect of these regulations. More
equity means more security, but it also means lower rates of return. But, once the function of financial
intermediation is essential for the markets functioning, the increase in profitability requires the
increase in income; it means the increase in banking services rates. In other words, when society
wants more security of financial services, it must also assume a higher cost of them.

Likewise, imposing higher liquidity thresholds means less financial intermediation activity.
Institutionally speaking, it is a reduction of the social function of banks. Economically speaking, it's
a reduction in the financing of the real economy, therefore a reduction in economic growth, thus
making it more difficult to get out of the recession. In other words, if we want more liquid banks, we
will have lower risks of not being able to withdraw our deposits whenever we ask for them, but we
will bear the cost of a reduced economic growth. (NBR, 2012)

- Lending regulations

The re-regulation of the banking lending refers to the introduction of limits and conditions in
lending. The purpose of such regulations is to ensure economic growth, or this is the public interest
purpose of financial intermediation. Lending means, or at least should mean, the full cycle completed
with the repayment of money. That lending is likely to support the recovery of the economy. It is in
the public benefit and in the private benefit of the parties not to stimulate the granting of unsustainable
credits, because this deepens the recession, by wasting resources.

The criteria are usually established at the national level, and can aim at limiting a person's
total indebtedness, introducing more drastic criteria regarding the advance and duration of a loan,
respectively stressing the ability to pay installments depending on income risk, interest rate risk and
foreign currency risk. (NBR, 2012)

- Regulations regarding business ethics and remuneration mechanisms

If previously business ethics was considered an individual, religious or secular cultural
dimension of the trader, and that the remuneration mechanisms belong to the self-regulation of the
market, the abuses of bank managers and the imbalances induced on the market by these abuses have
changed the vision of the regulators. The classical vision according to which the trader's activity on
the market will usually be ethical because otherwise the market would reject him has proven to be an
erroneous one.

Bonuses established according to such a criterion as the volume of loans granted, regardless
of their risk of default, can generate serious crises. Thus, it was necessary to introduce regulations by
which bankers' incentives and bonuses to be linked to the long-term interests of the institution, by
relating them to the bank's longer-term performance. (NBR, 2012)

- Regulations regarding the macrostability

The National Bank of Moldova defines financial stability as "the state of the economy
characterized by the absence of major imbalances, which could lead to systemic crises, to the inability
of the financial institutions to carry out uniform operations or to the collapse of financial markets.
This condition is essential for the functioning of the national economy. Financial stability is
maintained by regulating current and potential risks, implementing macro prudential instruments to
prevent the accumulation of systemic risks and by ensuring the population's trust in the financial
system." (NBM, 2019)
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The retrospect of the crises from different countries and different times shows that, of all
economic crises, banking crises leave behind the highest levels of public debt. Thus, it is considered
that the prevention of financial instability is less expensive option in the medium term than leaving
the evolution to the rules of the market. This involves the application of various preventive
intervention tools on banks whose situation risks is unsustainable, such as last-resort financing,
capitalization, takeover on the market or transfer of assets and/or liabilities, creation of bridge banks,
temporary nationalization. All this presupposes important decisions regarding the source of financing
- shareholders and obligors, the banking industry or the public budget, as well as the establishment
of better corporate governance mechanisms - the rescue is done to re-launch the business, and not to
lead it to another bankruptcy. (NBR, 2012)

In conclusion, the new Basel Il Agreement aims to strengthen the stability of the banking
system, by applying demanding standards aimed to improve the capacity of the banking system to
absorb shocks from the economic and financial sector, as well as to reduce the risk of contagion from
the financial sector to the real economy. (Walnut, 2011)

"The new standards are aimed to improve risk management, increasing the transparency and
publication requirements for the banks, as well as solving the problems of the systemic banks. The
measures impose, first of all, more demanding standards for banks regarding capital adequacy,
liquidity requirements and leverage, the main aim being to reduce the negative effects of financial
crises.” (Walnut, 2011)

The major difference compared to the previous agreements is represented by the much
expanded scope, the measures being both micro-prudential (targeting the individual risks of the
banks) and macro-prudential (targeting the entire banking system). (Walnut, 2011)

Alignment with the requirements of European Union regulations requires the Moldovan
banking system to move from compliance-based supervision to risk-based supervision. The domestic
banking sector requires a systemic coherence of NBM regulations and a strengthening of its
intervention capacities. Licensed banks must strive to reduce the risks of non-compliance and be
prudent in their business decisions and strategies.

BUSINESS CYCLES AND REGULATORY DECISIONS

Economists K. Rogoff and C. Reinhart made a statistic of numerous economic cycles that
took place throughout the world over the last centuries. It is noted that "the prudential regulation-
deregulation cycle overlapped with long economic cycles worldwide. After the Great Depression of
1933, there followed a long period of regulation until the early 1970s, the main landmarks being fixed
exchange rates, the Glass-Stegall Act in the United States, which provided for the separation of the
activity of commercial banks from that of investment banks and the establishment of guarantee
schemes of deposits.” (NBR, 2015)

In 1971, amid the gold crisis, the international monetary system switches to floating exchange
rates. Thus, a phase of deregulation is entered, by applying the principle of free markets. The main
landmarks of this period are given by the liberalization of the London financial market and the repeal
of the Glass-Stegall Act in the USA, along with the adoption of legislation that allowed the formation
of financial conglomerates in America. The end point of this period was the Great Recession of 2007.
(NBR, 2015)
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In 2009, the Korean economist Joshua Aizenman presented an interesting approach to the
regulation of the financial sector, considering both over-regulation and de-regulation as paradoxes of
financial regulation. Because de-regulation is usually done in "good times" and over-regulation comes
after crisis situations, it turns out that de-regulation can very often turn into over-regulation. In
Aizenman's view, excessive, rapid de-regulation, or increasingly relaxed regulations over a long
period of time, can increase the costs of a potential crisis. "Enforcement of minimum standards of
prudential regulation and disclosure will lead national regulators to refrain from excessive de-
regulation in good times” argues Joshua Aizenman in his paper. (Aizenman, 2009)

Thus, it is important that the banking regulation to be analyzed not only in the context of
actual financial circumstances or in an extreme financial circumstances. The regulatory process must
be aimed at obtaining an improved legislative framework, aimed at increasing confidence in the
sector, orienting financial intermediation, strengthening the stability of the financial system by
reducing systemic risks, protecting consumers and reducing financial crimes.

CONCLUSION

Although we are in an era of the market economy and private property, and the lack of state
interference in the economy is an important value of democracy, the economic crises of the past years
have led supervisors to intervene. The current crisis raised, against the financial environment, a whole
series of ethical accusations, and claimed the authority to regulate what had been considered the
founding value of capitalism, but seemed to have been lost.

However, because over-regulation often slows down the financial intermediation, the bankers
see it as a risk for their activity. Thus, although de-regulation trends are attested in the financial sector,
it is important that all decisions are passed through the cost-benefit analysis and examined from the
perspective of different scenarios.

To avoid over-regulation, regulators analyze European directives from the perspective of
needs and relevance for the local market. But it is important to respect the minimum prudential
requirements imposed by the international framework, otherwise there is a risk that the relaxation of
regulations in the "good times" will lead to a crisis with a possibly much higher cost.

It is important for regulators to determine the cost of new regulations and to communicate the
need and long-term benefit of these regulations to the society and to the targeted financial actors.
Likewise, the consistency is required when it is decided to impose new regulations or to de-regulate
the sector.
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