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MONEY LAUNDERING RISK ASSESSMENT
PhD student Teodor ANDRUSCEAC, ASEM

This article describes the overall vision on the phenomenon of money laundering, which is highlighted by
legalization of dirty money. The scope is to identify and remove the risk elements related to money laundering. The
econometric evaluation procedures of money laundering are outlined in this article, as well as the factors that make
difficult the identification of suspicious transactions. Also it described the relationship between the level of money
laundering and effectiveness of the judiciary and regulatory framework.

Key words: money laundering; shadow economy, illegal income, legalization of funds, beneficial owners.

Introduction

The risk of money laundering and terrorism financing appeared as a result of the interdependence and
interconnections of banking international infrastructure, which enables transfer operation and access to
banking services from any part of the planet, as well as the development of shadow economy, the
phenomenon of corruption and other crimes related to the money laundering procedures. The risk of
money laundering and terrorism financing, requires a special understanding, a detailed research,
implementation and widespread application of an evaluation mechanism and a concrete action plan to
remove the systemic deficiencies. The legalization of funds derived from illicit activities and predicate
crimes drew public attention three decades ago. The professional community, the business world and
supervision authorities have devoted to this topic numerous analytical papers, but which treats usually the
legal matter of this problem and highlight only the money laundering transactions that were already
identified. Less discussed, but I think much more important, is to identify the future volumes of money, that
can be classified as legalization transactions, because in this case the crimes can be anticipated, and this
transfers the focus from the penalties and enforcement matters ( a legal component ) to anticipation ( a
financial component). This paper aims to perform a study on possible methods for estimating the volume
of money laundering transactions to identify one appropriate method for the Moldovan banking system.

Research analysis

Measuring the weight scale of money laundering is crucial for planning future methods and steps to be
taken to combat money laundering and the legalization of funds obtained from illegal or semi-legal sources.
In 2015 the IMF and the World Bank assessed the size of money laundering in approximately 3-5% of the
global GDP. This figure was calculated using a basket of goods and services that are most often used to hide
money derived from illegal actions (jewellery, shares, foreign currency, property). According to other
researchers this figure does not reflect the reality of any developed countries or emerging countries. It is
difficult to trace the money in the legalization process and to punish the people that are responsible for
these actions. Only preventive acts with regulation and law enforcement character can influence the
decrease of money laundering. Money laundering is the process whereby the funds (property) produced,
purchased or gained from illegal actions is transferred or concealed to hide the origin of initial funds and
illegal actions undertaken to obtain these funds. Criminals, who have illegally obtained funds, for example
from drug business, can declare their revenues and use them legally even if money has from the start a
criminal or illegal origin. This money eventually become legal (clean) and can be used without restrictions.
Let's mention two important issues that have been highlighted 2 decades ago: The illegality (general
practice) of money laundering implies the use of revenues obtained from illegal actions. Camouflage
(special feature), which is the main purpose of money laundering schemes (hiding the source of the
money). The main aspects of money laundering include the following components:

»  Economic;

»  Legal;

»  Procedural;
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»  Material.

The economic component is analysed as the total illegal revenues in the economy. The money that is in
the local shadow economy is gradually transferred into the legal economy. Along with the development of
international cooperation worldwide in fighting the phenomenon of money laundering and the
development of the internal legal framework of the participating countries, we observe the consolidation of
the theory which implies that money laundering can be regarded as a multiplier of criminal financial actions,
because the money laundering phenomenon aims to strength the relations between material and financial
component of the shadow and legal economy.

The assessment of money laundering is performed and based on econometric models that do not using
statistical information. The timing of such assessments is characterized by a very low frequency. To assess
the level of money laundering usually are used the fallowing basic methods:

1. Linear;

2. Nonlinear;

3. Modular.

The Linear method investigates the illegal service providers, consumers and tax inspections that are
carried out by Tax Authorities.

The Nonlinear method is based on the assumption that the illegal businesses are using cash money to
camouflage and hide the relations in the shadow economy. In this case, the size of the shadow economy is
estimated by the difference between the total cash in circulation and the cash used in the legal economy.
The Modular method is directed towards discovering the causes and the effects of shadow economy by
analysing the patterns of the labour market, capital, goods and services using hidden techniques. The
biggest problem in the modulation method is that it is used under special circumstances and the statistical
data resulting from it are subjective and changes significantly if the modular specifications are modify. In his
assessment method economist Filippo Busato has used the regular assessment of the real production sector
to evaluate the level of shadow economy.

The double-sector method of economist M. Baghella starts from the definition of money laundering as
a link between the shadow and legal economy. It require special attention because it gives the possibility to
assess the volumes of funds laundered as well as unlawful influence that the money laundering
phenomenon has on various jurisdictions. This approach is based on the existence of close links between
different sectors of legal and shadow economy. Assuming that in the country X are both working, the
shadow and legal economy at the same time, then the prices of services in the legal economy is not difficult
to calculate, starting from cost of products and services and considering the regulatory framework. But, if
we analyse the shadow economy (illegal) then the services costs will vary depending on how risky,
dangerous and hard is to do a transaction and camouflage it, to avoid being charged or punished.

Personal vision

The Moneyval Committee of the Council of Europe highlights the danger and risky aspects of money
laundering issues, given that it bears, a general systemic long term character, as a result of globalization and
interconnection of global financial and economic relations. The term Money Laundering has become so
popular, that it was used extensively by the international media sources in Panama Papers scandal, involving
decision makers and people with high positions from 19 countries. The theft of a billion euros from the banking
system and the colossal transit of USD 20 billion (from Russian Federation) by the Moldova’s banking
infrastructure, with the support of local judicial system, also outline the phenomenon of money laundering
timeliness. The results of investigations by the forensic service company Kroll were not made public.

The final remained uncertain both for citizens of the Republic of Moldova and for the international
community. Regardless of many materials and evidence, as well as the responsibility of decision makers in
charge to clarify this case, the government refuse to disclose the details of investigations. This event raises
big suspicions and worries. As with other crimes of this kind, people who suffer ultimately are the ordinary

8
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citizens. In order to hide the money laundering actions the entities involved in this process are undergoing a
bankruptcy and liquidation course and the funds that were stolen are lost in the immense space of global
and cross-border finance. The result of these actions is the transfer of the burden of a billion euros on the
shoulders of citizens through fiscal mechanisms. Money laundering schemes are often very simple and
uncomplicated. The illicit funds can be legalized under a loan or investment contract fallowed by the
transfer of these amounts to a company or more companies. In this context, it is vitally important to identify
a mechanism for assessing the future fraudulent transactions, because fighting with this kind of crimes is
necessary, not when it had become state debt, but at the appropriate time to stop them, diminishing
considerable the risk of money laundering in the banking system. It is very complicated, however, to apply
one of the assessing methods highlighted in this article for Moldova's banking system. And this is because
the banks are interested in money laundering operations, charging significant foreign exchange
commissions and transfer fees for avoiding the regulatory framework. In a weak economy with a deficit of
creditworthy borrowers, money laundering transactions are very profitable. That explains the fact that
many individuals and businesses who wants to launder money or legalize funds are attracted by Moldova’s
banking system. The process of money laundering through the banking system of the Republic of Moldova
is a cheap, convenient and attractive process. The volume and the amount of overall annual cash laundered
by Moldovan banks is not known, because no organization takes such statistics, the fact however is that
Moldovan banks are used to legalize and launder money by residents as well as by non-residents for transit
purposes. If in the case of transit funds, banks get commissions, and authorities in charge with preventing
and combating money laundering have the right to seize the cash, and that, does not prejudice the local
economy, then if the money are laundered by residents we observe a trend of funds legalization obtained
from tax evasion and shadow economy which is a clear loss for the local economy.

In these cases the banks are charging significant foreign exchange or transfer fees. That explains the fact
that many individuals and businesses who want to launder money, are attracted by the banking system. The
process of money laundering through the banking system of the Republic of Moldova is a cheap process,
convenient and attractive. The volume and the amount of overall annual value laundered by Moldova’s banks
is unknown, because no organization doesn't keep such statistics, the fact however is that Moldovan’s banks
are used to legalize and launder money by residents as well as by non-residents for transit purposes. If in the
case of transit funds, the banks are getting commissions and the authorities in charge with preventing and
combating money laundering have the right to seize cash and that does not prejudice the local economy, then
if the money are laundered by the residents, we observe a trend of funds legalization obtained from tax evasion
and from shadow economy which is a prejudice for the legal economy. International practice emphasizes eight
factors that makes difficult the identification of money laundering transactions, this factors are characteristic
for Moldova as well. Thereby the above mentioned factors are:

1. The similarity and likeness of money laundering and legal transactions (because they use the same
tools and integrated banking services;

2. Tight link between legal and illegal activities in the business chain, which makes them apparently
legal and allows the courts to declare them valid;

3. Small share of money laundering operations in the total transactions of a financial institution;

4. Large share of service sector and real (production) sector, to the detriment of the last;

S. The large share of small companies in the real (production) sector and division of market segments;

6. Frequent use of payment transfers, checks, credit cards and alternative payment systems etc.;

7. The low level of transactions regulation and financial operations;

8. Small share of illegal profits in the total economy profits.

One element that puts an important mark is the difference between international financial markets and
the regulatory framework of national markets, as these two types of markets will interconnect in the future,
the money laundering methods and transactions will become increasingly difficult to identify and discover.

9
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In order to have clear understanding of how to build an anti-money laundering regime requires an
overall assessment and knowledge of the influence that the phenomenon of money laundering has on
Moldova’s banking system. And here is a need of an original, innovative and systemic approach. Usually the
assessment of the volume of money laundering transactions in a particular country carries and empirical
character and clearly shows the share of money laundered operations in the G.D.P. For example, the
average size of this share is equal to 14% of the Russian Federation G.D.P.

Conclusions

Having analysed the situation in Moldova for 2011-2015 period, we can conclude, that there is a strong
relationship between the level of money laundering and effectiveness of the judiciary and regulatory
framework. The more effective the money laundering operations are the more negative becomes the
economic situation in a particular country. Large amounts of money are very welcome in the condition of
economic crisis. The state has therefore a tendency to ignore the whole process related to anti-money
laundering regime. Countries may approve legislation acts, that facilitates the attraction of dirty money (or
potentially dirty funds) and camouflage them as legal money (clean). This is, what happened as a result in
Moldova where the banking system is owned by off-shore companies and the origin of funds and beneficial
owners are unknown. A weak economy is forced to limit its expenses and resources dedicated to combating
money laundering and directed them towards the fight against unemployment, poverty and social
instability. The risk of money laundering has become an economic and social phenomenon harmful to
economic systems, with negative results as it affects the financial stability principles, finally brings to
economic destabilization. This scourge affects the elements of state order, since it highlights the weakness
of the legal framework, supervisory bodies, public institutions, banking organizations and of enforcement
authorities entrusted with the role of preventing and combating money laundering. Preventing the risk of
money laundering must be achieved through a strong mechanism of legal, economic, administrative and
political actions. In this context the U.N. has classified the phenomenon of money laundering as no. 1
enemy of humanity. In my opinion, to build an anti-money laundering regime, it is necessary to ensure
regular qualification of employees in the supervisory bodies, law enforcement agencies and other
institutions directly or indirectly in charged with money laundering issues, which in result requires regular
investments in such categories of employees. Such expenditures may be incurred only by a strong economy.
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GENERAL THEORETICAL APPROACHES REGARDING
THE PUBLIC DEBT MANAGEMENT

PhD student Diana CAZAC, ASEM

Public debt management is defined as operations made by the government on the financial markets in order to
change the composition of the outstanding public debt, for example with respect to the maturity structure. To
distinguish between the effects due to public debt management and the effects due to fiscal policy, public debt
management has to be self-financed. The aim of public debt management is to minimize the cost of public debt or,
as a part of the economic policy making, to control aggregate demand. This paper aims to highlight the importance
of effective management of government debt and to make some recommendations for the financial authority of the
state in certain situations. The purpose of this research is to analyze the theoretical approaches of management
public debt and to identify the particularities of debt management policy and how the fianancial authority of the
state should act in various circumstances to improve the management of public debt.

Key words: public debt management, financial market, aid management, debt policy,

Introduction

Public debt management can be defined as open market operations carried out by the government in
order to change the composition of the outstanding stock of government-issued debt instruments. Public
debt management focuses only on changes in the composition of the outstanding public debt and takes the
size of the public debt as given. The composition of public debt is usually characterized by the outstanding
debt's maturity structure and public debt management is mainly concerned with changes in the maturity
structure. The aim of public debt management is to minimize the cost of public debt or, as a part of the
economic policy making, to control aggregate demand. The basic idea behind public debt management as a
tool for economic policy making is the following; in order to induce investors to hold the new mix of
government-issued debt instruments, changes in the structure of relative asset yields are necessary. These
changes might have attendant effects on the firms cost of capital and the agents' consumptioninvestment
decisions, and accordingly on the real economy. The almost permanent budget deficits in many countries
during the last two decades have led to a rapid growth in public debt that has stimulated the interest in
public debt management. To finance these deficits many governments have been forced to introduce new
types of debt instruments and to deregulate financial markets.

The purpose of this research is to analyze the theoretical approaches of management public debt and to
identify the particularities of debt management policy and how the financial authority of the state should act
in various circumstances to improve the management of public debt.

Critical analysis of the problem investigated

Public debt management is defined as operations made by the government on the financial markets in
order to change the composition of the outstanding public debt, for example with respect to the maturity
structure. To distinguish between the effects due to public debt management and the effects due to fiscal
policy, public debt management has to be self-financed. This means that if the government purchases one
type of government-issued bond it simultaneously has to issue other types of bonds in order to finance the
purchase without affecting the level of government expenditure. To induce agents to hold the new mix of
government-issued bonds, a change in the bond-prices might be necessary. This change might have
attendant effects on the whole asset market, and through changes in the agents asset portfolios the effects of
public debt management are transmitted to the real economy. If public debt management does not affect

11
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the real economy, then it is neutral. Two types of conditions are crucial for neutrality to emerge. The first
condition focuses on the private sector's internalization of the government's budget constraints. Public debt
management is neutral if the agents can and also find it optimal to undo the effects of public debt
management by changing their consumption and investment decisions. This condition hinges on whether
the agents recognize the future effects of public debt management, on their future tax liabilities. The second
condition focuses on the asset markets and how public debt management, via the asset markets, affects the
assets' yields, the spanning of the economy's uncertainty, the trading opportunities, and accordingly the set
of feasible consumption plans. For public debt management to be neutral it is necessary that the set of
feasible consumption plans is not affected.

To avoid uncontrolled indebtedness, only one government authority should beauthorized to borrow. It
must be the authority responsible for fiscal management. The Legislation should provide for this point.
Regulations can also provide for the amount of borrowing, which must conform to the annual budget. The
annual budget should outline the annual borrowing plan. A public debt act can also provide guidance on the
types of instruments and selling techniques that the government can use. However, this act should be
flexible enough to adapt to developments in the financial market and to the level of technological
sophistication. The objectives of the debt management policy should be clearly stated and made public.
The basic objectives are to finance the budget deficit, or specific projects (for project loans), and to
minimize the costs of borrowing. Governments also pursue other objectives in debt management, such as
the development of financial markets, support for the monetary policy, encouragement of saving. The
development of a large and liquid market for government debt facilitates monetary management and the
development of financial markets. As indicated above, reduced uncertainty about the borrower debt
program is generally rewarded with lower borrowing charges. Many countries announce their borrowing
plans in advance. Taking into account uncertainty in revenue collection, the amount of future auctions can
be presented in public borrowing plans within a range of +/- 10—20 per cent, and for example, the precise
characteristics of a particular auction can be announced the week before it takes place. Issuance and pricing
results should be published shortly after auctions. The government should provide Parliament with regular
and detailed reports on its indebtedness and its debt policy, and publish statistics on the government debt,
including guarantees.

Debt management has two main aspects: Central Bank borrowing operations as part of monetary
policy and government borrowing to finance the fiscal deficit.

The use of government securities as instruments of monetary policy is seen a stimulus to the
development of the financial markets. However, it requires adequate support arrangements, such as
coordination between monetary and fiscal authorities regarding the amounts to be issued; protection
against overfunding of the government budget for the purpose of monetary management; and sharing the
cost of this funding.

The initial step in formulating debt policy for financing the budget deficit is to set borrowing objectives
in conformity with fiscal targets. The second step is to determining strategic choices.

Concerning borrowings in the financial markets, the formulation of debt policy includes strategic and
tactical policy choices that concern the choice of instruments, currency, targeted markets, etc. The choice of
instruments and the establishment of an adequate mix of these instruments must be based on the needs of
investors, risk factors, and the objective of promoting the liquidity and the overall development of the
market. The choice of maturity is important in balancing the debt profile, adjusting the volatility of debt,
and exploiting investor preferences. Targeting the wholesale domestic market reduces interest costs, but the
development of the retail market may promote household savings. In developing countries and transition
economies, extreme caution is required before considering certain instruments that increase volatility in
debt service. Although portfolio theory suggests that borrowing in a variety of currencies diversifies risks
and reduces the cost of borrowing, borrowing in foreign currency presents higher risks and costs in most
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developing countries. The use of derivatives requires high degree of expertise and should generally not be
considered in developing countries.

The formulation of debt policy, for financing the budget deficit, should rest with the Ministry of
Finance, but close coordination with the Central Bank is required, and the effects on monetary policy
should be considered. In developing countries, Central Banks are more knowledgeable about the
functioning of the financial markets than Ministries of Finance. The distribution of responsibility for
implementing the debt policy should be established according to technical capacities within the Ministry of
Finance, the degree of development of the financial markets, and the objectives pursued. In several
developing countries, the Central Bank is responsible for implementing the debt policy and securities
management. In developed countries, there is currently a move toward placing debt management fully
under the responsibility of the Ministry of Finance, with a view to avoiding any policy conflict between debt
and monetary management.

Even in a cash-based budget system, double entry accounting should be: a double-entry system that
permits the debit and credit sides of transactions to be recorded; on an accrual basis. The accounting
system must distinguish repayments from interest. Risks related to contingent liabilities must be assessed
and recognized. In middle-income countries, increased openness of financial markets tends to diminish
differences between external debt and domestic debt. Market rating covers both external and domestic bills
or bonds which may be issued in foreign currency and held by foreign lenders. However, the management
of project and program loans needs specific procedures. In low-income countries, project loans and
program loans make up the major part of external debt.

Individual vision on the investigated problem and the results of research

The Ministry of Finance, which is responsible for fiscal management, should be responsible for debt
management and should determine the debt policy, review draft agreements, verify whether the loan terms
fit debt policy and whether its purpose fits the budgetary policy, assess the future impact on the debt
service, conduct financial negotiations, and keep books and the debt recording system. In several countries,
statistics on debt are kept by the Central Bank. Although the government is responsible and accountable for
debt management, this organizational arrangement is acceptable. It could ensure more comprehensive
coverage of transactions, since every payment is made through the Central Bank. However, where such
distribution of responsibilities is made, the statistics unit of the Central Bank must also be made to report to
the Ministry of Finance, which is responsible for managing and implementing the medium-term external
debt policy. A distinction must be made between functions related to debt management, budgeting and
investment programming, and aid management. Budgeting and investment programming consist of
prioritizing expenditure programs, and the Debt Management Office should not interfere in this aspect of
public expenditure management. Aid management covers the relationships between the country and the
lenders/donors. To avoid conflict of competencies, this function should be located within the Ministry of
Finance.

Some countries have adopted other types of institutional arrangement, for instance, by installing an aid
management unit within the Ministry of Foreign Affairs. Where such arrangements are made, the aid
management unit must not be allowed to interfere in financial programming and expenditure
programming. The unit responsible for aid management should not make decisions on contracting loans or
launching a development project.

Conclusions

Debt management needs to be linked to a clear macroeconomic framework, under which governments
seek to ensure that the level and rate of growth in public debt are sustainable. Public debt management
problems often find their origins in the lack of attention paid by policymakers to the benefits of having a
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prudent debt management strategy and the costs of weak macroeconomic management. In the first case,
authorities should pay greater attention to the benefits of having a prudent debt management strategy,
framework, and policies that are coordinated with a sound macro policy framework. In the second,
inappropriate fiscal, monetary, or exchange rate policies generate uncertainty in financial markets regarding
the future returns available on local currency-denominated investments, thereby inducing investors to
demand higher risk premiums. Particularly in developing and emerging markets, borrowers and lenders
alike may refrain from entering into longer-term commitments, which can stifle the development of
domestic financial markets, and severely hinder debt manager’s efforts to protect the government from
excessive rollover and foreign exchange risk.
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THEORETICAL AND METHODOLOGICAL APPROACHES CONCERNING
FINANCIAL BANKING MANAGEMENT

PhD student Irina FRUNZA, ASEM

This paper examines the approaches concerning financial banking management. The main objective of this
research is to highlight the importance and features of management, especially for banking system. Modern
management involves a large number of skills and orientations, many of which involve skills related to statistics,
the use of information technology, accounting and mathematics. In this paper were analysed 3 main schools of
management and its representatives, financial banking system and bank management problem. The research
result shows us that an inefficient management leads to bankruptcy of banks, as: BC ,Banca de Economii” S.A. BC
,Banca Sociald” S.A. and BC ,Unibank” S.A. and worsening the entire banking system indicators.

Key words: management, approaches, financial banking management, banking indicators, insolvency.

Introduction

Currently, the role of banks and of the banking system in general has become extremely important. The
banks are concerned about the permanent optimization of management process to achieve the results that
they have proposed and to ensure its scheduled development. This paper presents an overview of the
literature in this area, outlining the importance of financial banking management and the need to improve it
permanent.

In recent years, the Moldovan banking system is facing several problems that affect the financial
performance of banking activity. Recent events, such as the liquidation of three commercial banks in the
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banking sector, demonstrates the existence of problems related to bank management, banking risks and the
central bank's monetary policy. These problems bring major changes of indicators influencing the whole
banking system.

The purpose of this research is to analyse approaches regarding the management, management
principles and financial banking management. The research methodology consists in comparative analysis
of theories and the visions of specialists in the field, studying literature, analysing bank’s reports. Modern
management involves a large number of skills and orientations, many of which involve skills related to
statistics, the use of information technology, accounting and mathematics.

This research pursues the following objectives: identification the most modern visions of Management,
investigation of management principles, identification the importance of management and its features,
identification the trends of financial banking management, investigation of banking systems that promote
the most efficient financial management, analysis of policies and practices of financial banking management
in various situations. The fact is that management is not an exact science. Equally for sure is the fact that the
use of knowledge helps us better understand and improve management's current practice. Management
area intersects with a large number of disciplines - social science, logic, philosophy, mathematics,
information technology, international relations, linguistics and culture.

To achieve the proposed objectives, the research was divided into 3 sections. In the first section are
reported various schools of management in general and the representatives of these schools that have
contributed to develop the concept of management. The second section describes the content, objectives
and functions of bank management. The last section presents an analysis of the financial and banking
system for 2012-2015, highlighting the problems of bank management.

1. Modern approaches and visions regarding the management

The literature published in recent years in finance, highlights the main directions of management, more
attention being given to financial banking management. The management has a triple meaning: the
practical activity (process), decision factor (team or individual) and science. A broader definition would be:
The management is the art and science of making others to act so as to achieve the objectives of an organization; is
the statutory process and achieving the goals, by performing basic functions, specific in managing the use of human,
material and financial resources of the organization. [3]

Historical development of management includes 3 approaches, considered by some authors, essentials:
a) classical approach, b) behavioural approach and c) quantitative approach. Even from the early twentieth
century F. Taylor and H. Fayol considered the management as “scientific organization of labour”. Mary
Parker Follett is today known as the “mother of scientific management”. Her contributions in modern
management include: idea negotiation, conflict resolution and power-sharing.

The classic approach uses economic concepts and tools such as profits, spending and investment,
especially in an analytical manner, concentrated on thinking how to increase work efficiency and organization.
Specialists of this approach define three distinct orientations: scientific, administrative and bureaucratic
management. Representatives of this approach were: Frederick W. Taylor, Henry L. Gantt, Max Weber,
Fayol H. Behavioural approach or interpersonal relations, emphasizes the priority of using sociological and
psychological concepts and methods and it is represented by works of Hugo Muterberg, Mary P. Follet,
Abraham Maslow, Douglas McGregor and quantitative or mathematical approach, uses techniques of
mathematical, statistical and informatic methods in making decisions and it is represented by A. Kaufman, J.
Star and Von Neumann. Peter F. Drucker considers that “Management is a practice, not a science, does not
mean knowledge, but performance”. [8, 10, 11] Druker’s conclusion is that the needs of large organizations
must be satisfied by ordinary people, capable of unusual performance. In order to achieve unusual
performance, Druker proposes the management based on objectives (MbO), which leads managers to
identify and assess available alternatives, resulting in the default assessing management performance [6].
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Later J. Meleze defines management as “being in a general approach of global target-setting, and the
integration of all available resources in a system oriented in fulfilling these objectives and finally in
managing system to overcome their economic environment”. Stephen Robbins in 1991 believes that
management is a process of achieving efficient work with and through other people. Robert Kreitner in
1992, said that management is a work with and through other people in order to achieve the organization's
objectives, using efficiently limited resources in terms of a changing environment. Samuel Ceto in 1994
defines management as a process to achieve the objectives of the organization, working with and through
people and enhance the other organizational resources. According to Robertson A.B. the management is
the art or science to direct, to conduct and to manage the work of others in order to achieve the set
objectives, decision-making process and leadership, a factor of production for the organization and
management of other factors (land, equipment, labor and capital) to obtain maximum efficiency, a social
process involving responsibility for effective and economic planning and regulation operations in
fulfillment of a purpose or a given task. [5]

Management theories have its roots since the time of Machiavelli. Anthony Jay shows how the new
science of management is a continuation of the old art of government. Machiavellian precepts were applied
by such modern corporations such as General Motors, Apple Computer and Microsoft. [14] Dumitrescu
M. believes that management is the science that ensures the management of all economic process and
utilities, all sectors of activity in all their functions, with the man in the foreground, attending their
motivation and that involves solving problems in the forecasting organizational, leadership, decision
making report, and control their realization in economic efficiency. [13]

We conclude that the author’s vision regarding classical management, to lead, to be a manager means
to anticipate, plan, command, coordinate and control. Authors of scientific management support the use of
careful research to determine the optimal degree of specialization, and standardization of work tasks, which
will make to work efficiently with subordinates.

2. Content, objectives and functions of banking management

Banking management emerged and developed originally in the United States under the name of “asset-
liability management” (ALM). In the opinion of Cristi Spulbdr (2013): “Bank management can be
understood, on the one hand, as a manifestation of requirements, conditions and overall management
functions adapted to the specific conditions of such institution as banks “. Bank management complies to
general regularities of management science, but has at the same time, specific systems, techniques and
methods, and adequate governance arrangements. These characteristics are determined by the specificity of
its contents: specificity of object, which is the money and its substitutes; specificity of the process, which
represents a transformation manifested by copying, transferring and paying; specificity of the market, which
induces banking processes and differentiated and determined banking risks adjusting significantly banking
results; specificity of banking products; technological specificity, determined by other specificities of process
and object, centered on information and not on substance, banking technology mainly using “computer
equipment” for achieving the transformation process and additional services. [17, p.2-3]

From the domestic literature may be mentioned a series of studies by: Ddnild N., Berea A. in “Bank
Management: fundamentals and orientations”; Ganea M., Huidumac C., in “Introduction to bank
management”; Constantinescu D. - “Banking Management”, etc. Bank management in their opinion can be
defined as the process of functional integration of a set of specific and differentiated activities, focused on
acquiring and combining human, informational, physical and financial resources in order to provide
profitable products and banking services. [3] According to Cesar Basno, Nicolae Dardac in “Bank
Management” promoting effective management within the bank, oriented to maximize profit and minimize
risks, is performed in an economic and financial, social and political environment, that influence the
managerial methods and tools, the effectiveness and performance of the bank [1]. In his work “Risk

16



SCIENTIFIC SYMPOSIUM OF YOUNG RESEARCHERS

management in commercial banks”, Bunescu Gheorghe, showed that the global management of the bank
should start from business planning, business plan is the basic model of banking. [2] Another author,
doctor of economics, Liubomir Dimitrov, in his work “Problems and factors of risks management in bank
management”, analysed the function of the Moldovan banking system and the obtained results highlighted
factors that are the priority directions of improvement of banking management, has proposed to improve
the banking system based on investment risks management functions of individuals and the credit risk of
commercial banks [6].

Banking activity behaves a risk, which gives also some specificity of management process. On the other
hand, bank management covers all aspects of how the Bank's resources are organized and used in order to
maximize profit and improve the activity on short, medium and long term. Ensuring an optimum ratio
between profits and banking risks is a necessity of the first order without which success would be
compromised bank management. Decisions on the relationship result - risk is another object of bank
management.

Henry Fayol defined five main functions of bank management that represents essential attributes of
bank management performance: Forecast, which set the objectives of the bank; Organizing, customizes the
organizational structures in a network, and in this connection distribution of tasks; Coordination requires
the harmonization and compatibility information, decisions and actions of personnel, both at management
level and at the operational level; Training, defines specific activities that all bank staff are determined to
achieve effective and efficient objectives related functions or activities and Evaluation, analysis and control,
includes all the activities that the bank's performance targets are measured and compared, ensuring
continuous liquidity and solvency of the bank. The bank’s management features determines and defines
eight primary areas: liquidity management, asset management, liability management, capital management,
performance management, risk management, human relations management, market management [17].

Bank management, according to the specificity of individual institutions, manifest in the conditions
where money and credit are the basic tools for stimulating economic development, through them is
encouraging any positive phenomenon or discourage it, if necessary, the trends that could move towards
achieving inefficient or speculative objectives. In specialty literature the first two functions are considered
the most important and necessary. Banks' ability to achieve the objectives and functions described above is
influenced by the environment in which it operates.

3. Analysis of financial banking system and bank management problems for 2012-2015

Analysis of banking activity determines the bank's activity possibilities in the present and future,
compliance of the bank's financial statements, economic realities and rules imposed by supervisory
authorities. Management of a bank represents a demanding task due to external circumstances and events
that are constantly changing which often have a strong impact on the bank. The system of indicators, having
in centre performance indicators, assesses the situation the bank at a given moment, suggesting developing
perspective. Delimitations can be made in the system of indicators according to the hierarchical levels and
the nature of the content. For bank management the system of indicators gives the possibility assessment of
overall activity, the activities and areas, the organizational components on products and services - etc.
highlighting the causes of failures, “narrow places” in terms of performance, generating decisions of great
importance for the future development of the bank and its performance.

Currently, banking systems faces numerous problems due to external and internal factors, which leads
to an unstable banking environment. Moldova's banking environment is unstable. This unstable
environment produces the following effects on bank management: deeper awareness and understanding of
the environment, increased attempts to anticipate changes, is put more emphasis on the ability of managers
at all levels to learn and adapt, increased capacity to respond effectively to change.
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A recent problem that was faced Moldovan banking system was liquidation three commercial banks:
BC ,Banca de Economii” S.A., B.C.”BANCA SOCIALA” S.A. and B.C. “UNIBANK” S.A., after some
dubious transactions in large proportions. To confirm this fact, was analysed the evolution of the banking
system indicators as: tier I capital, regulatory capital, risk-weighted assets, risk weighted capital adequacy,
the share of foreign investments in banks, the balance of non-performing loans, assets, ROA, ROE,
Principle -1 — Long term liquidity ratio, Principle ~II- Current liquidity ratio for 2012 - 2015 [16].

Table 1.
The evolution of financial indicators for 2012-2015
Financial indicators 2012 2013 2014 2015
Tier I capital, MDL mil. 6636,7 7926,26 8686,2 8995,70
Total Regulatory Capital, MDL mil. 7020,2 8167,58 9013,85 9278,65
Risk-Weighted Assets, MDL mil. 28794,4 35484,87 64764,02 35470,14
Risk Weighted Capital Adequacy, % (>16%) 24,5 23,02 13,92 26,16
Tier I capital / Risk-Weighted Assets, % 23,04 22,34 13,41 25,36
Share of Foreign Investments in Social 71,4 72,24 77,56 82,92
Capital of Banks, %
TRC of 5 the largest banks by capital 66,5 64,15 67,48 78,74
size/Total TRC, %
Balance of net non-performing credits 14,5 12,4 14.26 15,05
debt /TRC, (%)
Assets, MDL mil. 58168,48 | 76190,11 | 93909,15 69095,55
Assets of five banks having the largest 70,4 70,43 75,85 83,96
assets /Total assets, %
Total assets of the banking sector/GDP, % 63,23 76,28 84,03 57,68
Return on Assets (ROA), % 1,1 1,56 0,85 2,10
Return on equity (ROE), % 5,6 9,42 5,86 12,78
Efficiency ratio (ER), % 117,2 135,33 117,46 134,81
Principle -I - Long term liquidity ratio (<1) 0,7 0,71 1,54 0,7
Principle -II - Current liquidity ratio 32,9 33,76 22,48 41,55
(220%)

Source: Elaborated by author based on the financial data reports of NBM

According to the data in Table 1 we can see significant changes of indicators. From 2012 when
currency depreciation started in the banking sector, by 2014 the assets increased by 42%. During 2012-
2015, and especially the end of 2014 it has significantly decreased profitability (ROA and ROE). This
performance indicator of the banking sector demonstrates a reduced capacity management to use its own
and borrowed financial resources and a decrease of bank profit from the perspective of the shareholders.
The year of 2012 can be characterized by a halting or a worsening of the indicators determined by: the
decrease of growth’s rate of national economy, increase of non-performing loans and the decrease of return
on assets and equity. The average risk-weighted capital adequacy denoted the orientation of banks towards
lending the economy, and the assets are in upward trend due to increase of liabilities and capital, increase of
receivables, loans and cash. At the same time it increased the risk weighted assets by nearly double, being
64.764 billion lei. Another important indicator that suffered is liquidity, according to principle I -Long-term
liquidity ratio. This indicator exceeded the permissible norm of 1% which suggested that this situation has
brought unexpected cash discounts that needed to attract additional resources with high costs, thus
reducing the profitability of the banks. During the period of 2012-201S5 the risk-weighted capital adequacy
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under the norm of 16% has decreased. Also during the same period, the foreign investment in banks has
increased with the same growth trend as assets of five largest banks having the largest assets in total assets.
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Figure 1 Ranking efficiency of commercial banks in Moldova in the Q2 of 2015

Source: www.bancamea.md

According to the analysed indicators, financial reports of banks and Figure 4, the rating of efficiency of
commercial banks in Moldova in second quarter 2015, was observed a worsening of the economic and
financial situation and activity of the three banks: BC ,Banca de Economii” S.A. which held 3.75% of loans
granted by banks, BC ,Banca Sociald” S.A - 7,51% and BC ,Unibank” S.A. - 7,94% [15].

Another major problem faced by the Moldovan banking system is that members of the boards of banks have
no education / training in financial banking field. This fact is described in the Bulletin of External Policy of
Moldova, Nr. 64, February 2013, by Angela Secrieru “Corporate governance in the banks from Republic of
Moldova under the impact of the Basel Committee regulations”, in which according to the data that was
observed that in the case of three banks as: BC ,Moldindconbank” S. A., BC ,BANCA SOCIALA” S. A. and BC
»UNIBANK?” S. A., none of the members of council does not have the banking and financial training. In the case
of BC “Moldova-Agroindbank” S.A., only 4 members of S have financial and banking studies.

Conclusions

The research results allowed the formulation the following conclusions: lack of a common approach to
the concept of management, this being divided into three approaches: a) the classical approach, b)
behavioural approach and c¢) quantitative approach. Each type of approach correspond some
representatives, tried to formulate management principles. Managers carry out the functions of planning,
organizing, staffing, leading, and controlling. Managing is an essential activity at all organizational level.
Managing as practice is art; organized knowledge about management is science. The development of
management theory involves the development of concepts, principles, and techniques. There are many
theories about management, and each contributes something to our knowledge of what managers do. Each
approach or theory has its own characteristics and advantages as well as limitations. The systems approach
to management includes inputs from the external environment and from claimants, the transformation
process, the communication system, external factors, outputs, and a way to reenergize the system. The most
important aspects that are pursued through bank management activity covers: operations management
assets and liabilities of banks; the outcome on the basis of balance sheet data, human resources
management, banking products and services, managing bank risk, bank etc.
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Banking systems are facing many problems due to external and internal factors, which lead to an unstable

banking environment. Moldova banking system is unstable, largely due to an inefficient management, which led
to the bankruptcy three commercial banks: BC ,Banca de Economii S.A., B.C. “BANCA SOCIALA” S.A. and
B.C. “UNIBANK” S.A. An unfavourable situation recorded in the some banks, that more than half of the board
members have no education / training in finance - banking. And in this case it is threatened bank performance

and stability.
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TAX EVASION AND THE MAIN REASONS FOR THIS PHENOMENON

PhD student Mariana GROSU, ASEM

The main fiscal offense is tax evasion. Most often it is the response of entrepreneurs and citizens to a tax

burden, which is very high in their opinion. But tax evasion, resulting in budgetary resources deficiency, makes the

government raise taxes in order to cover the budget deficit. Thus, a vicious circle is formed: the taxpayers don’t pay

high taxes - the government does not receive sufficient budgetary funds and to cover the budget deficit they are

forced to raise taxes that are burdensome on taxpayers. But in addition to the high tax burden there are also other

causes of tax evasion that are necessary to be studied in order to formulate an effective and efficient tax policy
designed to reduce the amount of tax evasion.
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Introduction. At all times, taxes have been in sharp contradiction between public and private interests.
The society represented by the government authorities is as a rule dissatisfied that tax revenues do not
come in full, which does not allow them to fully perform their functions. Citizens and businesses, in their
turn, are critical of the excessive burden of taxes. As a result, the government is trying to increase the
collection of taxes, which inevitably increases the desire of payers to evade their payment. Companies come
up with new ways to evade payment of taxes, which pushes the government to tighten the tax regime.

The particular solutions to remove the above mentioned contradiction appear to be rather often
causing permanent hope for the radical improvement of the situation. But after a while it becomes clear that
the particular proposals besides their positive aspects have their particular weaknesses as well (according to
the principle: the new law blocked the old tax loophole but created a new one). It seems, therefore, that this
important issue deserves a thorough analysis on the fundamentally theoretical level.

The purpose of this article is to identify the main reasons for tax evasion and to formulate some
recommendations for decreasing its negative impact.

Tax evasion involves the violation of tax legislation and evasion of tax liability through non-payment of
taxes, distortion of tax reporting, submission of false information, illegal use of tax incentives, and late
payment of taxes.

Some scientists have identified the following groups of reasons for tax evasion'. The first main group of
reasons for tax evasion is economic ones, which include the following reasons:

a) worsening of financial standing of businesses and population, typical of periods of economic crises;

b) existence of an excessive tax burden on taxpayers and ineffective tax policies aimed at implementing
fiscal rather than regulatory function of taxes;

c) lack of legal opportunities for competitiveness in certain business areas.

The economic situation of the payer is usual determinant of tax evasion. The taxpayer calculates
whether the benefit gained by tax evasion will justify those troubles, which may arise if the deceit will be
revealed. It is a purely economic issue. The higher are the tax rates, the greater is the temptation to evade
payment of taxes. The more insecure is the financial standing of the payer, the stronger is his intention to
hide some of his income from taxation.

However, not only the economic situation of the taxpayers affects the frequency of tax evasion
phenomenon. The general economic conditions also affect it. This is primarily due to the fact that the
economic situation considered enables to some extent the tax shifting facilitation. The higher is the
possibility of the sale of products, the more likely is the broad tax shifting on the consumer. Therefore, in
such cases, the need for tax evasion is considerably reduced. On the other hand, economic recession boosts
search for tax evasion.

The shadow economy is a very severe problem of modern society. The scale of this phenomenon varies
considerably from country to country, but to a greater or lesser degree, the shadow economy is present both
in economically developed countries (where it accounts for no more than a quarter of economic activity),
and in underdeveloped countries (where the informal sector covers legal activity). Experts give various
reasons for the emergence and increase of the shadow economy scale, but most of all among these reasons
is a high tax burden. Many experts and analysts agree on the fact that the tax burden is the main reason for
pushing the economic agents into the “shadow”. According to some scientists the increase in the tax burden
leads to the shadow economy growth even in economically developed countries such as the United States:

VKUKV, HT., KY3bMUHA O.A. Kypc nexyuii no oucyunaune « Ocnoswl Hanoeoobnodcenusy. Kummasy, MDA, 2006.
—c.89
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the main reasons for the shadow economy growth in the USA are the increase in the tax burden and social
security contributions®.

But there are also other points of view on the impact of the tax burden on the shadow economy scale,
which have been subject to different research to get their soundness. One of the most influential studies in
the field of the shadow economy is the scientific reports prepared by an international research group of F.
Schneider, A. Buehn and C. Montenegro with the support of the World Bank®.

The indicators of the shadow economy scale in different countries were compared with the indicators
of the national tax system. These are the following indicators: the size of the tax burden as a share of taxes in
GDP; the time required for establishment and payment of taxes (on the basis of mandatory payments as a
tax on corporate income, VAT or sales tax, income tax, social security contributions) ; the share of
government revenues in GDP. The source of information was the World Bank data. The analysis of these
indicators was conducted across all the countries in the sample (120 countries), and for certain groups of
countries combined according to their economic, political or territorial common features.

First of all, we were interested in the trends of the shadow economy functioning relevant to our
country, so we will consider the data on the impact of the tax burden on the shadow economy scale
according to the countries with economies in transition. There is an inverse correlation between the studied
phenomena: the higher is the tax burden in the country, the lower is the shadow economy scale in this
country. A similar pattern is observed in the analysis of all 120 countries. So we can acknowledge that the
conventional wisdom that high taxes push economic agents into the shadow is groundless. Usually the
opposite happens - in countries with low taxes there is a large scale of shadow economy. In fact, while
analyzing we got the “Laffer counter-curve”.

At the same time there is a direct correlation between the amount of time required for establishment
and payment of taxes and the shadow economy scale. The analysis of all the 120 countries and in all eight
groups revealed a direct correlation between the number of hours the taxpayers annually spend on
calculating, registering and paying taxes and the shadow economy scale. These data suggest that even if the
national tax system has some influence on the number of businesses hiding in the “shadow”, it happens not
due to higher tax rates, but because of the complex administrative and bureaucratic procedures related to
tax accounting, calculation and payment of taxes*.

Thus, we can say that our tax system burdens the economy not always with higher tax rates but with
excessive bureaucratic procedures and scrutiny in exercising tax control.

The revealed paradoxical inverse correlation between the size of the tax burden and the shadow
economy scale to a certain extent accounts for the fact that in economically developed countries the higher
tax burden enables to create more favourable conditions of life by funding public goods through tax sources,
thereby reducing the incentive to evade payment of taxes and go underground.

In order to assess how interconnected are the total amount of government revenues and the shadow economy
scale, there has been carried out a correlation analysis between these indicators as a whole in 120 countries and in
eight separate groups. In the group of countries with economies in transition, to which our country belongs, there is
not a very strong inverse correlation, but still in countries with a greater amount of government revenues in GDP
the shadow economy scale is usually lower due to the regularities mentioned above.

In this regard, we can say that the increase in the share of total government revenues and expenses
respectively in the country's GDP often leads to a decrease in the scale of shadow economy in the country as
higher government spending creates more comfortable conditions of life for citizens and businesses, which, in
turn, reduces the motivation of people to go underground and to hide their businesses in the “shadow”.

2 EJJOTOB JI.1O. Biiusinue HanoroBoii CHCTEMBI Ha TEHEBYIO YKOHOMHKY. Qunancwl u kpedum, 2015, Ned1, c.11
? https://openknowledge.worldbank.org/bitstream/handle/10986/3928/WPS5356.pdf?sequence=1&isAllowed=y
* DEJJOTOB J1.}O. Biusiue HanoroBoii CHCTEMBI Ha TEHEBYIO SKOHOMHUKY. Punancwl u kpedum, 2015, Ned1, c.14
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Ideally, the scheme of financial relations between the company and the government has to be closed.
That is, the firm pays taxes, and for this amount of money the government provides goods and services
called public goods. In this situation, there is no motive for tax evasion or at least the desire to evade
payment is not increased. In reality, however, it does not work, as the government has not only an economic
function, directly relating to the activities of each company, but also a nationwide function, which affects
the company indirectly, through social environment.

The economic benefits created by the government refer to the whole society and only to a smaller
extent to a particular company. In addition, the government assumes the important functions of regulating
social relations, strengthening the social foundations of stability, improving the standard of living and social
security of citizens, dealing with the external defense of the country.

Thus, in reality, the closed scheme of relations between the firm and the government is transformed
into an open one characterized by gaps and unequal cash flows. Firms pay taxes but in return receive
inadequate amount of public goods. If to make a balance of the relationship between the company and the
government, then the company's expenses are equal to the taxes paid, and the revenues are made up of
public goods which the company uses directly and the part of public goods which the firm receives
indirectly through social environment. It turns out that the firm’s expenses exceed its revenues. More
precisely, they exceed the revenues by the amount of wasteful spending of the government and that part of
public goods that is scattered in social environment and does not reach the company. We can say that in the
relations between the government and the company there arise three problems: the efficiency problem, the
problem of “free rider” and the motivation problem®.

The efficiency problem. Part of the revenues received in the form of government taxes goes for
unsustainable expenses. The higher they are, the worse is the social climate in relation to the payment of
taxes. Due to the lack of society’s trust in government it becomes a common practice for a firm to evade
payment of taxes.

The problem of “free rider”. As known, in theory we call it the situation when the consumer has the
opportunity to benefit from the use of public goods without paying for them. Among the companies there
are always those who do not pay taxes but receive social benefits from the government. It turns out that
companies use the public sector services free of charge. The reason for this phenomenon lies in the public
good peculiarity, which is non-excludability, i.e. physical impossibility to exclude anyone from the use of
this good or executing excludability only at a very high cost.

For example, the protection of property rights in the country implies the existence of a large and costly
court system, control authorities, registration authorities, etc. For a company a reliable protection of its
property rights is a valuable asset. However, because of the fact that this system is national and universal it is
impossible to exclude from the number of its users the tax evaders.

The motivation problem. The use of taxes for the creation of public goods such as law enforcement, the
judicial system, market infrastructure, and so on can be felt by the company. But the use of funds for the
maintenance of the appropriate social level of society the firm cannot track. Although in fact it is an
important detail in the company's activities. As the unstable social atmosphere leads to demotivation of
staff, strikes, the emergence of criminal structures.

For a more visual coverage of the problem let us analyze the structure of the national public budget
spending of Moldova during the year of 2015, presented in Figure 1.

> BEKKEP E.I'. CoBepIleHCTBOBAHHE HHCTHTYIHOHAIBHOM CHCTEMbI KAK METOJl COKPAIICHHS YKIOHEHHUS OT HAJOrOB.
Qunancet u kpeoum, 2004, Ne4 (142), ¢.51
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Figure 1. The structure of the national public budget spending of the Republic of Moldova
during 2015, %
Source: developed by the author on the basis of data of the Ministry of Finance of the Republic of Moldova.
http://www.mf.gov.md/files/reports/BPN 2.pdf

The figure demonstrates clearly that the budget expenditures of non-economic nature are very high
(86.3%), hence the entrepreneurs of our country have every reason to believe that they pay taxes
completely non-reciprocally, that is without receiving from the government any pay-off.

Faced with these problems the company decides what it is cheaper: to honestly pay taxes or to evade
their payment. For this it can calculate the efficiency of payment and non-payment of taxes. The coefficient
of the efficiency of payment of taxes by the firm can be determined by the formula 1. Ideally, it should
approach one. When this coefficient is far from one, the company gets every reason for tax evasion.

The coefficient of tax payment efficiency=H / (OB1 + k(0B2)) (1)

where H — taxes, OB1 — public goods used by the company directly in its activity, OB2 — public goods
whose impact the company can feel only through the social environment development.It is also possible to
calculate the coefficient of tax evasion efficiency (formula 2).

The coefficient of tax evasion efficiency = H / (XxIII + PO) (2)

where X — the probability of discovering tax evasion of the company by the government, III - the
amount of fine paid by the company when tax evasion is discovered, PO - expenses on tax evasion service®.

If the coefficient of tax evasion exceeds one, then it is advantageous for the company to evade taxes, but
if this figure is below one, then there is no point in evading taxes. In practice, the values of both coefficients
usually show that paying taxes is not advantageous, but evading them, on the contrary, is very profitable.

The second group of reasons for tax evasion is political ones. The level of fiscal discipline depends on
the overall political situation in the country. In times of the governmental power crisis there has been
noticed a sharp decline in tax collection due to the mass non-fulfilment of tax obligations by the taxpayers. If
when conducting government policy the interests of individual groups are put above the interests of others
without any economic reasons, then the taxpayers who consider themselves overlooked seek a variety of
options from reducing the tax payments to direct concealment of taxable income and assets.

The group of legal reasons for tax evasion includes:

a) lack of coordination between many tax laws and previously adopted legislative acts;

® BEKKEP E.I'. CoBeplieHCTBOBAHHE HHCTHTYIHOHATLHON CHCTEMBI KaK METOJl COKPAIICHHS YKIOHEHHS OT HAJIOTOB.
Q@unancel u kpeoum, 2004, Ne4 (142), ¢.52
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b) unclear wording, which creates the possibility of their equivocal interpretation;

c) tax legislation variability, which is manifested in frequent and sudden introduction of changes and
amendments. We can see it from practical experience of our country on introducing amendments to the
Tax Code in 2015.

The technical complexity and inconsistency of tax legislation enable the taxpayer to avoid the payment
without breaking the law. This makes the practice of tax control more difficult. Its results are directly
dependent on the clarity of the taxation methods, the technical equipment of tax audits, accounting and
reporting.

There are also institutional reasons for tax evasion, which include:

a) lack of a clear interaction between the tax, regulatory and law enforcement agencies;

b) underdevelopment of international cooperation in the fight against tax abuse. The uncontrollable
expansion of freedom of international capital movements contributes to tax evasion. The tax control is
often limited within the national territory. It is armless in front of the transnational companies and joint
ventures. This creates favorable conditions for technical tax evasion.

The last on the list of groups of reasons, but not the least are the ethical and psychological reasons,
which include:

a) negative attitudes towards the existing tax system and government officials;

b) lack of fear for offense in the form of inevitable punishment.

It is well known that for many people to steal from the government does not mean to steal. Moreover,
in any country there are cases of corruption in the top government echelons, the use of public funds for
personal needs. Therefore, the taxpayers do not feel moral responsibility for tax avoidance. At the same
time, the perception of the government as a manager of public goods for most citizens is such an abstract
concept that it is not recognized at all.

Tax evasion is a significant danger to the public. Firstly, the government receives less budgetary funds
than they are due, and therefore the funding of state programs is reduced. Secondly, tax evaders are in a
better position compared to the law-abiding taxpayers in terms of market competition and may provoke
through their actions other economic agents into evading. Thirdly, with widespread fiscal offenses leading
to the budget revenues deficit, the government can compensate for the lack of funds by introducing new
taxes or increasing the rates of existing taxes and duties.

With regard to the economies that are in a phase of recession or crisis, tax evasion could be one way of
survival for entrepreneurs. But even for relatively prosperous national economies fiscal offenses are rather
common. The budgets of advanced economies are short in this regard of up to 1/3 of due tax revenues’.

Tax practice recognizes two basic ways to combat tax offenses: prevention (preventive methods) and
punishment (repressive methods). An important condition for reducing the number of offenses is to
expand the scope of preventive tax control. The complex of preventive measures include the delivery of
technical and instructional assistance to the taxpayers, timely coverage of changes in tax laws in public
sources, the publication of the most typical and gross violations of tax laws and the review of arbitral and
judicial procedures. Especially major violations of tax laws entail the application of the relevant articles of
the Criminal Code. The liability for gross violations of tax laws is viewed by the experts in a controversial
manner. Most of them believe that these measures are extremely alleviated. It should be presumed that the
really gross tax offenses should be punished with full weight of the law.

Conclusions.

The analysis of the main reasons for tax evasion has revealed that the main group of reasons is the
economic one. That is, the financial standing of the taxpayer. At the same time, the analysis conducted by
the scientists regarding the impact of the tax system of the country on the shadow economy scale has

7 CYTBIPYH C.®., [TIOTOPJIELIKMIA A.1. Hanorn 1 Hanoropoe miaHMpPOBaHHE B MUPOBOH SKOHOMHUKe. CaHKT-
[TerepOypr. 1998, c. 124
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revealed that the desire of entrepreneurs to go underground is mostly influenced not by the high tax burden
in the country but by the bureaucratic costs for the fulfillment of tax obligations to the budget system. The
more time the taxpayers spend on calculating, registering and paying taxes and other commitments, the
stronger is their desire to take their business underground. That is why the top priority of tax policy in our
country should be the simplification of the tax system procedures.

To reduce the tax evasion scale it is possible to apply such measures to combat tax evasion as the active
use of international cooperation in the field of detection of tax offenses; the ongoing analysis of the existing
legislation in order to identify the existing tax loopholes and to eliminate them; the study of legislation and
its detailed explanation in regulatory acts in order to avoid the cases of equivocal interpretation of tax laws.

One more good solution to the problem of tax evasion is the increase in the transparency of public
spending. When the need for certain public expenditures is clear-cut, the resistance to participate in their
funding is reduced.

In order to stop the taxpayers’ participation in tax fraud schemes in some countries there are launched
and widely advertised the programs of “voluntary” cooperation. To encourage the violators of tax laws to
come out of the “shadow”, some countries have adopted tax amnesty programs excluding the prosecution
of persons who previously practiced tax evasion in exchange for the payment of debts or on other terms and
conditions.

In our opinion, tax evasion is an inevitable process, but its dimensions are manageable. The budget
losses should be replenished firstly at the cost of the sharp decline in unproductive public expenditures and
secondly due to upgrading of penalties for deliberate concealment of income and its movement into the
foreign bank accounts.
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TRACKING THE IMPACT OF FINANCIAL CRISES ON ECONOMIES WITH DIFFERENT
LEVELS OF DEVELOPMENT

PhD student Vadim LOPOTENCO, ASEM

Globalization, with all its fundamental components generate chain reactions when a phenomenon occurs, be
it positive or negative. The origin of the financial crisis must be sought in various macroeconomic indicators and
more extensive use of derivatives. In terms of risk and uncertainty, the outbreak of the financial crisis is envisaged
macroeconomic context, the policy of central banks and their effects on the banking system. The dynamics of
macroeconomic variables come with a series of measures adopted by the authorities in response to the emergence of
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economic imbalances - monetary policy and prudential supervision, as measures taken to maintain financial
stability. Prudential indicators, highlight both its performance and vulnerabilities, and the risks it faces

Key words: financial crisis, financial stability, banking system, inflation, economic recovery.

Introduction

Financial crises are an indispensable element of economic life. Today, many economic areas, including
countries that are confronted with crises, the Republic of Moldova included, which records a huge
economic decline. At the same time it should be noted that the financial crisis is not a new element of
economic life. They have disrupted economic systems from different states throughout history. The
twentieth century was the “richest” in this regard: the pound and the French franc crisis of the 60s, the fall
of the Bretton Woods system in the early 70s and the debt crisis of the 80s. In this context it should be
mentioned that the 90’s came up with a series of crises that have disrupted the economies of various
regions, such as: the crisis in the European exchange system from 1992 to 1993, crises in Latin America in
the 1994 -95, the Asian crisis of 1997-98, which influenced the regional crisis of the Russian Federation in
1998, which had a negative impact on the economy of the Republic of Moldova. Among recent crises, there
was real estate crisis of 2008, which also negatively affected the domestic economy.

Identifying the vulnerability of economies against financial crises according to their degree of
development

Financial crises have been analysed by experts in the field during a long time. The contemporary crises
take more complex forms, requiring many more steps to be overcome. In the literature we find several types
of crises, but with a greater impact on the economy are likely to be:

— The monetary crisis;

— The banking crisis;

— Systemic financial crisis;

— External debt crisis.

All these types of crises have many common roots, namely the accumulation of unsustainable
economic imbalances and misalignments in asset prices or exchange rates, which are in a context of
financial sector distortions and structural rigidities. The crisis may involve sharp declines in asset prices, and
failures of financial institutions and non-financial corporations. In this context we can say that if crises have
common features means that they can be identified in some way.

Financial crises affect different developed and developing economies. In order to identify them are
required operational criteria to describe monetary and banking crises. Monetary crisis can be identified by
substantial devaluation of the national currency. The banking crisis is more difficult to identify due to the
complexity of the problem. They generally come from a prolonged deterioration of the asset quality. This
suggests that variables such as: the share of bad loans in banks' portfolios, fluctuations in investment real
estate and stock prices, and indicators of bankruptcies could be used to identify such crises.

Analysing the banking and the monetary crises in retrospection, we can say that the monetary crises were
frequently encountered throughout history, as they appeared more often in countries with emerging industries.
The same is seen with banking crises, industrial countries, being more protected against this type of crisis.

At the same time it is noted that these two types of seizures may occur simultaneously, but banking
crises often precede monetary crises than vice versa. Crisis costs are also very high. Such is the need to
restructure the financial sector under an inability effective financial market activity, and this implies a
reorientation of fiscal policy. Just in time of crisis is failure to effectively present and a lack of resources,
leading to system problems.
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Monetary crises, affect more developing countries, which can be viewed in Table 1. As mentioned above,
developed countries are more protected from crises, so they bear 2.5 times fewer crises than developing
countries. But they need more time to restore the trend of GDP, which is approximately 1.9 years, while
developing countries - 1.5 years. This can be explained by a more flexible market conjuncture of developing
countries, which creates his rigid system, but which at the moment can be changed easier than the market
mechanism of developed countries.

Table 1.
Post-crisis economic recovery
The type of crisis Number of crises The average time to recovery

(years)
The monetary crisis 158 1,6
Developed countries 42 1,9
Developing countries 116 LS
The banking crisis 54 31
Developed countries 12 4,1
Developing countries 42 2,8

Source: [2]

If we analyse banking crisis, then developing countries have incurred 3.5 times more crisis than
developed ones, and time to return to a normal trend is about 4.1 years in developed countries, but the
emerging need only 2.8 years. Thus it is observed that banking crises have a greater impact on countries'
economies.

At the same time banking crises are based on a set of macroeconomic indicators: unsustainable
macroeconomic policy, weaknesses in the financial structure, global financial conditions, misalignments of
exchange rate and political instability. Such macroeconomic factors, particularly related lending, have been
shown to play an important role in creating the financial sector vulnerability in many countries with
developing economies. Experience shows that countries with high levels of short-term debt, liabilities with
variable rate debt denominated in foreign currencies are likely to be particularly vulnerable to external or
internal shocks, and therefore susceptible to financial crises.

Analysing monetary crises we can say that the solidity of the real exchange rate behavior can be
analysed by dividing the sample into several subsamples: crises in developed countries, crises in the
developing markets, crises characterized by currency shocks, crises based mainly on losses reserves and
seizures associated with serious problems in the banking sector. Except crisis characterized by loss reserves
and the associated problems in the banking sector, medium model of the behaviour of real exchange rate is
similar, that difference is about 7 percentage points from the average pattern for normal development. If
crises characterized by reserve losses, there was no significant difference in the exchange rate dynamics, on
average, remained at the same level throughout the period. For monetary crises, accompanied by problems
in the banking sector, it was not observed visible signals before these crises occur.

At the same time, there was observed a specific dynamics of indicators. One of them is the reducing of
exports. Thus the pre-crisis period, in general, there is deterioration in the value of exports and increased of
imports, that bring a imbalance of payments balance, thus a depreciation of the national currency.

As inflation has a specific dynamic, so in the period of 12-24 months before the crisis, there is an
increase [1]. This is often a result of improper intervention of the authorities, who want to improve the
situation in the short term but in the medium and long term, these measures provide a deeper deterioration
of national currency, thus economy become more vulnerable.

Many crises are associated with dismissal of capital inflows. Moreover, in some cases, internal liquid
bank bondholders tried to convert them into foreign currency. Thus the ability of the banking system to
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withstand the pressure on the currency depends in part on how the internal bonds are backed by foreign
exchange reserves. Currency crises have often been preceded by a boom in asset prices.

If we will make a similar analysis with the one made for the monetary crisis, it suggests that before the
banking crisis, there is an intensive growth of domestic’ amount credit and internal pressures on the
banking system are often preceded by financial liberalization.

The liberalization of financial markets are reflected in increase of deposits and high levels of real
interest rates, which tend to peak around a point of crisis. High real interest rates, however, may reflect also
unsuccessful attempts by monetary authorities to reduce lending and induce to softer fall. In many cases,
banking crises were also preceded by large inflows of short-term capital. Starting with about a year before
the crisis, the dynamics of stock markets start to fall, as well as activity in the real sector show a downward
trend.

Banking crises are the result of deficiencies in the activity of the financial sector. The lack of consistent
data on the activity in the financial sector makes it difficult to analyses the existing situation and the
financial sector’s ability to survive in adverse conditions. However, it is noted that in many countries that
had suffered from the banking crisis, the system was subjected by excessive influence of government or, on
the contrary, was liberalized before prudential regulations and supervisory arrangements appropriate was
implemented.

The identification of crisis periods

Given the costly adjustment whose economies are exposed in the financial crisis, there is considerable
interest in identifying economic variables that can serve as early warning signals of crisis. At the same time,
it is very difficult to identify indicators that could detect and indicate enough early future crises and with a
high degree of certainty. Otherwise, if it will be a false signal, the effect can be even more destructive.

However, potential, we can identify a large number of variables that could serve as indicators of
vulnerability. Their choice is determined, largely, primarily for understanding the causes and then the
determinants of crisis that is coming.

If we analyses the crisis’ factors, then it is considered that financial crises are caused primarily by tax
issues, namely by so variables such as budget deficit, government consumption and public sector loans
through the banking system.

The Republic of Moldova, which is with a developing economy, has been hit by several crises, such how
it is observed (Figure 1) the regional crisis of 1998 had a significant impact GDP growing just 2.3% this
year, compared the growth attested by 20.34% in 1996. It is noted that the economy has recovered quickly
to the normal trend. The same fact was observed in 2008 when the economy was affected more, evidencing
a essential decrease in GDP, attesting to a lower value of 3.96 p.p. than in 2008.
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Figure 1. The evolution of GDP in Republic of Moldova during 1996- 2014
Source: Prepared by the author based on data of National Bureau of Statistics

The distortions in the financial sector, together with macroeconomic volatility, form another group of
factors behind many banking crises. To these must be added the fact that governments often take political
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measures, as they are presented as prompt and accurate, but they therefore bring more losses and more
difficult to manage.

Prudential regulation and effective control of banks are essential in creating financial stability and
generally in the economy, as commercial banks, today, play a very important role in the economic life of a
state. An important role in this has central banks or banking supervisors. The Basel Committee exposed the
25 basic principles necessary as banking supervisory to work effectively.

Considering that banking assets have a very high share in GDP, especially in developing countries, we
can say that the commercial banks have a major impact on the state economy at the macroeconomic level
and vice versa, the macroeconomic development of the country has an influence on the vulnerability of
banking system.

Balance of payments and external sustainability are important indicators of an economy in
macroeconomic analysis. Thus, the first step is examining whether the country is solvent, if the balance of
payments is sustainable and does not have a too large deficit.

In developing countries, the balance of payments is unbalanced and can be characterized by the
transition of these countries towards higher levels of production, which means that the steady state may not
be appropriate benchmark to evaluate the durability of the balance of payments. In other words, there can
be no presumption that, in the short and medium term, a rapidly growing economy with a low level of
external liabilities should aim at stabilizing the ratio of external debt to GDP or exports at its current level.

Other indicators, such as the volatility of terms of trade, can provide a measure of a country's
vulnerability to external shocks. The main obstacle facing sustainability analysis based on these indicators is
how to classify different indicators and how to arrange a general measure of external sustainability and
vulnerability to external shocks.

On the other hand weaknesses in the financial sector, which are perceived as being based on financial
crises are determined by such variables such as: the rapid growth of private credit sector, excessive measures
of financial liberalization, high-level of short-term external debt of the banking system, uneven structure of
internal interest rates, changes in prices of capital, changing bank asset quality measured by the extent of
bad loans, and others.

For developing countries with a rapidly growing, especially countries with large capital inflows, the
failure of prudential regulations was caused by the inability to keep pace with progress in financial
liberalization and this led to a vulnerability in the banking sectors due sudden change in investor sentiment.

Meanwhile, the causes of banking crises are often similar to those of currency crises, especially with
weakening national currency, inflationary trends in the economy and increase financial bubbles, thus
artificially rising of asset prices and other indicators are also similar.

In this mode it is noted that at the base of crisis and of overcoming them are a set of macroeconomic
indicators. We also consider it important to analyse the behaviour of indicators in the pre-crisis, during the
crisis and after the crisis.

Conclusions

In conclusion we can say that, of course, it is impossible to predict a crisis, and any attempt, even
successful, to build models to achieve this, would affect the behaviour of decision makers and participants
on financial markets, which would make the models to be incorrect. Moreover, crises resulting from spill
over effects, early warning signals may not be available because crises come from inherently undesirable and
unpredictable of market. More achievable it is to identify weaknesses, which usually make economies
vulnerable to financial crises, including spill over effects, whether if the crisis materializes.

The settlement of banks problems, usually, requires a careful adoption of a set of financial measures.
Banking sector restructuring strategy aims to restore confidence in the banking system and to bring them
back strength and profitability. Usually, restructuring strategy is based on three groups: shareholders and
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top management, borrowers and lenders, banking supervisors. At the first signs of the emergence of crisis,
managers try to hide this fact in order tonot bring the panic. Thus they grant further loans, trying to hide
bad loans and show a vision of solvency. As management take decisions to raise interest rates on deposits to
attract more deposits, minimize their liquidity risk and such banks, often involved in projects with a high
risk, and with a high expected profit in order to minimize losses.

These measures are ineffective, as history shows. It requires an asset restructuring or recapitalization.
Central banks, or financial agencies in some cases, have an important role in this direction. Experience
shows that a method for commercial banks with a majority state share and deficiencies in performance is
privatization. But privatization is needed to achieve a well determined. Otherwise this could lead to the
creation of a banking crisis further.
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BANKING SUPERVISION IN THE CONTEXT OF PRICE AND FINANCIAL
STABILITY OBJECTIVE

PhD student Marin URSU, ASEM

Price stability through a stable monetary environment facilitates the smooth functioning of financial markets
and overlaps with that of financial stability. Currently NBM doesn’t have a well legally defined role in
maintaining financial stability, but has tasks in this field through regulation and prudential supervision of the
banking sector, oversight of payment systems, providing liquidity as a lender of last resort for banks, in exceptional
cases of course. With this publication we aim to analyse the legal and regulatory framework that governs financial
stability and banking supervision in Moldova and create insights and solutions to improve them. In the context of
current issues related to the critical situation in the banking sector in Moldova, including the loss of NBM
credibility among the population and the foreign development partners of Moldova, it is imposed the development
of the oversight function, which should be an objective of strategic importance to NBM in the coming years.

Key words: banking, banking supervision, price stability, capital, currently, regulatory activities

I. Introduction.
The supervision of financial markets and banking sector in particular has always been a topical issue.
The global crisis that affected the financial sector since 2007 was the consequence of excessive risk and
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negative developments in the financial markets. In this regard, the supervisory authorities have developed a
series of methods and techniques to detect, monitor and predict risk. In the current context, to improve the
stability of the banking system and prevent systemic risk, it was needed a fundamental revision of existing
prudential regulations embodied in Basel III. This new agreement brings more clarity in the banking
financial sector and addresses to a wider range of risks by providing better regulation.

Based on these findings, we aim through this publication at analysing legislative and regulatory
framework that is regulating financial stability and banking supervision in Moldova and formulating
solutions to improve them.

IL. Critical analysis of the domain investigated.

In accordance with Art. 4 of the Law on the National Bank of Moldova its fundamental objective is to
achieve and maintain price stability.

Price stability can be defined as a situation where the price increase is sufficiently low and stable so that
it does not exert a significant influence on the economic decisions of the society. According to NBM, price
stability can be quantitatively defined by the inflation rate measured by the consumer price index published
monthly by the National Bureau of Statistics.

In addition to ensuring and maintaining price stability which is the primary objective of the monetary policy,
the NBM has other secondary macroeconomic objectives, including ensuring economic growth and
employment. These goals are pursued to the extent that they do not affect the fundamental objective of the
NBM.

Price stability and keeping inflation at a low level is the most important objective of the NBM because
it contributes to a stable economic framework which enables economic development and ensures a
sustained level of growth.

At the same time, price stability does not mean that all prices are stable or fixed, but the focus is on
maintaining stability in average prices, aiming ultimately to their relative stability and, not absolute stability.

Thus, achieving price stability by keeping the speed or time value erosion of the purchasing power of
money provides a favourable framework for sustainable economic growth and macroeconomic stability. In
this sense, the concept of price stability through a stable monetary environment facilitates the smooth
functioning of financial markets and overlaps with that of financial stability.

III. Financial stability

Financial stability is the characteristic of the financial system which withstands systemic shocks on a
sustainable basis without major disruptions, to efficiently allocate resources across the economy and
identify and manage risks.

Despite the fact that currently the NBM does not play a role in legally maintaining financial stability,
the NBM has tasks in this field through regulation and prudential supervision of the banking sector,
oversight of payment systems, providing liquidity through its role as a lender of last resort for banks, in
exceptional cases.

Thus, with the primary objective of price stability, the NBM must pay particular attention to financial
stability and the overall evolution of the macroeconomic indicators. For a healthy financial stability it is
necessary not only price stability, because this also depends on many other factors.

Therefore, NBM must keep in mind that on long-term, price stability and financial stability are
mutually favoured, but in short-term conflicts may arise between them, which was shown in 2014-2015
crisis in the Moldovan banking system. Conflicts in the short term may also have derived from
vulnerabilities of the financial stability induced by high interest rates, the need to grant loans of last resort to
banks in exceptional cases to maintain the stability of the banking sector, the amendment of mandatory
reserves that can create some pressure on liquidity of banks etc.
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Own vision on problem and the results obtained during research. To avoid frictions between the
objective of price stability and financial stability in the coming period, we believe that NBM should follow:

—Improve the quality and scope of supervisory and regulatory activities;

—Increasing transparency of financial institutions, focusing on disclosure of information on lending
practices and attracting deposits, also providing other services;

— Exchanging information with national supervisors of international financial groups and developing
stress tests at different levels;

—Implementation with pragmatism and transparency of monetary policy with widespread use of
communication.

According to art. S of the Law on the National Bank of Moldova, the NBM has the following functions:

a) establishes and implements monetary and foreign exchange policy;

b) act as banker and fiscal agent of the state;

c) prepare economic and monetary analysis and based on them address proposals to Government,
informs the public about the results;

d) license, supervise and regulate the activity of financial institutions;

e) credit banks;

f) supervises the payments system in the country and facilitates efficient functioning of the interbank
payment system;

g) actas the sole issuer of currency;

h) determine, through consultation with the Government the exchange rate regime of the national
currency;

i) hold and manage national currency reserves;

j) in the name of the Republic of Moldova, takes responsibilities and performs transactions resulting
from participation of the Republic of Moldova in the activity of international public institutions in domains
such as banking, credit and monetary in accordance with international agreements;

k) settles balance of payments of the country;

1) performs regulation of foreign exchange in Republic of Moldova.

At the same time, the Law on the National Bank of Moldova regulates in art. 44 the relations with
financial institutions on the supervision and regulation of financial institutions. NBM is exclusively
responsible for the licensing, supervision and regulation of financial institutions. NBM is empowered for
this purpose:

a) to issue necessary regulations and take appropriate measures to exercise the powers and duties
under this law, the licensing of financial institutions and the development of supervisory standards and
determine how to apply the regulations and actions mentioned;

b) to conduct with its officers or other qualified personnel for this purpose, controls of all financial
institutions, and to examine the books, records and accounts, the conditions in which they operate, and
compliance of these institutions of legislation;

c) to require from any employee of the financial institution to provide NBM necessary information
for the supervision and activity regulation of financial institutions;

d) to impose to any financial institution remedial measures or apply penalties according to the Law on
Financial Institutions, if the financial institution or its employees:

— Have violated that law or any regulatory action of NBM;

— Breached a fiduciary duty;

— Have engaged in unsafe or unsound operations of the financial institution or any of its subsidiaries.

With regard to prudential regulation, art. 46 ensure that any financial institution will fulfil the
requirement of the regulations of NBM on:

33



ACADEMY OF ECONOMIC STUDIES OF MOLDOVA

a) balance sheet accounts, off-balance sheet liabilities, revenues and expenses related to ratios among
accounts;

b) restrictions or conditions on certain types of credit or investments that exceed an established level;
certain risk-bearing liabilities; matching to maturity of assets and liabilities and off-balance sheet items;
open foreign exchange positions, swap; access to the payment system.

Financial institutions are obliged to provide the NBM any information and data it requires, necessary
for the exercise of his duties.

NBM may publish this information and aggregated data wholly or partly in classes of financial
institutions according to the nature of their business.

According to art. 28 of the Law on Financial Institutions banks are required to comply with the
following maximum limits provided by the NBM:

a) maximal indices and positions to be maintained by a bank concerning its assets, risk weighted
assets, the balance sheet items and various categories of capital and reserves;

b) the maximum amount of loans and contracted relative to regulatory capital that a bank has the right
to grant a person or group of persons having special relationships with the bank;

¢) the maximum amount of loans and contracted relative to the total amount of bank loans, which can
benefit the 10 biggest borrowers (including groups of persons having special relations with the bank).

According to National Bank regulations, banks must meet the requirements for:

a) the minimum amount of liquid resources or specific categories of such resources in relation to the
value or change in value of assets (including guarantees and collateral received) or specific categories of
these or related to the amount or change in amount of liabilities or some specific categories thereof;

b) the maximum amount of investments in real estate or specific categories thereof;

c) the classification and valuation of assets / liabilities, for losses on assets / conditional commitments;

d) granting certain types and forms of credits and investments;

e) harmonization of terms and interest rates on assets and liabilities;

f) unsecured positions in foreign currency, precious metals or precious stones exceeding a certain limit;

g) the transparency of the ownership structure of the bank and control over the bank by acquiring,
accumulating, storing and updating information on shareholders (beneficiary owners);

h) outsourcing activities of material importance;

i) internal control systems;

j) assets transmitted in possession / purchased in exchange for debt repayment.

Failure to follow these requirements entails sanctions.

International practice in banking supervision, suggests that under equity fragility of banking
institutions, can occur in the near future a process of capitalization of the banking institutions. Regaining
public confidence and strengthening financial stability requires this as being necessary. Thus, Basel III
focuses on strengthening equity levels and reduces excessive lending. There are discussed two additional
safety systems:

—“Capital conservation buffer” imposes an additional capital requirement over core capital. If the
banks do not reach the required target of this indicator, supervisors are able to restrict the granting of
bonuses, dividends or buybacks.

—“Countercyclical buffer”, will involve additional capital requirements if the authorities observe the
phenomenon of excessive lending, its role is to protect the banks if the economic cycle suddenly changes
and a large number of bad loans appear.

Another critical issue is the process of universalization - banking specialization. The problem of the
degree of consolidation of banking systems must be addressed in the context of the development of
financial conglomerates which may be a factor jeopardizing financial stability, even if they offer a
diversification of risks, a phenomenon demonstrated by the current financial crisis.
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In the banking regulation sector and supervision at international level requires a closer cooperation
between central banks, regulators and supervisors (if different from the central bank).

It is also important to take into account the advantages and limits of prudential supervision models at
national level:

— the model involving independent oversight institution, different from the central bank;

— Central bank model;

— the model involving banking supervision granted to Ministry of Finance.

It may be an object of debate and issue the number of supervisors and the exercise area, the size of
financial market segments:

— Sectored supervision;

— Integrated supervision.

Some solutions to increase the stability of banking systems can be inspired by the Islamic banking
model. Islamic banking is based on the following fundamental principles: the prohibition of charging
interests; banning speculative trading and based on uncertainty; prohibition on funding of unethical activity
or negative impact on society; the principle of participation in profits and losses; Islamic financial
transactions must be directly linked to a real and tangible asset, meaning the real economy. Thus bypassing
the first principle, all others can be considered suitable as financial regulations, which aim to reduce
financial speculation made by banks; sharing both profits and risks to stakeholders; channelling bank loans
by activities related to the real economy, especially to production and not to speculative financial
transactions.

In the context of current issues related to the critical situation in the banking sector in Moldova,
including the loss of the NBM credibility among the population and the foreign development partners of
Moldova, it is imposed the development of oversight function, which should in the fourth coming years be
an objective of strategic importance to NBM.

Development of corporate governance regulation in the banking sector and implementing a solution
for optimization of licensing and monitoring process of transparency of the shareholders are required
objectives in the coming years to modernize the NBM internal processes and activities in these areas.
Achieving these objectives will enhance the efficiency and quality of operations and banking supervision
regulatory authority.

However, for the development of regulatory and supervisory reporting entities in preventing and
combating money laundering and terrorist financing, the National Bank should implement IT solutions on
analysis remotely, which will optimize the process of data analysis and enhance the approach risk-based
supervisory practice.

In the context of compliance with international standards and practices, NBM, as the supervisory
authority, should seek to promote a strong and competitive financial system with as few risks as possible.
Thus, NBM should ensure a high level of assessment and monitoring of credit risk by implementing credit
risk register. To prepare for the registry of credit risk, NBM will have a dynamic tool which will reduce the
time required to gather information on loans checked by NBM inspectors during the controls on the
ground and also the time required for preparation of the report on control of credit risk.

IV. Conclusions.

The concept of price stability through a stable monetary environment facilitates the smooth
functioning of financial markets and overlaps with that of financial stability.

Although currently NBM has a well-defined role in legally maintaining financial stability, the NBM has
several tasks in this field through regulation and prudential supervision of the banking sector oversight of
payment systems, providing liquidity through its role as lender of last resort for banks, in exceptional cases.

To avoid frictions between the objective of price stability and financial stability in the coming period,
we believe that NBM must pursue: improving quality and scope of supervisory and regulatory activities;
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increasing transparency of financial institutions, focusing on disclosure lending practices and attracting
deposits and the provision of other services; exchanging information with national supervisors and
international financial groups developing, stress tests at different levels; implementation pragmatism and
transparency of monetary policy and widespread use of communication.

Development of corporate governance regulation in the banking sector and implementing a solution
for optimization of licensing process and monitoring transparency of shareholders are main objectives in
the coming years to modernize the NBM internal processes and activities in these areas. Achieving these
objectives will enhance the efficiency and quality of operations and banking supervision regulatory
authority.

However, for the development of regulatory and supervisory reporting entities in preventing and
combating money laundering and terrorist financing, the National Bank should implement solutions on
analysis remotely, which will optimize the process of data analysis and enhance the approach of risk-based
supervisory practice.
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FUNDING OF HEALTH IN MOLDOVA
PhD student Elena ZUBCOVA, ASEM

Maintaining and improving health are not only individual values but also contribute to social welfare through
its impact on economic development, competitiveness and productivity. In this context, investment in health is a
contribution to human development, to the welfare of population. Therefore, we can consider the volume of
investments in health as an indicator reflecting policy in this sector. Considering that the health system needs
funding to fulfill its role, the study of economic indicators, especially those reflecting financial expenses in the health
care system, presents an enhanced interest.

Key words: funding, expenditure, budget, health care system.

L. Introduction

The Ministry of Health takes care about people's health and sets priorities related to public health.
Funding for most services is provided by National Health Insurance Company (NHIC). Public health
services are provided under the responsibility of the Ministry of Health. It coordinates a number of national
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health programs (NHP) for priority public health issues, such as prevention and control of tuberculosis,
mental health, hepatitis, diabetes prevention and control, public immunization, HIV / AIDS, etc..

In Moldova, apart from the Ministry of Health, healthcare is provided by specialized institutions and
other ministries (e.g.: State Chancellery, Ministry of Interior, Ministry of Defence etc.).

Moldovan Health System is supported as well by international institutions, benefiting from support
regarding elaboration of policies and service providing.

At the end of 2014 there were 408 public health institutions. Hospitals use the majority of health
system resources and remain the leading healthcare providers. At the end of 2014, Moldova was operating
56 general hospitals, three psychiatric and substance abuse (addictions) hospitals and 10 specialized public
hospitals. Medical services in the majority of these institutions are paid by NHIC.

In the same period, there were approximately 612 private medical institutions, of which only 13 offer
inpatient services (11 are located in municipality Chisinau and one in municipality. Balti and Briceni).

The aim of the study is to elucidate how health system in Moldova is funded by reflecting spending on
health the service provider has incurred during the reporting year.

Existing data allow us to establish a relationship between the funding of the health and activity
indicators of the health care system.

II. Critical analysis of the domain of the investigated problem

Financing of public health is an essential factor for assessing the health of the population. The low level
of funding allocated and inefficiently used resources are reflected in public health indicators, which place
Moldova far below the EU average.

For Moldova, total health expenditure, made up 11.159 billion lei (2013-99 billion lei), which is equal
to about 794.9 million US dollars. Considering that the total GDP for 2014 was 111.8 billion lei (US $ 7.96
billion), total health expenditure accounted for 10.0% of GDP (2013 - 10.4%) (Figure 1) .
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Figure 1.Total health expenditure compared to GDP 2014 (%)

Source: www.cnms.md

According to the findings public spending accounted for - 5.3% of GDP private spending - 4.1% and
external expenses (without credits) - 0.6%.

Compared to data provided by international organizations Moldova is below several CIS countries in
terms of per capita expenditure on health (Figure 2).
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According to the National Bureau of Statistics 3555.2 thousand people (2013 - 3559.5 thousand) lived
in Moldova at the end of 2014. Based on these data, health spending per capita represents on average
3145.21ei (2013 - 2.767.5 lei) or US $ 223.6 (2013 - US $219.8).
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Figure 2. Total health expenditure per capita, USD, 2014

Source: www.cnms.md

Only 85% of the population (2013 - 83.2%) were insured by NHIC 2014. The expenses for an insured
person constituted 1548.6 lei (2013 to 1427.7 lei) or US $ 110.3 in 2014 (2013 - 113.4 US dollars).

Funding sources

Funding sources are entities that provide health funds. This category includes the Ministry of Finance
of Moldova, households and donors.

Total health expenditure is formed from three main sources of funding. Public sources accounted for
53.3% of total health expenditure. The private sector, including private institutions, nongovernmental
organizations (NGOs) and households made up 40.7%, foreign sources made up 5.9% of total health
expenditure (THE) and transfers from the Transnistrian region 0.1% (Figure 3).
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Figure 4. Total expenditure from health funding
agents, depending on funding agencies 2014

Source: www.cnms.md

Central Public Administration (CPA) distributes resources mainly through the National Health
Insurance Company (78.6% of spending CPA) and MH (16.9%). The remaining section includes
resources for other institutions of the central government (expenditures in the Ministry of Labour, Social
Protection and Family, Ministry of Defence, Ministry of Internal Affairs etc.), local government and the
health care budget of the State Social Insurance (NSIC ).

Funding agents

Funding agencies in Moldova can be divided into three categories: public sector, private sector and
external resources. From these agents, the health system is mainly financed by the public sector 53.3% and
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40.7% by the private sector. The private donations slightly exceed 5.9% and other 0.1% represents the
transfers from the Transnistrian region.

In Moldova the public sector is financed by more financing agents (Figure 4). Most public health
expenditures are distributed by NHIC. It administrates 78.6% of public funds and 41.9% of THE of the
country, NHIC mainly finances rehabilitation services and local authorities play a very insignificant role in
financing the health sector of the country. The Ministry of Health is financing 16.9% of public funds and 9%
of THE. The remaining funds are managed by other public authorities.

Private expenditures on health (PHE) are provided by four different financiers: private insurance
companies, private companies, non-profits and individuals. Private insurance share was very low (0.4% of
PHE and 0,2% of THE). NGO expenses were 0.1% of THE and 0.04% of PHE. Expenses of private
companies were estimated in 2014 at 2.3% of THE and 0.9% of PEH. Most private health expenditures are
covered by households. They represent 97.2% of all private expenditures.

Curative services (hospital, outpatient and home), medical transportation and emergency aid are
financed mainly from the NHIC budget, while outpatient dental care, laboratory services, diagnostic
imaging services, rehabilitation services and medicines are mostly covered by patients.
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Figure 5. Health expenditure depending on the services provided, 2014

Source: www.cnms.md

Household expenditures

Household resources occupy a substantial share in financing health care sector in Moldova. Their share
in health expenditure indicates 39.6% of THE and 97.2% of PHE. During 2014, household expenditures for
health were maintained at the level of 2013, but was observed a rise in spending for food.

Individuals spend most of their resources for health for medicines and medical devices. Costs distribution
to households for medicines and medical devices to patients in an outpatient setting is as follows: 98.8% for
paid medicines (2013 - 95.5%) and 1.2% for durable and non-durable goods (2013 - 2.0%).

Households pay for inpatient curative services 6.5% (2013 - 6.9%), primary care and diagnostic
services (doctor visits) 10.8% (2013 -1.1%) and specialist outpatient services 0,8% (2013 - 11.9%), dental
care 0.9% (2013 - 4.7%), other (public health services) - 1.1%. The remaining costs are for auxiliary services
-0.2% (2013 - 2.7%).
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Health care providers

Providers are entities that receive money in exchange for or in anticipation of producing health
activities.

Out of total health expenditure, hospital expenditure is 35.3% (2013 - 35.5%) (Table 1). The share of
resident care institutions expenses (sanatoriums, orphanages) is 1.2% of THE. The proportion of
expenditures for ambulatory care providers was 25.1% of THE (2013 - 24.2%). The largest share belongs to
primary health care institutions - 17.1% of THE (a.2013 - 18.5%) (68.0% of expenditures for ambulatory
care providers). Dentists had a share of 0.5% of THE (2% of expenditure for ambulatory care providers).
The proportion of expenditure for medical and diagnostic laboratories was 1.1% of THE (4.5% of
expenditures for ambulatory care providers). Other providers of ambulatory care will total 6.4% of THE
(25.4% of expenditures for ambulatory care providers).

The largest share held by 35.3% of the total hospital expenditure on health (2013 - 35.5%). Pharmacies
and other providers of medical goods held 31.7% of total health expenditure (2013 - 33.3%). The share of
expenditures by institutions of the State Service for Public Health constituted 2.5% of total health
expenditure (2013 - 3.7%). The share of health sector administration and health insurance is 0.6% of THE,
and of the institutions of education and training is 3.6% of THE.

Table 1.
Health expenditure by type of service provider, 2014
Type of provider Thousands Share of
MDL THE
hospitals 3942219,08 35,3%
Rehabilitation and palliative care institutions 134 502,78 1,2%
Ambulatory medicine providers 2797 915,66 25,1%
Retail dealers and other providers of medical goods 3536 796,43 31L,7%
SSSP and NSP delivery and management 272 905,42 2,5%
Leading health care and health insurance 68279,22 0,6%
Other providers of health services (rest of the economy) 0,00 0,0%
Institutions offering services related to health 406 680,50 3,6%
Total health expenditure 11159 299,09 100%

Source: www.cnms.md

Hospitals

Hospital expenses are distributed as follows: public sector share - 83.6% (2.2013 - 80.7%), mostly
covered by health insurance funds and social insurance funds - 81.5% (a. 2013 - 87.9%), Ministry of Health
covering 15.4% (a.2013 - 9.3%), other ministries and local authorities - 2.6% and the Academy of Sciences -
0.5% of all public expenditures for hospitals.
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Figure 6. The expenses of healthcare providers by type of financing agents 2014

Source: www.cnms.md

Private expenditure on hospitals accounted for 10.3%, being covered mostly by households - 84.2%,
and others: NGOs - 0.9%, private institutions - 12.9% and private health insurance companies - 2.0%. The
share of expenditures from international donors is 6.0%. Distribution of total health expenditure (THE)
depending on type of provider is shown in (Figure 6).

Ambulatory care providers

Distribution costs for providers of ambulatory healthcare differs from the hospital. Share of the public
sector (65.9%) (a.2013 - 70.4%), NHIC contributed with 92.4% (a.2013 - 91.0%), MS - 3.8% (a. 2013 -
5.7%), the share of other ministries and departments was 2.1%, and of the local authorities - 1.7% of PHE
for ambulatory care providers.

The share of private expenditure on health (PHE) for ambulatory care providers was 28.2%; 95.9% of
them belong to the households, 2.2% to private institutions and 0.003% to NGOs, used for outpatient care
providers. International donors expenditure amounted to 1.7%.

Resident care units

Public sector spending in 2014 for resident care units were 99.2% (2.2013 - 84.3%). Most of the costs
were covered by the Ministry of Labour, Social Protection and Family - 50.9%, share of the Ministry of
Health - 42.5%, of NSIC - 1.8% and of other ministries - 4,8% of PHE for resident care units. International
donors have contributed to this significant funding compartment.

Providers of medical goods

Retailers and other providers of medical goods (in most pharmacies) had in 2014 a share of 31.7% of
THE (2013 - 33.3%). Public sector share was 5.8% (100.0% covered by NHIC) and the private sector share
-94.2% (a.2013 - 95.0%) (100.0% covered by households). International donors have made insignificant
contributions to this department funding.

National Health Programmes (NSP) and the State Service for Public Health

Distribution of expenses for the State Public Health Service (SPHS) and NSP: the public sector
amounted to - 67.1% (2013 - 50.6%) (highest proportion belongs to the Ministry of Health - 84.2%) (2013
- 95.9%), the private sector had a share of 21.3% (the share of households - 39.8%, private institutions -
60.1% and NGOs - 0.1%), external resources had a share of 11.6% in this area of expenditure

As shown in Figure S, the biggest part of expenditures on services or activities the service providers
carry out with their own funds belong to curative services (42.2% of THE) (2013 - 43.7%), followed by
medical goods provided for outpatients (31.7%) (2013 - 33.6%) and other medical services (26.1%). It is
important to note that the share of general government health administration is 0.6% of THE. NCS
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findings show a relatively small percentage of funding for capital formation. During 2014 for this purpose
were spent only 11.2% of THE (2013 - 6.5%).

According to the results, 64.0% of auxiliary service costs are spent for patient transport and emergency
aid. For diagnostic imaging services are spent 26.0% and 5.0% are spent for laboratory services. Other
auxiliary services represent 5.0% of total expenditure for auxiliary services.

In 2014, the spending on medical goods distributed to outpatients were 3.5 billion lei (in 2013 - 3.3
billion lei) or 31.7% of THE.

In 2014, 90.65% of spending on medical goods provided for outpatient care were for counter
medicines (2013 - 90.65%) and for prescription medicines - 7.44% (2013 -7.44%).

2.6% of THE are spent for prophylaxis and disease prevention. Of these, 51.1% were spent on the
prevention of communicable diseases, followed by those for the prevention of non- communicable diseases
- 48.9%. Also, spending on prevention and control of communicable diseases was distributed as follows:
20.5% belong to the National Programme for Prevention and Control of Tuberculosis for 2011-2015;
38.5% - to The National Programme for Prevention and Control of HIV and STIs for the years 2014 to
20185 and 3.1% - to the National Programme for Control of Hepatitis B, C and D for 2012-2016. National
Immunization Program for 2011-201S have spent 35.8% of the expenditures for the prophylaxis and
control of communicable diseases.

A part of the financial resources for the prevention of non-communicable diseases were directed to
National security program and national self-insurance transfusion with blood products for the years 2012-
2016 (66.9%), which is followed by the National Mental Health Programme for 2012-2016 (16.4%),
National Programme for prevention and Control of diabetes “MoldDiab” for 2011-2015 (4.9%) and National
program to promote healthy lifestyle for 2007-2015 (3.6% ). Other national programs that were not
mentioned above and included in the category of non-communicable disease prevention had a share of 8.2%.

It must be remembered that the results of the National Health Accounts (NHA) covers only the costs
associated with Moldovans. This means that it does not reflect the cost of health services offered to
Moldovan citizens living abroad and the cost of medical goods purchased by them.

III. Own vision on the problem and the results of research

In the last decade total spending on health has significantly increased, the state continues to be the
main funder of the health system. At the same time, national statistics show that household expenditures in
the health system continue to be at a high level, especially for drugs and pharmaceuticals, which constitute
72% of direct payments for health.

Total Health Expenditure (THE) include curative health activities, nursing and rehabilitation services
depending on service provision, such as inpatient, outpatient, home care and daytime cases. Spending on
health also include SPHS and NSP services, medical supplies and equipment (mostly medicines),
occupational health and management in public and private health sectors.

THE include health spending of central government (including expenses for health services in parallel
sectors such as the Ministry of Interior, Ministry of Defense etc.), local government, personal expenses,
such as households (individuals), private insurance, non-profit institutions serving households (NGOs)
and private companies costs (usually employers).

THE include data from all healthcare providers regardless of their ownership type (public or private).
These include funds allocated to hospitals, outpatient services, nursing homes and rehabilitation
institutions, institutions that provide and administer health programs, public institutions that manage the
health sector and compulsory health insurance (e.g. MH, NHIC etc.) and pharmacies.

However, total health expenditures on health do not cover research and development in health,
environmental health and other services (whose primary purpose does not reflect improving health).The
expenditures do not include payments related to health, such as: allowances for temporary work incapacity
or maternity.
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Informal payments are widespread in Moldova, even among the insured population. The share of
informal payments of direct payments was in 2010-37% for services within primary health care and
specialized outpatient, and 94% for hospital services. Informal payments discredit the public funding system
and double the cost of medical services for beneficiaries of the health system.

In Moldova, the development of private insurance would not only bring additional resources into the
system, but it would take some of the current NHIC financial pressure. Resources must be managed more
efficiently in primary health care and outpatient treatments in order to relieve NHIC from very high
hospital care costs, which in many cases is unnecessary. About 20% of the population is not classified in the
mandatory health insurance (MHI) system and do not beneficiate from full financial protection and access
to health services.

Another financial dimension of the health system is the management of compensated medicines (CM)
and free medicines funding which are increasingly more complex, because ensuring access to medicines is
the main focus of health policies of the state. One of policies to increase the affordability and availability of
medicines is the implementation of the scheme medication.

IV. Conclusion

Today Moldova is facing a quite serious financial crisis in the healthcare system, situation caused by the
debt the Finance Ministry has towards the NHIC. The Finance Ministry has a debt towards hospitals which
rises to almost half a billion lei and there are no money in the budget. The current situation shows for the
first time such a large debt of medical institutions. Accordingly, the NHIC is already in debt towards
hospitals, as indicated in the contracts between the NHIC and hospitals. Consequently, medical
institutions are also in debt. According to the Ministry of Health, the deficit is the result of the debt the
Ministry of Finance has towards the NHIC, i.e. transfers from the state budget for health insurance for
categories of persons insured by the Government - children, students, pensioners, disabled people,
pregnant women and other groups. As a share, such income constitutes almost half of total insurance funds
accumulation.

The deficit is also a result of debts that the medical institutions have towards other economic entities
from which they buy all the necessary things - medicines, supplies, heat, water, food in hospitals. Another
cause is the poor planning and management of public resources by the National Health Insurance
Company over the past few years, as witnessed in the latest reports of the Court of Auditors.

The volume of financing health care system affect the demographic situation, but only by increasing
the volume of investment in health we will not improve indicators of population's health and we cannot
guarantee the improvement of medical-demographic situation of the country. The strategy of resources
allocation is very important. Implementation of mechanisms for rational use of available resources,
combined with an increased service quality and a sustainable economical growth of the country will help
increase the effectiveness of the healthcare system and will be reflected in improved indicators.

Health reform will necessarily imply a clear definition of priorities and allocation according to related
funding. Considering the financial challenges all the healthcare systems are facing, prevention programs and
outpatient treatment will have to be on the list of priorities and must get adequate funding.

Financial resources are certainly limited, but there are alternative solutions and supplementation and
efficientization mechanisms of health spending.

All data is consistent with health policies and is the result of strengthening data provided by health care
providers. They may be different from those presented by the Ministry of Health for several reasons, namely:

1. 1.Differences in National Health Programs data.

2. 2.The Ministry of Health submitted a consolidated NHP funding but not the beneficiaries of funds
or purchased medicines.

3. 3.Itis not excluded that medical institutions have submitted erroneous data.
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In conclusion it is worth mentioning that the amounts which do not correspond to those presented by
the Ministry of Health were not omitted but were reflected in other positions, so overall financing of the

health system remains the same.
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REGULATION OF THE PUBLIC OFFERING ON THE DOMESTIC
CAPITAL MARKET

PhD student Dionisie COMERZAN, ASEM

The implementation and activation of viable mechanisms for investment attraction and increasing the
liquidity on the domestic capital market should be a crucial one to the authority for regulation and supervision,
issuers and professional participants. The trading of securities through public offerings is an important process for
the continued development of a transparent capital market. This article will identify the theoretical classifications
of public offerings and compare them with the classifications approached within the domestic legal framework.

Key words: public offer, bidder, issuer, potential investors, securities, liquidity, transaction, regulated market,
transparency.

The public offering is a mechanism for trading securities on the capital market with a high degree of
transparency of the process of trading, of the issuer of these securities and the tenderers other than the
issuer, in order to ensure the safety of potential investors and existing holders of these securities.

The public offering is considered a special, firm operation, non-negotiable after the launch; where the
bidder, considered to be the initiator of the offer, will follow at least the initial terms and conditions when
buying or selling large blocks of securities.

Any public offer can only be made following the publication of a prospectus with free access for
interested persons indicating more operating conditions thereof and the parties involved. From a different
point of view, the public offer is understood as a statement addressed to persons in any form and by any
means, presenting sufficient information on the terms of the offer and the securities to be offered so as to
enable an investor to take a decision on the purchase or to subscribe to these securities.
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Public offerings can be sale or purchase offers of securities and the initiators may be: the issuer of such
securities, either the existing owners, potential investors, as well as the state. The offers may be directed
towards the enhancement of liquidity of securities on the capital market for the sale offers as well as for
consolidation of packages securities by the existing holders or potential investors for takeover bids.

Public offerings are all initiated by the issuer on the primary market or by other bidders on the
secondary market. The issuer may also launch public offers on the secondary capital market if he holds
Treasury securities. In international practice these offers are given an increased interest and are used as an
indicator to determine the degree of liquidity, transparency and capital market development.

The public offerings are:

e PO (Initial public offer) — an offer used by the issuer for issuing new shares on the primary
market for a wide circle of potential investors in order to access trading on a regulated stock market;

e PO (Private or public offering) — an offer used by the issuer for issuing new shares on the primary
market for a narrow circle of potential investors to access trading on a regulated stock market;

e  PPO (Primary public offering) — an offer used by the issuer to issue additional new shares on the
primary market which are already traded on a regulated stock market;

e  SPO (Secondary public offering) — an offer used by existing shareholders for estrangement on the
secondary market of large blocks of shares;

e  DPO (Direct public offering) — an offer outside a regulated stock market conducted by the issuer
directly to primary investors or existing shareholders.

In practice, all these offerings are called IPO because they have the same goal, such as the public share
among large circles of investors of securities. These types of transactions are specific to Anglo-Saxon states
that see the capital market as a serious source of attracting investment. Even the governments of these states
raise capital for its needs through the privatization of state companies through IPO. Companies in these
countries attract up to 15-20% of all investments in the capital through public offerings. Another situation is
in European countries that have a different model of development of the financial market and are directed
towards bank loans. Here the rate for attracting investments through public offerings in capital is 5-10%.

Takeover bids - in which a bidder presents its intention to buy securities on the secondary market in an
amount set at a well-defined price, addressed to all the shareholders through various sources of information
possible. These deals can be voluntary or imposed by legislation.

It is important to note that public tenders are conducted through financial intermediaries, and each
time it requires permission from the regulatory and supervisory bodies of the capital market.

On Moldovan stock market, the public offering is regulated by Law no. 171 of 11.07.2012 on the capital
market. The aims of this regulation consist of the same things mentioned above, such as more transparent
process of equity trading, ensuring the safety of the issuer, shareholders and potential investors. The public
offering is seen less as a mechanism for creating liquidities on the stock market and more like one for
consolidating shares in larger packages of shares; a specific situation for the capital market in Moldova.

The legal framework does not provide a distinct classification of the types of public offerings that may
be on the domestic capital market, especially in the case of offers for sale which can be determined through
deduction, applying the theoretical and practical aspects of other capital markets. An increased emphasis is
on takeover bids by additional regulations, as Regulation n0.33/1 of 6.16.2015, regarding takeover bids that
are of any classification and stricter regulation.

However, in brackets, there is mention of the types of public offerings such as: of placement, of
admission on the regulated market, takeover, resale, purchase.

Proceeding from those mentioned above, we can conclude that on the domestic capital market there
are initial public offerings and takeover bids. Public offerings are those of placement, of admission on the
regulated market and resale. If we reformulate their names from a theoretical point of view and based on the
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international practice, then we can say that on the domestic capital market we have primary public offering
(PPO), initial public offering (IPO) private public offering (PO) and secondary public offering (SPO).

Takeover bids and offers of procurement are offers of purchase. According to the legal framework, the
takeover bids are divided into voluntary and mandatory offers.

The voluntary takeover bids are made when the bidder, not having this obligation under the law,
addresses a takeover bid on the purchase of a number of securities with voting rights of an issuer that is in
the public interest, who aims for a more than 50% of the total number of these securities. For Romania this
threshold stands at 33%. The bidder can be a potential investor or a shareholder, but it can’t be the issuer of
these securities.

The mandatory offers are the offers imposed by legislation to the existing holders of securities, which
have previously purchased, together with affiliated persons, more than 50% of the issuer's securities. It is a
mechanism to protect the shareholders of the issuer. If the existing shareholders have any doubt about the
ability of the investor, then they have every right to sell the securities they are holding.

In order to protect the interests of shareholders and of the minority on the domestic capital market
there are two special arrangements for conducting public offering in both directions, buying and selling,
appointed under the legislation, in the first case, the mandatory withdrawal request and in the second case,
the application for compulsory acquisition. These types of offers appear, when there is a majority holder of
securities of over 90% and who has the right to request the purchase of all securities from remaining
holders, the minority holders have the right to require the sale of securities by the majority holder.

The takeover bids and also the special offers are carried out at a fair price which is calculated as:

e the highest price paid by the bidder or by the persons whom he has been collaborating with during
12 months prior to the public offering; or if it cannot be applied:

e the weighted average trading price on the regulated market for the last 6 months prior to the offer;
or if it cannot be applied one of the following:

e  the weighted average trading price of the last 12 months prior to the offering;

e  the netasset value per share of the company, according to the latest audited financial statements;

e the value of the shares resulting from a survey conducted by an independent evaluator in
accordance with international valuation standards.

The legal framework states that public offers are made only through investment companies and
supported people that are approved by regulating and supervision body of the domestic capital market, the
National Commission of Financial Market, to perform services and activities of investment on the territory
of Moldova.

Making public offering, without considering its meaning, sale or purchase, is required to be
accompanied by the publication of a public offer that was previously approved by the National Commission
of Financial Market. The prospectus shall contain at least information concerning the issuer and / or the
tenderer, securities, also all information that is to allow investors to make an assessment in awareness of its
assets and liabilities, financial position, profit or loss on prospects of the issuer, tenderer or guarantor of the
issue, if there is one, and the rights associated to such securities.

The given prospectus is published on the websites of the issuer, the regulated market and the
regulatory and supervisory body, also in one or more circulated newspapers.

According to the rules of the regulated market Moldova Stock Exchange, besides the conditions of
accession of the companies on this market such as market capitalization or that the equity of the issuer must
be at least the equivalent in MDL of one million euros calculated at the official rate of the National Bank on
the date of admission; the value of debt securities issuance set in order to be admitted to trading on the
regulated market must be at least the equivalent in MDL of EUR 200,000 calculated at the official rate of
the National Bank on the date of admission; at least 10% of the shares of the same class to be in free
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circulation, the net assets of the issuer should not be less than the share capital over the last two years of the
activity etc., also it is required to publish a prospectus for public offering.

I did not notice a prompt compulsion to make a public offer for the admission of securities of a
company on the regulated market, apart from publishing a public offering. The evidence for the above
mentioned is this point in the Rules of MSE: “If the admission to trading of shares is preceded by a public
offer, the foreseeable market capitalization is calculated by multiplying the total number of shares by the
public offering price. If the admission to trading of the shares is not preceded by a public offering, there will
be used the equity of the issuer, indicated in the latest audited financial statements™. Thereby it is
suggested that the issuer himself chooses how to be admitted to trading on a regulated market, in case he
meets the criteria for admission.

Over the course of seven years, from 2009 to 2015, on the secondary market, at the Moldova Stock
Exchange there were transactions via public offers worth MDL 347.1 million, which involves 11.62% of the
total value of transactions on this market of MDL 2987.9 million.
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Figure No.1 The value of transactions through public offering at the Moldova Stock Exchange,

during the years 2009-2015 (MDL)
Source: elaborated by the author according to the data of Moldova Stock Exchange

All these public offerings were offers to purchase securities on the secondary market.

Through them, there was held the consolidation of large blocks of shares. In 2015 the share of
transactions through public offers was 74.19% of total transactions recorded at Moldova Stock Exchange.
There has been no offer for sale of securities in the primary and secondary markets.
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Figure No. 2 Share of transactions through public offering of total transactions at Moldova Stock

Exchange during the years 2009-2015 (%)
Source: elaborated by the author according to the data of Moldova Stock Exchange

8 Regulated market rules of Moldova Stock Exchange, http://cnpf.md/file/Statistica_2015/mai/22/Regulile%20pietei%20reglementate%20-
%20Bursa%20de%20Valori%20a%20Moldovei_ro.pdf
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During the years 2009 — 2014 the IPOs were organized under Law no. 199 - XIV of 18.11.1998 on the
securities market which was substituted by the aforementioned Law on capital market.

Law on Securities Market was classifying public offerings by public offerings on the primary market for
public issuance of new securities and on the secondary market, which in turn were divided into public offers
for sale and purchase such as voluntary, mandatory and of purchase. Likewise it was stipulating who could
be the bidders, the issuer, shareholders or potential investors, specific to each type of public offer. For each
type of offer there were set out clear statements that answered the following questions: when it was
performing? by whom? and for what? An increasing attention has been given to takeover bids on the
secondary market, as proven by the additional regulation - Instruction on public offer of securities on the
secondary market (NCFM Decision no. 64/4 of 31.12.2008).

Following the reported I may find that IPOs are trading mechanisms with a high degree of
transparency on both activities of the Issuer and potential investors. The level of transparency applied on
domestic capital market meets the criteria required for public offerings established in the international
practice. As proven by the application of the EU directives in the law on capital market.

The safety fair conditions trading securities for securities holders and also for potential investors are
assured by provisions regarding the fair price.

On the domestic capital market fully prevails the takeover bids that have an impact on liquidity on the
market through consolidation of securities in large packages. This is affecting negatively the activity of the
regulated market.

Accession on a regulated market by issuers must necessarily take place after a public offering, as
required on a regulated market of stable companies with growth potential and liquid securities. For
continuous development of the domestic capital market it is necessary to emphasize and increasingly
promote the public offerings, in order to increase the liquidity on the market. Also I consider that it is
needed to promote public offerings among issuers, securities holders and local potential investors.

A positive impact on the perception of better activity of the capital market in my opinion would be the
classification of public offerings by theoretical aspects for a greater clarity and a better comparison offered
to potential local investors, even despite the fact that from the legal aspect, their regulations are not so much
separate. Also statistical presentation of transactions of a public offering would be good to be separated into
subdomains by each sense of the public offering and type of bidder.

Last but not least, the state presence is necessary in the public offerings market. The privatization
processes in Moldova that take place through auctions with "calling” would be good to be passed through
public offers. The international experience has shown, the example of Poland or Romania, that the
privatization of state assets (companies) through public offers have a positive impact on revenue of the state
and future work of the issuers, on the liquidity level of the regulated markets, but also on the perception of
the market by population and for attracting new foreign and local investments.
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METHOD OF BANK SANATION THROUGH BAIL-IN MECHANISM

PhD student Denis MALENDRA,
National Institute of Research in Economics
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The European Union has recently introduced the Single Resolution Mechanism (SRM) to provide a
consistent set of rules concerning Eurozone bank resolution. In this article we describe the cases of bank insolvency
and its ways of sanation, especially through bail-in mechanism. In the same time were analysed legal aspects of
bail-in mechanism and the possibility to apply in the Republic of Moldova.

Key words: bank sanation, insolvency, systemic risk, bail-in, bail-out, legal framework.

Introduction

A disaster in Greek financial-banking sector gave birth to a lot of questions among all financial systems
of all member countries of European Union.

Bank resolution is a big and sensible topic in these days. The meaning of “bank resolution” is
something like “insolvency process”.

During the recent financial crisis, it was necessary for the authorities to intervene to limit the disruption
from failing banks and other financial firms. This included providing public funds to recapitalize some banks.
Although this successfully stabilized the financial system, the cost of doing so was borne by the public. As part of
the package of measures adopted in the aftermath of the crisis, a new tool — known as bail in — was introduced to
help ensure that shareholders and creditors bear the costs of firm failure. Its development forms a key part of the
efforts under way to remove the need for public funds to be used in this way again.

Bail-in is not a silver bullet. By itself it cannot guarantee that the resolution of a failed firm will be
orderly. However it is an essential component of a wider framework that, taken together, will allow
authorities to intervene to manage the failure of large, complex firms in an orderly way. This process is
known as resolution.

The ways of insolvent bank sanation — international practices

The recent financial crisis has shown that there is a need for better regulation of banks. It has become
clear after the crisis that an enhanced cooperation is needed between countries in order to protect the
financial stability. Several steps were taken in order to establish a framework which would be oriented to
avoid the insolvency of banks. The International Monetary Fund drafted the Proposed Framework for
Enhanced Coordination for Cross -Border Banks. This framework is aimed at cooperation of countries in
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order to coordinate their resolution efforts with their counterparts in other jurisdictions to the maximum
extent consistent with the interests of creditors and domestic financial stability.

In order to avoid insolvency of banks strong supervision is needed. The national supervising authority’s
functions are very important in maintaining the solvency of the bank. The prudential regulation is one of
the key aspects to be discussed within the supervision. The robust supervision of banks is aimed at
maintenance of the solvency of banks and often the early intervention helps to avoid the future bankruptcy
of a bank. The examples provided in the relevant chapters have been chosen randomly in order to better
illustrate the aspects of the bank insolvency proceedings, to underline the differences between countries
applying various principles (territoriality or universality, single entity or separate entity or pari passu
principle) during the insolvency proceedings.

The banks need special treatment in comparison with other companies. “Banking is an inherently risky
business, and it is so by design. Banks are highly leveraged institutions that raise debt to invest in risky
assets. Adding to the risk is the maturity and liquidity transformation that banks tend to engage in: their
assets tend to be longer-term and less liquid than their liabilities”.

Article 4 (1) of Regulation (EU) No 575/2013 of The European Parliament and of The Council
defines “credit institution” as an undertaking the business of which is to take deposits or other repayable
funds from the public and to grant credits for its own account.

The “bank” is any financial institution which attracts available free resources from the economy and is
granting credits for its own account and risk.

As we have defined what the term “bank” means, it is possible now to refer to the meanings of
bankruptcy and insolvency. While examining these terms we can see that during bank insolvency cases the
application of general bankruptcy laws is excluded. This also indicates that banks have special treatment.

European Union Bank Recovery and Resolution Directive (BRRD) defines “the resolution” as the
restructuring of a bank by a resolution authority, through the use of resolution tools, to ensure the
continuity of its critical functions, preservation of financial stability and restoration of the viability of all or
part of that institution, while the remaining parts are put into normal insolvency proceedings.

The EU Bank Recovery and Resolution Directive provides authorities with more comprehensive and
effective arrangements to deal with failing banks at national level, as well as cooperation arrangements to
tackle cross-border banking failures.

Effective resolution should also address moral hazard, as one of its key functions is to enhance
discipline within the markets. Resolution is thus a vital complement to other work streams designed to
make the financial system sounder, e.g. making banks stronger through requiring greater levels of better
quality capital, greater protection of depositors, safer and more transparent market structures and practices,
and better supervision.

European Union framework for bank recovery and resolution is needed because of during the recent
financial crisis; a number of banks were bailed out with public funds because they were considered “too big
to fail”. The level of state support was unprecedented. While this may have been necessary to prevent
widespread disruption to the financial markets and real economy, it is clearly undesirable for taxpayers'
money to be used in this way at the expense of other public objectives. In the future, the financial system
must be more stable and banks must be permitted to fail in an orderly manner, so that government bail-outs
are not needed. The high profile national and cross-border bank failures in the last few years for example,
(Fortis, Lehman Brothers, Icelandic banks, Anglo Irish Bank and Dexia) revealed serious shortcomings in
the existing tools available to authorities for preventing or tackling failures of systemic banks, those that are
intrinsically linked to the wider economy and play a central role in the financial markets. The ability of
governments to support banks which are too big to fail with squeezed public finances is becoming
increasingly unsustainable.
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Therefore, a clear and comprehensive bank recovery and resolution regime — that covers both national
and cross-border bank failures - is crucial for ensuring long term financial and economic stability, and for
reducing the potential public cost of possible future financial crises.

European Union Bank Recovery and Resolution Directive (BRRD) explains the main aim for “bail-in”,
is to stabilize a failing bank so that its essential services can continue, without the need for bail-out by public
funds. The tool enables authorities to recapitalize a failing bank through the write-down of liabilities and/or
their conversion to equity so that the bank can continue as a going concern. This would avoid disruption to
the financial system that would likely be caused by stopping or interrupting the bank's critical services, and
give the authorities time to reorganize the bank or wind down parts of its business in an orderly manner —
an 'open bank resolution'. In the process, shareholders should be severely diluted or wiped out, and
management be replaced.

In a 'closed bank resolution' the bank would be split in two, a good bank or bridge bank and a bad bank.
The good bank-bridge bank is a newly created legal entity which continues to operate, while the old bad
bank is liquidated. Bank creditors that are not systemic can either be left with the old bank and undergo
losses as part of the liquidation or be transferred to the new bank either reducing their claims or converting
them into equity.

Directive 2014/59/EU of The European Parliament and of The Council defines “bail-in tool” means the
mechanism for effecting the exercise by a resolution authority of the write-down and conversion powers in
relation to liabilities of an institution under resolution in accordance with Article 43 of the given Directive.

Another explanation of “bail-in” is given by The National Bank of Romania: “The bail-in tool is the tool
when the resolution authority exerts its powers to convert to equity or reduce the principal amount of
certain claims of the institution under resolution in order to contribute to the absorption of losses and
recapitalization of the institution to the extent sufficient to comply with the authorization and to continue
to carry out the activities for which it is authorized as well as to maintain market confidence. Applying the
bail-in measures is always preceded by the absorption of losses by shareholders and by the owners of other
equity instruments. The bail-in is applicable in all Member States of European Union and represents the
main element of the reform of the bank crisis management system in Europe”.

In The Republic of Moldova the regulating and supervising authority of the licensed banks is The
National Bank of Moldova. The National Bank of Moldova runs its activity in conformity with The Law on
The National Bank of Moldova no. 548-XIII of July 21, 199S.

In conformity with Art.18 (1) The National Bank can grant credits to banks under the terms
established periodically by the National Bank and collateralized with: securities issued by the Government,
securities issued by the National Bank or any other eligible financial assets established by the National
Bank. As we can see, that the domestic legal framework provides “bail-out tool” in case of bank resolution,
whereas “bail-in tool” is not stipulated anywhere. In order to be introduced the “bail-in” mechanism it is
necessary to harmonize domestic legal framework with the European Union Directives, and especially to
raise the sum of guaranteed deposits in The Republic of Moldova.

The possibility of applying the bail-in mechanism in sanation of insolvent banks in the Republic
of Moldova

In a bail-in, the claims of shareholders and unsecured creditors are written down and/or converted into
equity to absorb the losses of the failed firm and recapitalize the firm or its successor. This is done in a
manner that respects the hierarchy of claims prescribed in insolvency law. A bail-in allows the firm to
continue to operate and to meet supervisory requirements so that the critical functions the firm provides
can be maintained immediately after entry into resolution.

The concept of bail-in evolved in the aftermath of the failure of Lehman Brothers in 2008. Some of
those who had been involved in the discussions on how to handle the fallout from the failure of a large,
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cross-border investment bank set out a method for using the firm’s own resources, rather than public funds,
to restore the balance sheet of the firm.

Bail-in has the considerable advantage that it does not depend on the authorities finding a willing and
able purchaser for all or part of the business in a short period of time. Nor does it require the firm to be
broken up immediately. Bail-in is therefore the tool most likely to be used for the largest, most complex
firms where the prospect of finding a willing private sector purchaser for significant parts of the business is
low and where the complexities of affecting a full or partial transfer would be substantial.

Liabilities and
capital

(sources of
funds)

Assets

(use of funds)

Secured

liabilities

Order in
which

losses are
absorbed

Figure nr.1. Simplified bank balance sheet of a bank.
Source: Bank failure and bail-in: an introduction by Lucy Chennells and Venetia Wingfield
of the Bank’s Resolution Directorate. Quarterly Bulletin 2015 Q3.

As we can see from the figure nr.1, it shows a stylized balance sheet of a bank. The bank’s ‘sources of
funds’ (its liabilities and capital) are shown on the right-hand side, and its ‘use of funds’ (its assets) are
shown on the left-hand side. The bank’s assets include loans that it has made to households and businesses;
lending to other financial institutions; and holdings of securities such as government and corporate bonds,
as well as its holdings of cash. The bank’s liabilities are what the bank owes to others. They include deposits
from households and firms as well as funds that the bank has borrowed, for example from institutional
investors such as pension funds, by issuing debt in the form of bonds. Liabilities are shown in order of
‘seniority” in the hierarchy of creditors, with the most senior liabilities at the top and the most junior, which
are first to absorb losses, at the bottom. Senior liabilities include, for example, liabilities that have been
secured against assets on the other side of the balance sheet, cash deposits and high-quality debt (such as
senior unsecured debt). Junior liabilities include lower-quality, or subordinated debt. Equity, which is fully
loss absorbing, is the firm’s capital.

In common with the other resolution tools, bail-in allows a failing firm to be stabilized prior to a
restructuring. There are two distinct steps to the stabilization phase:

(1)  Absorbing losses.

The first step is to estimate the outstanding losses of the firm, which is achieved through an initial valuation
of its asset and liabilities. This is necessary prior to any resolution, in order to establish whether the firm is failing,
or likely to fail. Losses which have not already been fully recognized are absorbed by writing down the value of
assets. The losses may or may not wipe out the existing equity in the firm, but they are likely to push the firm’s
capital level below that which is required by the firm’s prudential supervisor. If the losses exceed the existing
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equity, each layer of unsecured creditors in the creditor hierarchy will be written down, in the order of their
ranking in insolvency, until the amount necessary to recognize the outstanding losses is covered.

Holders of regulatory capital instruments will bear losses before other creditors. The Bank Recovery and
Resolution Directive introduced a mandatory write-down of regulatory capital instruments at the point of non-
viability (PONV). This means that common equity (CET1), additional Tier 1 (AT1) and Tier 2 (T2) that
qualify as regulatory capital instruments must absorb losses, up to the extent required to meet the resolution
objectives, before or together with the use of any of the resolution tools. Although it is possible that a PONV
write-down alone could restore a firm to viability, where the losses are limited and the business model remains
sound, the expectation is that it would generally be applied at the same time as the relevant resolution tools.

(2)  Recapitalizing the balance sheet.

The second step is to restore the capital the firm needs to support its activities, to ensure that the
market has confidence in the firm, and to meet the requirements of the prudential supervisor through the
subsequent restructuring phase. The bulk of the recapitalization is likely to be achieved by converting the
claims of creditors into equity. The capital requirement set by the supervisor will depend, among other
things, on the expected nature of the business in the future, after any restructuring has taken place, and the
costs of restructuring.

During 2015 year in The Republic of Moldova three licensed banks faced difficulties in their activities
caused by interbank deposits and excessive granting of non-performing loans.

On October 16, 2015 The Executive Committee of The National Bank of Moldova decided to
withdraw the license for running financial activities of the following banks: C.B. “Unibank” JSC, C.B.
“Banca Sociald” JSC and “Banca de Economii” JSC as a result of insolvency of these banks and other legal
violations and beginning of insolvency process in conformity with Law on Financial Institutions.

In case of these banks, National Bank of Moldova offered a loan in amount of more than 14,2 billion
Moldovan lei, secured by Government, due to it were reimbursed all individuals deposits. In this case, the
resolution authority (National Bank of Moldova) used “bail-out” tool, because the “bail-in” mechanism is
not stipulated in domestic legal framework.

After the Government intervention to save these banks has formed a huge gap in the public budget. In
order to cover this gap the Government converted this guarantee into public debt. If we divide the sum of
14,2 to 35 million of people living in the country (at the end of December 31, 2015), we can see that every
citizen shall pay almost 4000 Moldovan lei.

Conclusion

A key lesson from the recent financial crisis was that authorities in many jurisdictions had insufficient
tools to deal with the failure of their largest, most complex banks. As a result governments were forced to
inject capital into, or bail out, some firms in order to prevent widespread disruption. This article has set out
how the new resolution tool known as bail-in can help to prevent the need for bailouts in the future.

Practical mechanisms for carrying out a bail-in continue to evolve. However the legal framework to
support it is now extensive, the planning and preparation for its use is robust and the market has begun to
understand — and to price in — its effects.

This means that despite being untested, bail-in has greatly reduced rating agencies” expectations that
government support will be provided. They have adjusted their methodologies for rating banks,
substantially removing the former weight placed on the likelihood of systemic banks receiving public
support, and as a consequence the ratings for many firms have been downgraded. This appears to have
reduced the funding cost advantages that large banks previously received due to expectations that they
would be “too big to fail”.

In basis of stated above we can deduct the following main advantages of “bail-in” tool:

1. Cost reduction — applying this tool the resolution authority does not imply public financial resources;

2. This instrument saves financial institution — it offers the possibility to a bank to meet its obligations;
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3. In case of bail-in appears at a bank it continues the activity thus, the danger of contagion effect is
suppressed.

Of course, “bail-in” tool has a number of disadvantages, here are some:

1. Forces deponents — thus the fundamental right, the right for property is violated, clients owing a
deposit more than 100 000 EUR are forced to convert their deposits in bank’s capital;

2. Bail-in is a cause of contagion, not a remedy for it - Because financial institutions tend to hold each
other’s debt, bail-in has been described as a potential cause of contagion. For instance, if a bail-in occurred
at Bank A, other firms holding debt or equity issued by Bank A would experience a loss, and possibly a
change in the nature of their investment (from debt to equity). The wealth shock that investors experience
when firms fail is not a new risk — indeed it is the norm when a non-bank firm fails. What bail-in does
change is the fact that, when a bank fails, investors in that bank incur the loss rather than transmit that
wealth shock to the wider population of taxpayers through a government bailout.

3. Bail-inis not the silver bullet that solves too big to fail - some commentators appear to believe that bail-in
is the only change necessary to solve the problem of ‘too big to fail’, and that once the tool has been incorporated
into resolution regimes, the job will be complete. By itself, the bail-in tool is not sufficient to solve the difficulties
posed by the failure of a large complex international bank. Bail-in is a necessary addition to the authorities’
resolution toolkit, but needs to be accompanied by a set of measures that ensure a bail-in can be carried out
without causing unacceptable adverse consequences for the financial system and the wider economy.

Bail-in mechanism can be used in raiders attack on a bank, by placing “big deposits” in a bank, run a
suspicious activity and artificially lead to insolvency situation. Through this resolution mechanism some people
will become the new shareholders of the bank after applying “bail-in” tool.

In order to make “bail-in” tool applicable in The Republic of Moldova there is a need to review the
domestic legal framework. Mainly, the Law on the National Bank of Moldova no. 548-XIII of July 21, 1995,
to introduce the resolution methods including “bail-in” and where will be stated the legal procedure of
“bail-in” mechanism. Another Law which has to be revised is Law on financial institutions where shall be
stated the procedure of bank resolution in case of insolvency. It is necessary to be clearly defined the
meaning of “big deposits” thus shall be harmonized the Law Nr. 575 from 26.12.2003 regarding individuals
deposits guarantee in conformity with Directive 2014/49/UE of European parliament and Council from
April 16,2014 regarding schemes of deposits guarantee.
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IMPORTANT DIRECTIONS ON THE GROWTH OF THE INVESTMENT POTENTIAL
OF NON-STATE PENSION FUNDS FROM THE REPUBLIC OF MOLDOVA

PhD student Ninel BOTEZATU, AESM

The existing social security system in the Republic of Moldova is given by one single tier, based on the pay-as-
you-go principle, which does not ensure the well-being of the society, and can only assure the payment of pensions in
amounts that are even smaller than the subsistence minimum for the persons who have reached the retirement age
and retired. This situation is aggravated by the population migration within the last two decades. Thus, appears a
drastic necessity of the development of facultative pensions system, and, therefore, of the determination of the main
directions on the growth of the investment potential of non-state pension funds in the Republic of Moldova.

JEL code: ] 32,G23

All the countries and Governments in the world set as one of their main objectives the well-being of the
population. Various tools and projects are implemented in order to reduce poverty, and maintain sound
conditions for the society. These regard not only the young and adult part of the population, but the retired
people as well, thus the systems of social insurance are permanently reevaluated and improved.

The current pension system in the Republic of Moldova is represented by only one tier, although the
international practice proves the efficiency of three, or, at least, two tiers. The social situation is aggravated
by the demographic changes within the country from the last two decades, mostly affected by massive
migration of active population. The employed persons within the country are pressed by mandatory
allocations from their wages to social insurance fund, collected by the National Office of Social Insurance,
while most retired people receive pensions that are smaller than the subsistence minimum.

As can be seen in the figure 1, there is a slight growth in both — the aggregate amount of employed
people in the Republic of Moldova, and the total amount of pensioners on the evidence of social insurance
institutions comprised in 2012 — 2015 period. Should be emphasized, that here was analyzed the amount of
employed people, within the country, instead of the aggregate amount of active population, while it is just
the officially employed people being the only ones, who pay social insurance contributions, which, in their turn,
are redistributed to pensioners. As well, should be noted, that the amount of pensioners on the evidence of social
insurance institutions, as shown in figure 1 comprise the amount of pensioners, who reached the retirement age,
so that these two figures should not be considered for summing. Thus, can be easily computed, that the ratio
between the employed people and aggregate amount of pensioners is given as approximately 1,77:1 in the
examined period (the amount of employed people with relation to the aggregate amount of pensioners
fluctuates between 1,76 — 1,78 in 2012 - 2015). In the international practice, the optimal relationship between
the amount of employed persons and pensioners is considered to be 4:1, or, even better, 5:1. Still, taking into
consideration the amount of contributions paid for social insurance in the Republic of Moldova, at current rates
(a 6% mandatory contribution paid by the employees from their salary, and a 23% mandatory contribution paid
by the employer from the employee’s salary), a ratio of the employed persons to the aggregate amount of
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pensioners of approximately 3,5:1 would be enough to ensure a proper functionality of the PAYG system. Still,
even the increase in the retirement age did not contribute to the achievement of this ratio, as can be concluded
from the data presented above.
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1200 ~1172,8 1184,9 1203,6
M Employed people, thousand
1000 persons
800
600 @ Total amount of pensioners on
400 the evidence of social insurance
institutions, thousand persons
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0 M Pensioners, who reached the
retirement age, thousand
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Figure 1. Relationship between employed people and pensioners on the evidence of social insurance
institutions from the Republic of Moldova, analyzed period comprised between 2012 — 2015
Source: Adapted by the author according to the database of the National Bureau of Statistics of the Republic of Moldova (online),
available on http://statbank.statistica.md/pxweb/Database/RO/04%20NIV/NIV0S/NIV0S.asp; and data provided by the National
Office of Social Insurance of the Republic of Moldova (online), available on
http://www.cnas.md/libview.php?l=ro&idc=360&id=2999

On the other hand, although this ratio would be a satisfactory one for the current pay-as-you-go
system, it would not permit the accumulation and capitalization of the national social insurance funds, thus
there would be no security for the future payments, little or no possibilities to appropriate increase in the
pension amount, and to decrease the amount of contributions to be paid by the officially employed people.
The latter would represent a positive change, which would potentially generate lots of benefits for all
parties: for employers it would represent a decrease of remuneration expenses, as well as for employees — a
smaller mandatory contribution to be paid out of their wages, both being an incentive for an increase in the
official salaries, that, in its turn, would generate the increase in the total amount of contributions
accumulated by the National Office of Social Insurance.

In this context, it would be interesting to analyze the evolution of the amounts of the average pension
paid to persons who reached the retirement age and retired and the gross average monthly wage, which is
presented in table 1.

Table 1

Evolution of the amounts of the average pension paid to persons who reached the retirement age

and retired and the gross average monthly wage in the Republic of Moldova, 2012 - 2015

Indicator 2012 | 2013 2014 2018
Average pension paid to persons who reached the retirement age

and retired, MDL 987,02 | 1049,92 | 1114,73 | 1202,68
Gross average monthly wage, MDL 3386,2 | 3674,2 | 4089,7 | 466S5,8

Source: Adapted by the author according to the database of the National Bureau

of Statistics of the Republic of Moldova (online), available on
http://statbank.statistica.md/pxweb/Database/RO/04%20NIV/NIV0S/NIV0S.asp; and data provided by the National Office of
Social Insurance of the Republic of Moldova (online), available on http://www.cnas.md/libview.php l=ro?idc=360¢id=2999

As can be seen, both indicators analyzed in table 1 have grown in the period 2012 — 201S. In the
analyzed period, the growth of the mentioned indicators has exceeded the official rate of inflation claimed
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by the National Bank of Moldova. Still, taking into consideration the rates of growth of the two indicators
can be noted that there is a difference (figure 2).
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Figure 2. Growth rates of the average pension paid to persons who reached the retirement age
and retired and the gross average monthly wage in the Republic of Moldova (according to current

amounts)
Source: Adapted by the author according to the database of the National Bureau
of Statistics of the Republic of Moldova (online), available on
http://statbank.statistica.md/pxweb/Database/R0O/04%20NIV/NIVOS/NIVO0S.asp; and data provided by the National Office of
Social Insurance of the Republic of Moldova (online), available on http://www.cnas.md/libview.php?l=ro&idc=360¢id=2999

Thus, the average monthly wage, within the analyzed period, has higher growth rates than the average
pension paid to persons who reached the retirement age and retired, while the rate of the latter has even
registered a decline with 0,2 p.p. in 2014 with regard to 2013. The difference between the two growth rates
can be caused by the way the pension indexation index is calculated, and mainly by the annual growth of the
consumer price index.

According to the National Development Strategy “Moldova 20207, currently, the pension indexation
index is calculated as a mean between the annual growth of the consumer price index and the annual growth
of the average country wage level for the previous year. Usually, the growth of the consumer price index is
slower than the growth of the average country wage level, which leads to a decrease in the replacement rate.
This methodology was borrowed from the international practices, while the lack of indexation of former
insured revenues is a practice with no precedent.

Thus, usually the average pension amount received by the people who reached the retirement age and
retired, results to be lower even than the minimum subsistence level for pensioners who reached the
retirement age and retired, as shown in figure 3. In none of the years comprised in the examined period the
average pension amount did not exceed or even equal the subsistence minimum.
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Figure 3. The relationship between the minimum subsistence level for pensioners who reached
the retirement age and retired and the average pension amount received by the persons who reached
the retirement age and retired in the Republic of Moldova within 2012 - 2015 period, MDL

Source: Adapted by the author according to the database of the National Bureau

° National Development Strategy ,,Moldova 2020”: seven solutions for economic growth and poverty reduction
empowered by the Law of the Republic of Moldova on the approval of the National Development Strategy “Moldova
2020” nr. 166 from 11.07.2012. In: the Official Monitor of the Republic of Moldova nr. 245-247 from 30.11.2012.
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of Statistics of the Republic of Moldova (online), available on
http://statbank.statistica.md/pxweb/Database/R0O/04%20NIV/NIVOS/NIVO0S.asp; and data provided by the National Office of
Social Insurance of the Republic of Moldova (online), available on http://www.cnas.md/libview.php l=ro&idc=360¢id=2999

As a matter of fact, the National Development Strategy “Moldova 20207, in its “solution” which regards
the pension system as “equitable and sustainable” sets the goal of reaching the weight of the average amount
received by persons who reached the retirement age and retired in the minimum subsistence level for
persons who reached the retirement age and retired, by 2015, of 75%. Thus, as can be seen in figure 4, the
goal was achieved, and even overcome. On the other hand, for a sound situation for retired people, these
indicators should be at least equal.
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Figure 4. The weight of the average pension amount received by persons who reached the
retirement age and retired in the minimum subsistence level for persons who reached the retirement

age and retired in the Republic of Moldova, 2012 - 2015
Source: Adapted by the author according to the database of the National Bureau
of Statistics of the Republic of Moldova (online), available on
http://statbank.statistica.md/pxweb/Database/R0O/04%20NIV/NIVOS/NIVO0S.asp; and data provided by the National Office of
Social Insurance of the Republic of Moldova (online), available on http://www.cnas.md/libview.php?l=ro&idc=360¢id=2999

Furthermore, seemingly, the subsistence minimum (data provided by the National Bureau of Statistics),
does not include the expenses pensioners must bear with regard to utilities” payment. Thus, the pensioners’
expenses should be considerably higher than their only current revenue — their pension.

Based on the information provided, it becomes more and more obvious, that the people of the
Republic of Moldova should look for and obtain possibilities to ensure their well-being after their
retirement, other than the mandatory social insurance. Currently, the only other option existing in the
Republic of Moldova is given by the non-state pension funds, but their efficiency for the population is
questionable, and here is why.

Moldovan non-state pension fund have a low investment potential due to a series of factors, all of them
being of great importance and impact on the non-state pension funds’ activity. Examples would regard the
lack of credibility of population in the security of these kinds of financial institutions, imperfectness of the
associated legal framework, lack of efficient opportunities to invest the accumulated funds, lack of state
interest in the development of the facultative pensions sector, and other factors.

The law on non-state pension funds was adopted back in 1999 in order to set, regulate and stimulate
the activity of non-state pension funds. Since then, the first pension fund was founded in 2007, and
currently there are three non-state pension funds in the Republic of Moldova. None of them has registered
any activity until now. It should also be mentioned, that the assets of non-state pension funds can be
managed and invested only by a licensed manager. At the present moment, in the Republic of Moldova,
there is only one single licensed manager of the non-state pension funds’ assets. As the adoption of the Law
did not trigger the development of non-state social insurance system, in 2013 a Project for the Law on
facultative pension funds was issued, but it has not been enforced until now.

According to the Project, the area of investment domains for the assets of non-state pension funds has
been expanded (see table 2).
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Table 2

Investment domains for the assets of non-state pension funds according to the Law on non-

state pension funds'’ and the Project for the Law on facultative pension funds"'

Law on non-state pension funds

Project for the Law on facultative pension funds

a) monetary assets, including bank
accounts and deposits at commercial banks
that have a license issued by the National
Bank of Moldova and that have a regulated
capital not less than S mil. USD;

b) government securities;

c) securities registered by the National
Commission for Financial Markets and listed
on the stock exchange of the Republic of
Moldova;

d) bonds issued by foreign Governments
or indexed funds, with a high international
rating;

e) other investment domains allowed by
the National Commission for Financial

Markets of the Republic of Moldova.

a) money market instruments, current and
deposit accounts at commercial banks that have a
license issued by the National Bank of Moldova;

b) state securities, issued by the Ministry of
Finance of the Republic of Moldova, or issued by EU
member states;

c) bonds and other securities issued by the
local public administration authorities from the
Republic of Moldova or EU member states;

d) securities traded on regulated and supervised
markets in the Republic of Moldova and EU
member states;

e) bonds issued by the World Bank, EBRD,
EIB, traded on regulated markets;

f) bonds and other securities issued by non-
governmental foreign institutions, others than

mentioned above, if these securities are traded on
regulated and supervised markets, and that meet the
rating requirements;

g) stocks issued by the undertakings for

collective investments in securities from the
Republic of Moldova;
h) derivatives traded on regulated and

supervised markets in the Republic of Moldova and
EU member states.

Source: adapted by the author based on the Law of the Republic of Moldova on non-state pension funds and the Project of the Law of the
Republic of Moldova on facultative pension funds

Information provided in table 2, on one hand, generates the idea of an eventual beneficial impact on
the investment potential of the non-state pension funds from the Republic of Moldova, in case the project
of the Law of the Republic of Moldova on facultative pension funds is enforced. On the other hand, (1)
trading on foreign stock exchanges is limited to the ones of the European Union member states, most of
which are not the most volatile in the world; (2) the experience of trading on stock exchanges is extremely
short and weak, and there are too few trading specialists; (3) most of the national investment domains
specified do not provide high returns; (4) there are no bonds issued in the Republic of Moldova by now;
(S) there are no derivatives issued in the Republic of Moldova by now. Thus, although the project of the
new Law does expand the investment opportunities, on the short run there can be just a small positive
impact on the non-state pension funds’ investment potential.

' Law of the Republic of Moldova on non-state pension funds nr. 329-XIV from 25.03.1999. In: the Official Monitor
of the Republic of Moldova nr. 87-89/423 from 12.08.1999.
""" Project of the Law of the Republic of Moldova on facultative pension funds (online). Available on
http://cnpf.md/file/BazaNormativa/Proiecte/Lege%20FPF%20ro.doc
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As well, some other aspects of the Project should be taken into consideration. For example, point (9) of
the 11™ article states, that the National Commission for Financial Markets has the right to suspend the
license of the non-state pension funds’ assets’ manager for not more than 90 days, if the licensed entity
either did not start the managing activity within a year from the moment of receiving the respective license,
or did not perform any activity covered by the respective license within a period of 6 month. As it was
already stated, there is only one non-state pension funds’ assets’ manager in the Republic of Moldova, and,
as the existing non-state pension funds do not have any activity, neither does the manager. Thus, according
to the Project of the Law of the Republic of Moldova on facultative pension funds, this manager’s activity
should have been suspended for three months, every six months.

Furthermore, the Project states, that the National Commission for Financial Markets has the right to
revoke the manager’s license, in case the returns of the managed non-state pension fund are lower than the
minimum returns of all national non-state pension funds, during four consecutive trimesters. Even if this
statement was aimed at competition promotion, it can generate an opposite effect. Let us assume,
hypothetically, that the assets of all three Moldovan non-state pension funds would be administered by
separate managers. In time, some returns will be higher, others will be lower, that, on the long-run, would
have reduced the number of non-state pension funds’ managers again to one single manager, a result that is
opposed to competition.

The National Development Strategy “Moldova 20207, with regard to non-state pension funds, just
describes the existing situation, while not giving any prospects or views on the development of facultative
pension system. The document that does state non-state pension funds is the Activity Program of the
Government of the Republic of Moldova 2015 — 2018". One of its numerous objectives is aimed at the
reexamination of the system of taxing the revenues of non-state pension funds and of the system of
subtracting the contributions to non-state pension funds. To mention, that this is the only objective that
regards the non-state pension fund system, and it is aimed at the revenues of the funds’ revenues that,
actually, do not exist.

Based on the data and information presented in this article, the following main directions on the
growth of the investment potential of non-state pension funds from the Republic of Moldova can be
derived:

1.  Setting as one of the main national priorities the development of facultative pensions system;

2. Acceleration of the enforcement of the Law of the Republic of Moldova on facultative pension
funds, while

3. Excluding the clause regarding the returns on facultative pension funds’ assets,

4. Increasing, on the short run, the terms on license suspension and revocation,

S.  Broadening the trading possibilities of non-state pension funds’ resources on world regulated
markets, instead of limiting these to the regulated markets of EU member states, and

6. Simplification of the conditions of registration of, and license issuance to the non-state pension
funds’ assets’ managers.
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THE ROLE OF NATIONAL AND INTERNATIONAL PROGRAMS FORINCREASING THE
INVESTMENT FLOW IN RENEWABLE ENERGY SOURCES

PhD student Iana CEAUSCEAC, ASEM

The study reflects the volume of investment flow in renewable energy sources, identifies the economic
determinants of investment flow in the area of renewables. One of the factors to sustain the investment flow is
governmental and international programs. The state support occurs mostly in the form of different subsidies,
described in the article, the international programs have various forms to support investment. The examples of
effective subsidies in European countries and successful implementation of international programs are given in the
article.

Key words: energy, renewable energy sources, investment flow, subsidies in energy sector, international
programs.

Introduction. The Republic of Moldova energy system has a number of negative characteristics. The main
problems are the lack of own energy resources, excessive dependence on imported natural gas, the low level of
use of renewable energy sources, insufficient power generation capacities, high percentage of losses, low energy
efficiency and poor condition of most energy infrastructure. In these terms attracting of investment flows in
renewable energy sources is essential for development and modernization of the energy sector.

The Energy Strategy of Moldova until 2030 aims to create a more efficient, competitive and secure
energy complex, ensuring at the same extent, energy security of the country, the infrastructure upgrade,
improving energy efficiency, boosting the use of renewable energy and the integration into the European
energy market. Renewable energy and energy efficiency are among the main objectives of the Energy
Strategy of RM 2030, also it will contribute both to security of energy supply and to environmental
sustainability and combating climate change. Thus, the strategy Moldova 2030 has common objectives as
those of the European Energy Community.

In the previous studies we have already analysed the actual condition of the energy sector; identified
the RM's energy sector problems; underlined RM's energy priorities; analysed the development trends of
the energy sector in EU countries and also studied the evolution of investments in RES sector in Moldova.
The objectives of the present paper are:

— toidentify the economic determinants of investments in renewable energy sector;

— to analyse the ways of support for the development of RES;

— to study the main forms of state subsidies to support renewable energy;
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— to analyse the successful experience of other countries that have already implemented different
forms of support for RES;

— to study the existing international programs and how they are implemented in the Republic of
Moldova.

In the following diagram we can see the gross amount of private and public investment as a share of
GDP for the period 2011-2015.

M private, % of GDP ™ public, % of GDP

2011 2012 2013 2014 2015

Figure 1. The share of private and public investment of GDP, %.

Source: www.statistica.md

As we can observe the private investment is much higher than public, however if we refer to investment
in renewable energy sources, from the previous studies'® we already know that public investments are more
effective.

The economic literature suggests two broad categories of drivers in RES'. The first category includes
traditional determinants of investment, as for example, interest rate, income level and growth, production
costs. The second category covers specific determinants of green capital accumulation:

Economic growth and income level. Economic activity boosts the demand for energy and as a result for
investments in the energy sector, thus the so called accelerator effect occurs.

—Population. Countries with rapidly increasing population face important energy needs; these needs
require investment in alternative energy source, especially when fossil fuels are scare and very expensive, as
in RM, for example.

— Technological progress and innovation. For example, new techniques to store energy foster the use of
intermittent energy sources like solar and wind power.

—The cost of fossil energy sources. High fossil energy prices are expected to foster investments in
renewable energy sources.

— The production cost of green capital goods. The demand for investment should be inversely related
to its cost.

— Public policies to support green investment.

— Geophysical conditions. The availability of natural resources, number of hours of sunshine in a year, or the
water and the wind supply available are key factors in attracting investment in renewable energy sector.

As to the Republic of Moldova, we have to state, that we lack behind at many of this key positions,
however there are some determinant factors that should make us aware of the need to invest in green

' CEAUSCEAC L, Cresterea rolului investitiilor in dezvoltarea sectorului surselor de energie regenerabild al
Republicii Moldova, Culegerea de articole din cadrul Conferintei Stiintifice Internationale "Rolul investitiilor in
asigurarea dezvoltdrii economice durabile In contextul integrarii europene", 29-30 octombrie 2015

' IMF Working Paper, WP/11/296 Who's going Green and Why? Trends and determinants of green investment
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energy. First, we are highly dependent on very expensive imported energy sources, second we have to be in
compliance with the European standards, and third we can benefit from our geophysical position and
develop wind energy, solar energy and biomass.

There are two ways to support green investment: state programs and international program. In both
cases the objective are as follows: to reduce the carbon emissions; to provide energy security by diversifying
the energy sources; to increase economic growth by promoting competitiveness, job creation and
innovation in new industries.

In the case of state support of investment in renewable energy sector we speak almost about different
types of subsidies'® that are presented in the table below:

Table 1.
The ways of providing subsidies in renewable energy sector

Type of subsidy

1 Subsidies can be paid directly to renewable energy producers.

Subsidies disbursements can be tied to renewable energy outputs, as a fixed support per unit of
output for a specific type of renewable energy produced.

3 Current factor inputs can be supported. For example, biofuels, where the raw material comes
from the agricultural sector where outputs can be subsidized.

Support to capital in the form of subsidized financing, but also as direct support to capital purchase.

Guaranteed producer prices, the so called feed-in-tariff schemes.

Avoided taxes, when taxes are paid on other energies that can be replaced by renewable.

N[N [N

Government support to renewable energy developers’ and producers’ research and development
(R&D) efforts
Source: adjusted by the author

In the table 2 we can see the successful implementation of tax exemption for bioethanol and biodiesel.
These values are generally higher in Europe than in the USA. They are the highest in Germany which is not
surprising, as this country is Europe’s most significant biofuels producer.

Table 2.
Production Volumes (thousand tons) and Values of Tax Exemption (euro/cents per litre), for
Bioethanol and Biodiesel in Major European countries and the United States, 2006

Country Bioethanol Bioethanol Biodiesel Biodiesel exemption
production exemption production

France 297 38 671 33
Germany 608 65.5 3039 47-32

Italy 0 0 223 413
Spain 227 37 79 27

Un. Kingdom 93 28 162 29

Un. States 19000 15 88 20

Source: IMF Working Paper, Energy Efficiency and Renewable Energy Supply for the G-7 Countries, with Emphasis on Germany,

WP/07/299

Thus we can observe that Germany is a vivid example of state support to renewable energy.

Unfortunately, there are very few forms of support to renewable energy in the Republic of Moldova.
We can only mention some projects; one of them is Moldova Energy and Biomass Project. It envisages

'S IMF Working Paper, Energy Efficiency and Renewable Energy Supply for the G-7 Countries, with Emphasis on
Germany, WP/07/299
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contributing to the establishment of a reliable, competitive and sustainable system to produce energy from
renewable sources, especially out of agricultural waste biomass. The Project will enhance the consumption
of renewable energy, mainly by the rural municipal institutions and households.

This should lead to the creation of operational biomass processing technology markets, which would
ensure sustainability to Project interventions after its completion. New jobs will be created and new income
sources will be ensured as a result of setting certain biofuel distribution channels and providing with
advanced technologies at the local and regional levels.'®

On the other hand we can mention many international programs Moldova takes part in. For example,
INOGATE’s support includes assistance in developing a structured approach to awareness raising, assisting
in the development of a concept, strategy and action plan for the Centre and assisting in the development
and provision of information materials and exhibits as well as training for the centre’s personnel. One of the
recent achievements is the opening of a national Sustainable Energy Information Centre for Moldova with
the support of experts from the EU-funded energy program INOGATE. The centre, will be a hands-on,
learning environment to create greater awareness of energy efficiency (EE) and renewable energy (RE)
among householders, energy managers and other stakeholders in the public and private sectors. The Centre
will be hosted by the Moldovan Agency of Energy Efficiency (AEE) and its development is supported by
INOGATE experts, the national NGO AEER and the Ministry of Economy of Moldova.

Another important organization that supports green investment in Moldova is EBRD. The EBRD is
making the switch from conventional high-voltage street lighting to low energy LED bulbs in Moldova’s
capital, Chisinau."”

The total investment, which includes an upgrade of the city’s major streets, amounts to €11.7 million
granted by the EBRD and the EBRD-administrated Green Energy Special Fund funded by the Taiwanese
International Cooperation and Development Fund (TaiwanICDF), further topped up by €10.3 million
from the European Investment Bank.

Conclusion. Generally we can state that in the RM the investments in renewable energy sources are mostly
supported by international organizations, while the domestic programs are not numerous. The last several years
were done many things towards the popularization of RES, for instance the legislative and normative framework
for renewable energy was created, the agency for energy efficiency was opened, however, without adequate
financial support we cannot afford many results in the domain of renewable energy.
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INSURANCE RESERVE DEFICIENCY CAUSED BY LOW TARIFFS
PhD student Lilian MARIN, ASEM

Insurance companies are financial institutions and the value of the assets and liabilities thereof depends on the
alteration of the conditions that exist within financial markets. Moreover, the value attributed by the purchasers of
insurance products depends on the financial strength of insurance companies. The activity of insurance companies
involves certain risks that are impossible to be completely excluded. If an insurance company has an appropriate
risk management development, the risk of bankruptcy thereof cannot be removed, there existing the possibility of
certain unpredictable events against which the insurer failed to provide a means of protection. An insured risk is
due to well-established strategic factors such as the fees for motor, CASCO and the Green Card insurances.

Key words: Insurance companies, tariffs, insurance compensations, indemnities, insurance, financial
institution, risk

According to the information operated by NCEM the Green Card for motorcars, that is one of the
most requested in the market, has a share part of about 12% of the overall portfolio of insurance companies.
The greatest numbers of Green Card insurance policies are being sold for Ukraine and Belarus, particularly
by economic agents. Regarding the insurances sold in 2012, the insurance premium for CIS zone represents
26 million lei as compared to 12 million lei for the EU zone. The amendments that were intended to enter
into force could have reduced by 4% the insurance market, representing thus an amount of 9 million lei. In
other words, the value of premiums subscribed would have been reduced by this amount, taking into
account that the number of Green Card policies sold remained the same. NCFM provided the following
preliminary data for 2015 that demonstrate a symbolic increase by 1.5% of gross subscribed premiums as
compared to 2014, while the paid insurance compensations and indemnities decreased by 25.11% as
compared to 2014.

Apparently, the reduction of tariffs employed by Moldcargo is a beneficial practice for motorists. The
National Bureau is of the opinion, however, that this practice can cause serious problems for motor car
insurers, as the tariffs which seem to be high, are calculated based on potential risks, taking into account the
maximum level of the amounts of compensation provided in European Union countries (Euro 1 million
damage to property and Euro S million damages to life and health). A representative example of harmful
application of dumping prices in the insurance market is the situation in Ukraine.

Unreasonably low tariffs and high fees offered to brokers by some companies led to the default thereof. As a
result, three large Ukrainian insurance companies had to stop their activity within the Green Card system. In turn,
the National Bureau of Ukraine adopted a decision to increase the amounts reimbursed by the companies issuing
Green Card to the Bureau’s Guarantee Fund. It is obvious that this will affect the pricing policies of the companies -
members of the National Bureau of "Green Card" insurers of this country.

The motorists and even certain insurance companies use to simplify the calculation formula of these tariffs,
ignoring the risk of large payments in the long term perspective. It should be noted that in Moldova there existed
a case when a company has been withdrawn the membership within the National Bureau for failure to execute its
obligations to pay the compensations.

According to the latest amendments to the NCFM Decision No0.26/10 of 13 June 2013 on the of
compulsory motor vehicle liability insurance premiums, it has been set up the new amount of basic
premiums for internal and foreign compulsory motor vehicle liability insurance. The Motor Vehicle
Liability Insurance premium (RCA) increased from 500 lei to 715 lei, but taking into account that there
were included two new rectification coefficients offering to insurance companies the possibility to provide
legal discounts depending on the financial capacity and marketing policy of the company, the increase of
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the cost for one insurance being between 22% -43%. The premiums for Green Card insurance have altered
depending on the coverage zone. Thus, for Zone 1 (Ukraine and Belarus) the basic rate decreased by 36%,
for Zone 2 (Ukraine, Belarus and Russia) the basic rate increased by 26% and for Zone 3 (all countries of
the Green Card System) the basic rate decreased by 5.5%. It is worth mentioning that these amendments
entered into force on 31.12.2015.

There has not been placed a special emphasis on CASCO and RCA, still attempts were made to lower
the tariffs in order to acquire more customers, however the tariffs remain unchanged if we make a
calculation according to the formula.

In case of CASCO insurance, each insurance company sets its minimum and maximum level of prices.
It also does not take into account the compensations in case of particular situations and the insured finally
receives the minimum limit of indemnity. The deficit of reserves of insurance companies is influenced by
macro and micro-economic situation of Moldova. The average rate in the insurance market of CASCO-
type insurance represents 4% - 5% of the cost of the car. For an insurance company it is required to double
the rate from 4% to 8% in order to establish a financial reserve for indemnities. Insurance companies
together with NCFM and the National Bureau of Insurers must set up a new tariff by applying the
calculation formulas thereof so that the insured is being provided the compensations according to the
European standards.

One of the most important issues related to the situation of damages within RCA insurances is that,
despite a steady increase in the level of indemnities, RCA tariffs have beem maintained at a relatively low
level. As a matter of fact, the price for RCA has always been a sensitive issue for companies, given that this is
the most developed form of insurance in Moldova and attracts a great part of income.

However, according to experts this will finally have a negative influence on the insured due to the fact
that, as a driver, one chooses the cheapest RCA insurance, thinking that it's not for himself, but for the
other, still the reverse of such a generalization of this situation among drivers occurs when one is injured.

Conclusions

Despite the fact that a proactive attitude of the insured is a positive phenomenon that has to be
encouraged, sometimes the claimed amounts for certain specific cases may be considered to be too high.
Thus, more people, weather assisted or not by specialized lawyers became aware of this right and, most
often, seek the maximum compensations allowed by law.

Estimates are difficult to make given the fact that the Republic of Moldova has to face the issue related
to its suspension from international Green Card insurance system. In case the Republic of Moldova remains
within this system, it is estimated to have an increase by about 6 % of the results of the insurance market at
the end of 2016. We also plan to update the legal requirements related to the strengthening of the financial
stability of insurers. Another aim is to finalize the drafting of the regulations on the creation of the
Insurance Guarantee Fund and the institutionalization thereof.
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TAXATION SYSTEMS IN THE EU COUNTRIES

PhD student Dorel NOROC, ASEM

The taxation system reforms and processes in the EU have varied in terms of extent and content, ranging between
implementing own tax policies by increasing or decreasing the tax burden and implementing some components of the
European tax policy, in harmony with the requirements or recommendations of the European Union.

The taxation systems of the EU countries were influenced during the last decades by the effects of the global
and regional crises, as well as by the tax policies implemented separately by each state in order to mitigate the
negative effects of the crisis.

Particularly during this period it was proved that coordinated action taken by the EU countries is a much better
method to overcome the global economic crises, from the perspective of the national economies recovery “costs”.

Key words: European Union, taxation system, tax pressure, tax sovereignty, tax competition, Community acquis.

I. Introduction. Accession of the Republic of Moldova to the European Union implies multiple
changes with direct impact on different areas, particularly taxation system.

One of the most important aspects of the integration process consists in the sovereignty of the
accessing state, specifically its tax sovereignty. The question arising in this respect is the following: who may
decide on the tax policy, specifically with regards to direct or indirect taxes? The RM-EU Association
Agreement reflects, on the one side, the decision of the Governments of Member States to accept the
Republic of Moldova to the 28 States European Group, thus proving a special pre-accession status, and on
the other side, the decision of the Republic of Moldova to become member of this group.

The legal meaning of this agreement is that the Republic of Moldova becomes a beneficiary of the EU
rights and advantages, as well as duties, and must contribute to and participate in the joint efforts to the
European development.

The harmonisation process focuses primarily on indirect taxes, in order to eliminate obstacles to the
exercise of the freedoms of establishment and movement of goods, services and capital, but also to
eliminate border controls and limit unfair tax competition between states. With this in mind, the EU tax
strategy focused mainly on customs duties, value added tax and excise taxes, thus a large number of
directives have been imposed and implemented over the time as a legal basis for each area separately,
accordingly, a part of competences have been ceded to the European Union, ie. the Member States
competences have been limited [1].

The harmonisation of direct taxes is much more limited, mainly aiming at not affecting the free market
competition, minimising tax evasion possibilities and avoiding double taxation, on the basis of bilateral
agreements signed between Member States, as well as avoiding the negative effects of the competition
between Member States, particularly avoiding the transfer of the tax base by the migration of businesses in
search for a better tax regime.

On the other hand, the main task of each state, stemming from the need to put up public funds, which
would enable public authority to exercise its internal and external functions "tax sovereignty is the
indisputable right of the state to establish freely and independently first the taxation system, contributions,
and, second, but no less important, to establish the government's tax policy and the financial and fiscal
apparatus, tax management administrative methods, specific legal norms"[2].

Thus, the taxation systems from the EU countries are in two opposing processes, particularly: (1)
harmonization process (2) tax sovereignty and competition between countries. The latter determines some
significant differences in taxation systems of EU countries.
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II. Critical analysis of the researched issue. European Union is a region with quite a high level of
tax pressure, compared with other international economic zones. It is proved by the tax pressure indicator
in the Gross Domestic Product (GDP), which in 2014 reached the value of 40% of GDP.
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Figure 1. Development of tax pressure in the Republic of Moldova and in the EU countries (tax
revenue, including compulsory contributions reported to GDP), %,
2004 -2014

Source: Developed by the author on the basis of on data of the European Commission, National Bureau
of Statistics and Ministry of Finance.

However, the taxation system of the Republic of Moldova differs a lot from one of the EU countries.
Thus, the level of tax pressure, including social insurance contributions reported to GDP, differ by over
23%, if compared with the level of 50.8% in Denmark, under 27.7% in Romania, thus showing significant
difference between the EU countries in terms of Government’s role in the economy. More specifically, the
tax pressure is by about 83% higher in the country with highest taxation, compared to the country with the
lowest pressure.

On the basis of the Figure presented, we can mark off 3 categories of countries:

1. EU Member States, which are above the average: Denmark (50.8%), Belgium (47.9%), France
(47.9%), Finland (44.0%), Austria (43.8%), Sweden (43.8%) and Italy (43.7%).

2. EU countries, which are around the average of 40%: Germany - 39.5%; Luxembourg - 39.4%;
Greece - 39.0%; Iceland - 38.9%; Norway - 38.9%; Hungary - 38.4%; Netherlands - 38.0%; Serbia - 37.4%.

3. Countries with the lowest taxation level: Romania - 27.7%; Bulgaria - 27.8%; Lithuania - 28%;
Latvia - 29.3%; Ireland - 30.5%; Slovakia - 31.2%; Estonia - 32.5%.

During 2004 - 2014, the following EU countries decreased the tax burden:

Bulgaria: from 31.5% in 2004 to 27.8% in 2014, or by 2.7 p.p.;
Norway: from 42.4% in 2004 to 38.9% in 2014, or by 4.6 p.p.;
Sweden: from 46.5% in 2004 to 43.7% in 2014, or by 2.8 p.p.;
Lithuania: from 29.3% in 2004 to 28.0% in 2014, or by 1.3 p.p.;
United Kingdom: from 35.5% in 2004 to 34.4% in 2014, or by 1.1 p.p.;

The tax burden in the following countries: Germany, Austria, Czech Republic, Croatia, Romania,
Poland, Slovakia, Spain, Ireland remained almost unchanged, varying up to 1 p.p.

YV VVVY
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On the other hand, the following five countries increased the most the taxation reported to Gross
Domestic Product:
Greece: from 32.1% in 2004 to 39.0% in 2014, or by 6.9 p.p.;
Cyprus: from 29.6% in 2004 to 34.2% in 2014, or by 4.6 p.p.;
Italy: from 39.4% in 2004 to 43.7% in 2014, or by 4.3 p.p.;
France: from 43.9% in 2004 to 47.9% in 2014, or by 4.0 p.p.;
Malta: from 31.5% in 2004 to 35.0% in 2014, or by 3.6 p.p.;
Note that in the Republic of Moldova this indicator has increased in the reporting period from 29.4%
to 30.2%.
Thus, as a result of the above analysis, we can state that in spite of some supra-national rules and
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regulations (acquis communautaire), which aims to standardize the taxation system in the EU Member
States, because taxation systems are quite different, which means a very large tax sovereignty, particularly in
terms of direct taxation.

As revealed by the specialized literature, the states whose budget revenue is formed mainly by direct
taxes are advantaged by the fact that they ensure a better tax fairness and fair redistribution of the national
revenue. Moreover, they are less affected by economic and financial crises.

The countries, whose budget revenue is based on indirect taxes, bear additional costs to overcome
economic crises, either by taking loans, increasing the taxes or by reducing the public spending. These
measures could result in a delayed overcoming of the economic crisis, as proved by the Republic of
Moldova, when the tax revenue turned to normal (the level registered before economic crisis) in 2012 only,
registering subsequently a descendant trend.
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Figure 2. Share of Revenues from the Direct and Indirect Taxes reported to GDP
Source: Developed by the author based on data of the European Commission and Ministry of Finance.
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In addition, the advantage of a taxation system based on direct taxes is determined by the fax fairness
itself and by a better redistribution of the national revenue, as it takes into account the capacity of a person
to pay taxes.

There are countries in the European Union with a taxation system based on direct taxes and countries
that rely on indirect taxes, with quite obvious differences.
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Thus, if direct taxation accounts for 33.4% in Denmark, than in Lithuania it is only 5.1%, with a
difference of about 27.3%, this proving once again that the direct taxation at the European Union level is
related largely the prerogative of national states (fiscal sovereignty).

The EU countries with a tax system based on direct taxes are the following:

Denmark — 33.4% of GDP;

Iceland - 19.2% of GDP;

Sweden - 17.9% of GDP;

Norway - 17.3% of GDP;

Belgium — 16.7% of GDP;

Finland - 16.5% of GDP.

Note that this group includes in particular the Scandinavian countries, which have a centuries-old
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tradition of a very high taxation level.
The Member States that have recently joined the European Union are at the other end of the scale:
Lithuania - 5.1% of GDP;
Bulgaria — 5.4% of GDDP;
Croatia — 6.1% of GDP;
Romania - 6.3% of GDP;
Hungary — 6.8% of GDP.
Analysing the contribution of indirect taxes in the European Union countries, we found that there are
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also significant differences. Moreover, the Figure shows that there are countries that have a higher indicator
than the Republic of Moldova, such as Sweden, Croatia, Hungary and Denmark.
Thus, in terms of collected indirect taxes the European Union countries can be classified as follows:
1. Sweden -21.9% of GDP;
2. Croatia — 18.7% of GDP;
3. Hungary - 18.5% of GDP;
4. Denmark - 16.5% of GDP;
S.  Republic of Moldova — 15.9% of GDP.
At the other end of the scale, the situation is as follows:
Switzerland - 6.1% of GDP;
Slovakia — 10.6% of GDP;
Germany - 10.8% of GDP;
Ireland - 11.2% of GDP;
Netherlands - 11.3% of GDP.
III. Own vision on the issue and outcomes of the research. Reviewing the correlation between
the Total tax revenue by country (%GDP) and GDP per capita in the European Union we can classify the

AN o S o

countries in the following groups:

- EU countries with a high level of tax revenue in GDP and very high GDP per capita: Luxembourg and
Norway.

- EU countries with a high level of tax revenue in GDP and high GDP per capita: Denmark, Belgium,
France, Sweden, Austria, Finland, Germany, Holland and the United Kingdom.

- EU countries with a moderate level of tax revenue in GDP and moderate GDP per capita: Spain,
Malta, Cyprus, Greece, Portugal, etc.

- EU countries with a low level of tax revenue in GDP and low GDP per capita: Romania, Bulgaria and,
respectively, the Republic of Moldova.
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Figure 3. Correlation between Total tax revenue by country (%GDP)

and GDP per capita
Source: Developed by the author based on data of the European Commission, Ministry of Finance and World Bank.

In general, Figure 3 shows that countries with a high level of tax revenue in GDP also have a high GDP
per capita, these being the first countries that joined the European Union and countries that have recently
joined have both a low level of tax revenue in GDP and alow GDP per capita.

IV. Conclusion. The research on this subject, according to the stipulated objectives and goals, helped
formulate the following conclusions:

1. Currently, the European Union does not have a fully integrated European tax system, especially
with regard to the direct taxation system;

2. Most Member States implemented different tax reforms in terms of length and depth, varying
between the implementation of their own tax policies and the EU tax policies;

3. During the last decades, the taxation systems of the EU countries were influenced by the effects of the
economic crisis, as well as by the measures taken by each Government to mitigate the negative effects of the crisis;

4. In the EU, as compared to the Republic of Moldova, direct taxes have a very important role in
forming the budget revenue, as evidenced by the share of direct taxes in GDP in the EU Member States;

S. States that opted for the proportional tax system, such as Romania, Slovakia, Bulgaria, etc. have low
receipts from individuals’ income tax in relation to the Gross Domestic Product, and countries that opted
for an progressive system, such as Denmark, Sweden, Finland, etc., record higher values of this indicator.

6. The EU countries that have a direct taxation system are advantaged by the fact that they ensure a
better tax fairness and fair redistribution of the national revenue. Moreover, they are less affected by the
economic and financial crises and countries that have an indirect taxation system face additional costs
related to overcoming the economic crisis and reducing the tax inequity.
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CONCEPTUAL ASPECTS REGARDING THE FINANCIAL MANAGEMENT
OF THE ECONOMIC ENTITIES WITH PUBLIC PROPERTY

PhD student Ana PRODAN, ASEM

Because of the dual character of the functioning purpose of the economic entities with public ownership - the
one to make profits as an economic agent and the other to deliver public services as a tool for implementing the
state policy, the organization of an efficient financial management of these entities has always been a challenge.
Therefore, this article systematise the research results of conceptual aspects on financial management of the
economic entities with public ownership, and presents an overview of regulatory framework of the Republic of
Moldova with regard to financial regulations of the economic entities with public ownership activity in order to
identify associated strengths and weaknesses and potential ways of improving and strengthening its, to consolidate
the financial discipline and enhance the efficiency of public property use.

Key words: financial management, financial analysis, state enterprises, joint stock companies, legal
framework, financial performance.
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Introduction. The interest concerning the state ownership can wax and wane over time, but state-
owned enterprises (SOEs) appear to be an enduring feature of the economic landscape and will remain an
influential force globally for some years to come. That’s why, it is important to ensure that — whether held
nationally, regionally or locally — the state’s investments actually deliver the societal outcomes desired,
aspects that reflect basically the actuality of the investigation. Therefore, there is a need to strengthen the
administration of SOEs, including intensifying control over these entities which, being managed in an
inefficient way, constitute a major risk for the country's economic stability. The purpose of the research is to
analyze the conceptual aspects of the financial management, the evolution of the concept of the financial
management, the particularities of the financial management of SOEs in terms of their mission, being also
presented an analysis of the legal framework associated to the financial regulation of the activity of state
enterprises and joint stock companies with state capital from Republic of Moldova. During the study it has
been used several research methods, which are listed as following: literature and legal framework review, the
comparison, assessment of the strengths and weaknesses of the legislation.

The level of the concept research of the financial management. Over the evolution of the economic
relations, the management has become an increasingly complex phenomenon. The management tools as a
separate set of procedures and the management principles have their origins in the twentieth century. Over
the years it has been written a series of statements with regard to management, of which is remarked the
definition given by Gerebier J. according to which ,Management means the organization, the art of
leadership and to administer”, Richard L. Draft: ,The management envisages achieving of the
organizational goals through effective and efficient administration as a result of planning, organizing,
coordinating and control of the organization's resources”, Drucker P.: ,The management means
information, thinking, decision, action, results, analysis, feedback”. Nowadays, alongside the strong
development of the management scientific side, his improvement has been evolved too, so: “Management
means all activities, disciplines, methods, techniques which includes tasks of the leadership, of the
administration and organization of the entity and concerns, that by adopting optimal decisions in the
design and adjustment of economic processes, to involve the whole team to work most profitably” [6].

Current management knowledge is the result of a long and continuous research process. Many of the
theories consisting the basis of the management science date back from the industrial period. Thus, the
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term of management can be approached from the point of view of management theories, an approach that
is grouped in various schools, from the classic one to the contemporary one, and from the point of view of
the specific compartment of an entity, that includes: management of human resources, of investments, of
stocks, accounting and financial management. The financial management, as a part of the general
management, fits in the decision making and entity’s control subsystem, which processes and provides
information both inside and outside the enterprise. The main objective of the financial management of an
economic entity is to maximize its value whether it is about sources or their use.

The contemporary scientific approach of the financial management is carried out in the fundamental
work of scientists that are renowned from abroad: Adochitei M., Balabanov I., Blanc I, Bistriceanu Gh.,
Braun P., Brigham E., Holt R., Kovaliov V., Manolescu Gh., Stoianova E. etc. Thus, beginning from the
management functions and by applying them to the financial function, the financial management is assessed
as being ,a process through which take place the planning, organizing, directing and controlling of the
financial activity of the entity, respectively the attraction, the distribution and the use of financial resources
in order to achieve the strategically objective of maximizing the enterprise value” [8]. Other authors
consider that the financial management is “a range of processes of adjustment, generated by a decision
chain process, which highlights the prospective and retrospective adjustments of the trajectory that is
followed by these processes in their development” [9] or, by referring it to its field of activity, it is estimated
that the financial management ,deals with all the aspects related to the way how the company uses its
financial resources in order to maximize the long-term profit” [1]. The financial management can also be
defined as “a function whose purpose is to permanently ensure the entity with the necessary funds, to
register and account the material and financial resources value, and to control the profitability of the
operations that are engaged with these funds [3].

In Republic of Moldova, the financial management represents a relatively new topic in science, some
aspects being reflected in the researches of local scientists: Cobzari L., Botnari N., Ciubotaru M., Doga V.,
Hriscev E., Manole T., Parmacli D., Popescu S., Sirbu L, Stratulat O., Busmachiu E. etc. Studying the
financial management of the entity is significant as a part of the general management as well as an entire
management system. Also, the financial management and its particularities towards SOEs are studied less,
and at a regional level there are identified few scientific work in this regard. Research in the field of financial
monitoring of property management of state enterprise and companies with majority state capital, research
of the concept of ownership, inclusively through the angle of privatization of public property process in
Republic of Moldova were performed by Veronica Ursu, Oxana Barbineagri and Valentina Childescu.

Instead, internationally it is given a great attention to researches on state property management and the
necessity of an effective management of SOEs is more acknowledged. Thereby, many studies related to this
are found and made by the Organisation for Economic Co-operation and Development (OECD),
International Monetary Fund, World Bank and other research centres (PWS, SIGMA).

Those mentioned above define the actuality of the research topic, emphasizing the need for further
research in the field, by using a complex approach of the financial management of the SOEs, in order to
bring it to the contemporary management model.

The rationalisation of the financial management of economic entities with public ownership. In
the opinion of international experts, SOEs are likely to remain an important instrument in any
government’s toolbox for societal and public value creation. The increased global competition for finance,
talent, and resources may mean that countries may increasingly turn to SOEs as a tool to better position
themselves for the future in the global economy. But whatever the reasoning that underlies the creation of a
public entity, this should be more effectively managed to provide a real public value and to avoid unfair
competitiveness in markets where private and third sector enterprises can provide more effective and
efficient goods and services that citizens need and want.
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According to the statistics, SOEs are an influential and growing force globally. For instance, the
proportion of SOEs (having 50% or more government ownership) among the Fortune Global 500 has
grown from 9% in 2005 to 23% in 2014, driven particularly by the growth of Chinese SOEs [10].
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Figure 1. The share of SOEs in all entities of the Fortune Global 500 ranking
Source: [10].

SOEs purpose, mission and objectives are different from the private sector, referring to delivery of
public services and the generation of social outcomes and they should not be purely evaluated only on the
basis of financial results (the profit and loss account), but more widely on how they contribute to societal
value creation, taking an integrated and holistic view of their impact. The OECD and World Bank have set
out a range of commonly stated reasons for state ownership where SOEs might:

—  provide public goods and merit goods (e.g. national defence and public parks, public health and
education) both of which benefit all individuals within a society and where collective payment through tax
may be preferred to users paying individually;

—  limit private and foreign control in the domestic economy;

—  increase access to public services. The state could enforce SOE:s to sell certain good and services at
reduced prices to targeted groups as a means of making certain services more affordable for the public good
through cross-subsidisation.

—  encourage economic development and industrialisation through:

O  sustaining sectors of special interest for the economy, and in particular to preserve employment;

O launching new and emerging industries by channelling capital into SOEs which are, or can
become, large enough to achieve economies of scale in sectors where the start-up costs are otherwise
significant.

O controlling the decline of sunset industries, with the state receiving ownership stakes as part of
enterprise restructuring.

Equally, it needs to be recognised that state ownership can destroy value as well if best practices in
ownership and management are not applied. Although many of the state corporations operate largely based
on commercial principles, in cases where they will accumulate losses and significant regularly debts, the
financial condition of state-owned entities can significantly influence overall economic situation, and their
financial obligations may be assumed by the central government, persisting the financial risk of
extinguishing obligations from the account of the state budget resources.

The results of financial data analysis of SOEs from the Republic of Moldova and of the reports of Court
of Accounts, of Financial Inspection, of Public Property Agency that is subordinated to the Ministry of
Economy and of Ministry of Finance demonstrate that the performance of SOEs (state-owned enterprises
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and joint stock companies with state share) is very poor. According to a document with public policy
proposals regarding the rules of corporate governance for companies with state share, elaborated by the
Ministry of Economy in 2012, the performance issues were attested especially in acquisitions, asset
management, staff remuneration, and regulation of incomes and the provision of state facilities. The effects
of the less efficient activities of SOEs are manifested by the failure of the income to the national public
budget from dividends, taxes, privatization of entities and by the distorting the free competition,
diminishing the quality and increasing the price of goods and services. The empirical data, as well as the
best practices from other countries and the recommendations from the field proposed by the international
organizations (OECD and World Bank) suggests that the multitude of causes of the issues related to the
SOEs’ performance, which actually are the foundation for the latter courses of action in this regard, can be
grouped as follows: lack of transparency and insufficient control over the activity of enterprises; the absence
or the non-application of sanctions for breaking the legislation and internal regulations; conflicts of interest;
reduced skills of management people and unclear requirements towards the performance of enterprises.

The problem of reduced financial performance of SOEs was inherited from the state entities
administration in the Soviet system, which has mainly other objective than to maximize the enterprise
value. Over the years of independence, the issue of efficient administration of SOEs was either ,solved” by
their privatization, either partially approached. The efficiency layout of enterprise administration founded
and managed by the state is approached and treated differently. International institutions, such as the
International Monetary Fund and World Bank believe that the best solution is the privatization of these
enterprises. At the same time, OECD and many international experts support the idea that companies with
state share have the potential to become as effective as the enterprises with private capital in the case when
they are based on proper principles of financial and corporate management, that include incentives for
persons involved in administration.

Therefore, by the fact that, the SOEs represent an important part of national economy and,
consequently, the liquidity, the solvency and the functionality of these entities have a determining influence
on the stability of the entire economy, it is necessary to ensure a robust financial management provided by
the state, in order to ensure the integrity and the efficient use of the state property.

The analysis of the legal framework of Republic of Moldova that is afferent to the financial regulation
of the activity of economic entities with public ownership. The state has its role in the creation and
management of certain enterprises. Normally, these enterprises should activate in areas that don’t represent
any interest for the private sector. The law on management and privatization of public property determines
the areas in which the state must keep its intervention through business and by approving the categories of
enterprises which cannot be privatized:

e state enterprises that performs the state registration of enterprises and goods, the certification of goods
and technology, other state enterprises which, exclusively or partially, perform auxiliary state functions;

e state/ municipal enterprises that are exploiting roads, goods of rail transport, aviation, waterways
and pipelines, other social and/or economic infrastructure of a national or local interest or use;

e state/ municipal enterprises, including those that perform the activities of breeding and seeding
animals, commercial companies with entire or majority public capital which ensure the stable functioning of
certain sectors of the national economy.

Therefore, it is found that in Republic of Moldova, the economic entities with public ownership are
operating as independent economical agents under general principles of entrepreneurship, having financial
autonomy. The activity of these entities is regulated by the state enterprise law, company law,
entrepreneurship and enterprises law, as well as by a number of Government decisions that directly relate to
regulations regarding profit distribution, remuneration of leaders and employees of SOEs and other
normative acts related to their specific activities.
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As highlighted above, according to the economic performance achieved, the SOEs contribute to the
economic and social development of the state, representing a lever of acceleration of socio-economic
development. In this context, in order to improve the management of SOEs, there were elaborated and
approved several stipulations in the legislative framework, in which it is highlighted the following:

— the establishment of economic indicators by the founder of the state enterprises;

— the approval of the Corporate Governance Code by the general meeting of shareholders of joint
stock companies, which includes the description of performance criteria and procedures of their
achievement;

— the elaboration of annual and strategic plans for the development of SOEs etc.

Table 1.

Synthesis of basic regulations relating to economic and financial activity of SOEs

Normative act

Regulations

Law on State
Enterprise

— Establishing economic indicators by the founder (authority designated by
the Government);

— Drafting the perspective programme of enterprise development and their
annual plans;

— Drafting the annual estimation of revenues and expenditures;

— Mandatory auditing of the financial statements in case of compliance of
predetermined criteria;

— Adoption of the decisions regarding contraction, grant and use of credits in
the amount established by founder etc.

Law on Joint Stock
Companies

— Approving the Corporate Governance Code;
— Approval of priority directions of activity of the company;

— Mandatory audit of the financial statements to joint stock companies with
state share in the social capital exceeding S0 per cent;

— Preparation of quarterly reports to the executive body of the company etc.

Government decision
regarding the
functioning normative
acts related to the
Law on State
Enterprise

—  The exercise by the Board of selective control of financial and economic
activity of the enterprise;

— Approval by the Board of the quarterly reports of enterprise director
regarding the results of its financial and economic activity;

—  Drafting annual and triennial business plan;

— Assessment by the founder of the management performance of the
director regarding the evaluation criteria established in common agreement;

— - Establishing the growth of the official salary of the director at the achievement
of predetermined economic indicators (return on sales - not less than 20%, return
on assets - not less than 10%, return on capital - not less than 15%) etc.

Government Decision
on some aspects of
profit distribution

of the joint stock
companies with state
share and state
Enterprises

— Distribution for the payment of dividends to the state budget, of a portion of net
profits at a rate not less than 50% of its total value — for the economic entities with
public ownership under privatization, and for entities with public property
included in the List of goods that cannot be privatized - no less than 25 percent;

— Performing charity and sponsorship not more than 2% of the net profit of
the previous year, but no more than 400,000 lei;

— - Exemption from the payment of dividends to the state budget on the basis of
Government decisions and some agreements in force in the Republic of Moldova.

Source: Prepared by the author based on the source [11]
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By analysing the legal framework in force and the information summarized in Table 1, it shows that,
broadly, the state has established a set of rules to help develop a performance-based financial management.
In this sense, it is highlighted that at the end of 2015, changes were introduced in the standard contract
between the founder and the director of the state enterprise, particularly in the powers of the founder;
functions and duties of the state enterprise director; the conditions of his remuneration, also being included
stipulations related to the establishment of an increase to official salary of the director depending on the
results of economic and financial annual activity, based on annual return indicators of enterprise” activity
(return on sales, return on assets, return on capital). Therefore, in 2016 the management contracts with
directors of state enterprises will be modified and will be determined the indicators as well as performance
targets related to their work.

It is also noted that the Government, through its work program for the years 2016-2018, set a number
of tasks in public property administration domain including: the professionalizing of the executive
management and management board of SOEs; the growth of the transparency related to the formation and
composition of the board management, including the development and implementation of performance
indicators; conducting the performance audit and financial inspection at state-owned companies; boosting
the process of privatization of state property in liberalized areas, based on the principles of transparency,
legality and efficiency; remuneration including the heads of joint stock companies with state capital on the
basis of predetermined performance criteria and indicators; etc.

Simultaneously, it is remarked that SOEs sometimes appear to be “more public than public
institutions” since they represent, finally, the property of citizens, which means that there is a greater
demand on transparency and responsibility. Thus, another measure of effective management of state
property proposed by the Institute for Policy and European Reform in 2015, aimed the completion of the
national legislation with requirements regarding the need for revelation of information by state enterprises,
hence implementing higher standards of transparency.

It is noteworthy that, in accordance with the relevant legislation of joint stock companies, joint stock
companies (inclusively where the state is a shareholder) is required to publicly disclose the information
only if they meet certain criteria relating to the size of the capital, to the number of shareholders, to the
listing on the stock market; whether or not it is considered a public interest entity.

According to the concept of public policy developed by the Institute for European Policy and Reforms, a
greater transparency in financial statements of state enterprises and in the results of audits by audit firms,
would be a pressure on the management of these entities. At the same time, it is imperative the disclosure on
wage policies, and information on the procedure for choosing leaders. Therefore, it is certified that according
to recent additions to the Law on State Enterprise there were included requirements for information
disclosure by the company, that assume the obligation of the state enterprises to publish its annual report until
May 30 the year following the reporting year and the obligation of undertaking measures which are necessary
to ensure that it remains publicly available for a period of at least three years on its website and on the public
authority website under whose administration the enterprise is or that has the quality of founder of the
enterprise. In this regard, the company's annual report shall contain at least: the annual financial statements;
activity management report; a correct and complete description of company development and its economic
and financial performance, as well as a description of the main risks that it faces. With the publication of its
annual report, the company will publish the full and audited report.

Conclusions and recommendations. Given the importance and continuing influence of SOEs and
whatever the arguments on the merits of government control would be, it is considered necessary to attract
more attention on the management and performance of publicly funded entities. It is important to highlight
that in case of default by entities with state capital of its obligations for payment, these in turn turns up for
state in bonds thereby facilitating “hidden deficit” budget, which are expenses that the state shall cover, a
fact that is falling in the risk management system of the state budget.
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Therefore, as a result of findings in the research there were formulated certain recommendations in this
regard:

—  Reviewing SOE portfolio in order to identify and retain only those strategic entities of a major
importance for the national economy;

—  Corporatization of SOEs that are not for especially public interest for the economy;

—  Setting high financial performance standards for SOEs;

—  Developing a system of performance and control indicators of the activity of SOEs designed to
ensure early identification of risks;

—  Promoting a culture of integrity among the governing bodies of the SOEs;

—  Adopting the Code of corporate governance in SOEs and to demand its mandatory adoption by
joint stock companies with state capital;

—  Drafting a code of conduct for members of the management board and staff of the SOEs (which
shall include values, principles, standards of behaviour);

—  Providing information disclosure and transparency of decisions made by the board members of SOEs.

Lastly, it is considered that in addition to creating a legal framework connected to good practice in the
management of state property, it is important also to monitor the implementation and the way of
implementation of the legal provisions by SOEs, so as to ensure a maximum protection of the interest of
both the state and the population as a whole.
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ACCOUNTING AND TAX ISSUES REGARDING IMPAIRMENT LOSSES ON
FIXED ASSETS

PhD candidate Andrei APOSTU, ASEM

Our demarche is focused on understanding the accounting regulation process in the Republic of Moldova in
order to accord them with the European Union Accounting Directives and the IAS/IFRS standards. In our essay
we want to describe the fiscal and accounting solutions adopted in the Republic of Moldova concerning the
depreciation of assets.

Key words: impairment loss, reversal of impairment loss, deductions, carrying amount, fair value less costs to
sell, adjusted cost

Since 01.01.2015 all domestic entities have to use the National Accounting Standards approved by the
Order of the Minister of Finance No. 118 of 06.08.2013 [1] that provide new rules for further evaluation of
fixed assets. Thus, section 17 of NAC “Intangible and Tangible Assets” provides that, after initial
recognition, assets shall be evaluated at carrying amount, which is the original cost or the adjusted cost of
the record object less the depreciation and the impairment loss accumulated. Such provision was not
included in the previous national accounting rules and is intended to adjust the value of fixed assets in case
of their obsolescence, unfavourable market conditions, negative technological, economic or legislative
changes that significantly affect the entity etc.

Although the determination and accounting of assets impairment are set out in NAC “Impairment of
Assets”, several problems arise in practice, the main of them being related to:

e selection of the method to record the losses on impairment of fixed assets and their reversal;

e determining the adjusted cost of the depreciated fixed asset in order to calculate its depreciation in
the future reporting periods;

e judging the tax implications regarding impairment losses on fixed assets recognized and reversed.

The purpose of this article is to review the accounting and tax rules in force, in order to find solutions
for the above mentioned problems.

According to the rule set in NAC “Impairment of Assets”, the entity must asses at each reporting date
the presence or the absence of impairment indices for an asset (group of assets) and, if they exist, to
determine the fair value less costs to sell for that asset (group of assets). The impairment loss should be
recognized as the amount by which the carrying amount of the asset exceeds its fair value less costs to sell.

Section 24 of NAC “Impairment of Assets” provides two methods to reflect the losses on impairment
of fixed assets valued at carrying amount (at cost), which may be used in accountancy:

1) accumulation of impairment loss in a separate account (similar to the accumulated depreciation of
fixed assets); or

2) reducing the original cost of the asset or the adjusted cost that replaces the original cost.

The method of accounting the impairment loss in case of using each of the above mentioned methods
is illustrated by Figure 1.
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Methods of accounting the losses on
impairment of assets

|
v v

Method 1 Method 11
Impairment loss shall be accounted as Impairment loss shall be accounted as
simultaneous increase of current increase of current expenditures and
expenditures and credit turnover of the decrease of original cost or adjusted cost of
accounts created to record such loss the impaired asset
e Dt 721 e Dt 721
e Ct114, 126, 127,128, 129, 133, 152 e Ct111, 112,121,122, 123, 125, 131, 151

Figure 1. Methods of accounting the impairment losses
Source: Developed by the author based on NAC “Impairment of Assets” [2].

At the first glance, both methods have the same effects on the balance sheet indicators and the profit
and loss statement, namely:

1) decrease the carrying amount of the impaired asset;

2) increase the current expenditures;

3) decrease the financial result of the current reporting period.

To put it another way, the entity must find at each reporting date whether the indices that served as
basis to record the impairment of assets during the previous reporting periods have decreased or
disappeared. In such a situation, the impairment loss recognized in the previous reporting periods shall be
reversed and the carrying amount of the asset will be increased up to its fair value less costs to sell, but
within the carrying amount (after deduction of depreciation) that would have been determined if no
impairment loss had been recognized in the previous periods.

According to section 38 of NAC “Impairment of Assets”, the reversal of impairment loss for an asset
valued at carrying amount (at cost) may be recorded by the following two methods:

1) decreasing the impairment loss if such loss is accounted for in a separate account; or

2) increasing the adjusted cost of the asset that replaces the original cost.

The method of accounting the reversal of impairment loss in case of using each of the above mentioned
methods is illustrated by Figure 2.
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Methods of accounting the reversal of loss
on impairment of assets

|
v v

Method 1 Method 11
A\ 4 A\ 4
Reversal of impairment loss shall be Reversal of impairment loss shall be
accounted as simultaneous increase of accounted as simultaneous increase of the
debit turnover of the accounts created to asset adjusted cost and the current income

record such loss and the current income

¢ A 4

e Dt 114, 126, 127, 128, 129, 133, 152 e Dt 111, 112, 121 ,122, 123, 125, 131,
e Ct621 151

Figure 2. Methods of accounting the reversal of impairment loss
Source: Developed by the author based on NAC “Impairment of Assets” [].

It is worth mentioning that the methods set out in NAC “Impairment of Assets” for the accounting of
impairment loss and its reversal are generally compliant with IAS 36 “Impairment of Assets” [3] and the
methods found in the literature [4]. However, one basic difference between the provisions of NAC
“Impairment of Assets” and those of IAS 36 is the evaluation basis to determine the amount of impairment
loss. Thus, according to NAC “Impairment of Assets” the impairment amount shall be determined by
comparing the carrying amount of an asset with its fair value less costs to sell, while according to IAS 36 the
loss on impairment of assets shall be calculated by comparing the carrying amount of an asset with its
recoverable amount, which is the higher of the asset’s fair value less costs to sell and its value in use.

To illustrate the differences between the two methods for accounting the losses on impairment of fixed
assets and their reversal we will use the following example.

Example. Entity ,A” has on 31.12.201X a production equipment with original cost - MDL 360,000,
amount of accumulated depreciation - MDL 60,000, remaining useful life - 10 years.

On 31.12.201X the sale value less costs to sell of the equipment is MDL 225,000, and on 31.12.201X+2 this
equals MDL 25S5,000.

In compliance with accounting policies the subsequent evaluation of fixed assets shall be done at cost and the
depreciation is calculated by the straight-line method. At the same time impairment losses are accounted:

® in aseparate account ( variant I )

* by adjusting the original cost of the asset (variant II)
Based on the example data, the impairment loss of the equipment recognized and reversed is
determined as shown in Table 1.
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Table 1
Determination of the losses on impairment and their reversal
(in MDL)
No. Indicators Variant Method of determination Variant Meth'od o-f
I 1I determination
1 2 3 4 S 6
asof 31.12.201X
1 | Original cost until impairment 360 000 360 000
2 | Accumulated depreciation 60 000 60 000
3 | Carrying amount until impairment 300000 | line 1-line2 300000 | line 1-line2
4 | Fair value less costs to sell 225000 225000
S | Impairment loss on reporting date 75000 75000
6 | Impairment losses accumulated 75000 | line$ -
7 | Carrying amount after impairment 225000 | line 1 -line 2 —line 6 225000 | line3-line$
8 | Original cost/adjusted cost 360000 | line1 225000 | line7
9 | Remaining useful life 10 years 10 years
10 | Annual depreciation in future 22500 | (line 8 —line 2 —line 6) : line 9 22500 | line8:line9
periods
as 0f 31.12.201X+2
11 | Original cost until impairment 360000 | line8 225000 | line 8
reversal
12 | Accumulated depreciation 105000 | line 2 + (line 10x 2 years) 45000 | line 10x2 years
13 | Impairment losses accumulated until | 75000 | line 6 -
impairment reversal
14 | Carrying amount until impairment 180000 | line 11 —line 12 - line 13 180000 | line 11 -line 12
reversal
15 | Fair value less costs to sell 255 000 255000
16 | Carrying amount without taking into | 240000 | (line 1 —line 2) — (line 1 - line 240000 | cannotbe
account the impairment 2) :line 9 x 2 years determined
17 | Impairment loss reversal on 60000 | min (15;16) - 14 60000 | min (15;16) - 14
reporting date
18 | Impairment losses accumulated 15000 | line 13 - line 17 -
19 | Carrying amount after impairment 240000 | line 11 - line 12 - line 18 240000 | line 14 +line 17
reversal
20 | Original cost/adjusted cost 360000 | line 10 240000 | line 19
21 | Remaining useful life 8 years 8 years
22 | Annual depreciation in future 30000 | (line 20 -line 12 —line 18) : 30000 | line20:line21
periods line 21

Analysing the data from Table 1 we can conclude that, although in the two variants we use different
calculation methods to determine the impairment loss and its reversal, the results obtained are the same.

The method to determine the impairment loss and its reversal applied in variant II is apparently easier,
but it has a key deficiency - it does not use the original cost as evaluation basis. Thus, when determining the
amount of impairment loss reversal, the entity does not have the necessary data to determine the carrying
amount of the equipment, calculated by assuming that no impairment loss has been recognized previously
(the indicator in line 17).
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According to the data from Table 1, the entity “A” will draft the accounting formulas shown in Table 2.

Table 2.
Accounting formulas to reflect the losses on impairment and their reversal
; ) Amount, Variant1 Variant IT
No. Content of economic transaction MDL
Dt Ct Dt Ct
1 2 3 4 S 6 7
asof 31.12.201X

1 | Writing off the accumulated 60 000 - - 124 123

depreciation of the equipment
2 | Reflection of equipment impairment loss 75000 721 129 721 123

during 01.01.201X+1 - 30.12.201X+2
3 | Calculation of equipment depreciation 45000 821 124 821 124
as of 31.12.201X+2

3 | Writing off the accumulated 45000 - - 124 123

depreciation of the equipment
4 | Reversal of equipment impairment loss 60 000 129 621 123 621

The data in Table 2 show that in both variants the expenses related to equipment impairment loss and
the income from its reversal, as recognized in the profit and loss statement, will have the same amount:
expenses in the amount of 75 000 on 31.12.201X and income in the amount of 60 000 on 31.12.201X+2.

The status of account balances recording the fixed assets, their depreciation and impairment after each
economic transaction from Table 2 is shown in Table 3.

Table 3.
The status of account balances recording the fixed assets, their depreciation and impairment
Variant I Variant II
No. Time account account account account account
123 124 129 123 124
asof 31.12.201X
1 | Until impairment 360 000 60 000 0 360000 60 000
After impairment 360 000 60 000 75000 225000 0
as 0f 31.12.201X+2
3 | Until impairment reversal 360 000 105 000 75000 225000 45 000
4 | After impairment reversal | 360 000 105 000 15000 240 000 0

Analysing the data from Table 3 we find that, regardless of the variant applied, the equipment will be
shown in the balance sheet with the same carrying amount: MDL 225 000 on 31.12.20X and MDL 240 000
on 31.12.201X+2.

In our view, the second variant has certain advantages, namely the use of a separate account to record
the impairment losses allows tracking their evolution for each fixed asset. At the same time, the keeping of
historical cost in the accounting is very important, as this is one of the main measurement bases of
accounting elements in financial statements.

According to section 29 of NAC “Impairment of Assets”, after the recognition of impairment loss of a
redeemable asset, the depreciation of such asset shall be adjusted and calculated in future periods based on
the adjusted (reduced) carrying amount of the asset. The above example shows that entity “A” has revised,
both after the equipment impairment on 31.12.201X and after the reversal of impairment loss on
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31.12.201X+2, the depreciation amount to be calculated in future periods, and in both variants and each
time the amount was the same (MDL 22 500 on 31.12.201X and MDL 30 000 on 31.12.201X+2).

The tax system of losses on impairment of assets was established in Moldova for the first time by the
Law No. 324 of 23 December 2013 on Amendments and Addenda to Certain Legislative Acts (Official
Gazette of the Republic of Moldova No. 320-321 of 31.12.2013), which entered in force since 01.01.2014.
This Law introduced a series of amendments to the Tax Code [2]. Specifically, Article 20 of the Tax Code
(Sources of income not subject to tax) was supplemented with letter z°), which provides tax exemption for
income from the reversal of losses on impairment of fixed assets and other assets. Concurrently, after
supplementing Art. 24, paragraph (18) of the Tax Code, it was established that losses on impairment of
fixed assets and other assets are not allowed for deduction. Therefore, if during the tax period the entity
accounted for transactions related to assets impairment or its reversal, when drafting the declaration on
income tax (hereinafter - the Declaration) the entity must make the following adjustments [5]:

e line 02016 of the Declaration - in column 2 it will enter the amount of impairment losses reversed
and assigned to income, and in column 3 - “07;

e line 03041 of the Declaration - in column 2 it will enter the amount of impairment losses recognized
as expenses, and in column 3 - “0”.

As a result of these adjustments the income and expenses entered in the accounts when finding the losses on
impairment of assets and their reversal shall not be taken into account in the determination of taxable income.

In general, the deductibility of some categories of expenditure found due to the use of certain
accounting procedures may serve as an additional ground to enter them in the accounts. Accountants often
ignore the NAC requirements on performing some accounting tasks, on the ground that income and
expenditure that may be found on that occasion would have a different tax treatment and cause additional
adjustments when drafting the Declaration. However this cannot be a reason to ignore the accounting rules.
The main purpose of financial statements is to provide the information users with a true and faithful image
on the accounting elements, which requires the observance of all accounting principles and thus the
recording of any losses on impairment of assets, regardless of whether they are tax deductible or not.
Therefore, when drawing up the financial statements one shall take into account the accounting rules, while
in the determination of taxable income one shall observe the tax rules.

The recognition of impairment losses influences several financial indicators determined on the basis of
information from financial statements, such as economic profitability, indebtedness level, future
depreciation expenses, future profitability of the entity etc. Therefore the reflection of losses on impairment
of fixed assets is an important tool for the entity management in order to reduce the vulnerability to various
risk factors that may affect the entity in a market economy.
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ECONOMIC ASPECTS OF MINIMUM WAGE
PhD student Anna CEBOTARI, ASEM

Human factor has always played a decisive role in the socio-economic development of a country. Thus, in the
current context of the economy Republic of Moldova, revenue staff underlines an important role in the economic,
social and political life of our country.

Key words: minimum wage, employed, vital needs, minimum guaranteed, remuneration

Introduction

Wage is the price paid by the employer to its employees for work performed by them either in
monetary form as well as natural rewards and government guaranteed securities and additional payments,
determined by the quality and quantity of work. If approach the concept seen in terms of the employee, the
salary is the main source of current income that provides material and moral satisfaction to the individual as
well as his entire family. According to the Constitution of the Republic of Moldova 29.07.1994 - Republic
of Moldova is a democratic law, where human dignity, rights and freedoms, free development of human
personality, justice and political pluralism represent supreme values and are guaranteed. The state is obliged
to ensure that everyone has a decent standard of living, to adequate for the health and well-being, him and
his family, including food, clothing, housing and medical care and necessary social services, and citizens
have right to be insured in the event of: unemployment, sickness, disability, widowhood, old age or other
lack of livelihood, in circumstances beyond their control. [Constitution from 29.07.1994, the Moldovan
Constitution Published: 12.08.1994 in the Official Monitor nr. 1. Effective Date: 27/08/1994].

The state regulates labour remuneration of employees in establishments, regardless of their type of
ownership and legal form by setting the size of the minimum salary, the minimum guaranteed salary in the
real sector and tariff wage for category I pay of employees in the budgetary sector , other rules and state
guarantees, the establishment of the system and the conditions of employment of employees of institutions
and organizations financed from the budget by adjusting payroll funds for employees of monopolistic
enterprises.

Minimum wage in the economy is the lowest hourly wage, daily or monthly law of that country which
allows employers to pay an employee. The first countries where it is established by law a minimum wage
have been Australia and New Zealand in the late nineteenth century. Currently the minimum wage is set
above 90% in the countries of the world.

Minimum guaranteed wage for the private sector is established by the Government decision, and every
year it is reviewed. The review is carried having the minimum amount that premise changing consumer
price index and the rate of labour productivity growth at the national level.

Thus, measures taken, the state protects the working population are employed and ensure higher
incomes for low-skilled labour, vulnerable to the effects of poverty, ensuring each employee a minimum
wage and not lower than the limit set by the government.

Critical analysis of the problem investigated

Since May 1, 2015, the minimum guaranteed salary in the real sector (enterprises, organizations,
institutions with financial autonomy, regardless of the type of ownership and legal form) is established in
the amount of 1900 lei per month, calculated for a program complete 169 hours per month, with 250 lei
more than in 2014. The minimum wage has a positive impact on the spread of unofficial relationships
payroll, reducing the incidence of this process, thus enhancing the social contribution revenues over the
medium term.
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According to the National Bureau of Statistics, in Moldova, the total active population of 1.2324

million people, 1.1849 million people are employed, the rest - 47 500 people are unemployed. Figure 1:
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Source: National Bureau of Statistics.

Employed persons, i.e. 96.1% of total assets, in instead for their work receive a payment either in kind

or in the form of money to meet future needs, and their families.

National Bureau of Statistics show data that between 2014 and disposable income per person is

1767.50 lei on average per month, while consumer spending is 1816.70 lei per month per person. Structure

of disposable income recorded for 2014 - 41.6% is revenues from wage work.

Alte venituri, Venit din
21.9% (din care proprietate,
transferuridin F 0.1%
afara tarii
17.,6%)
Activitatea
salariata,
41.6%
Prestatii
socale,202%'
Activitatea J L Activitatea
individuala non- individuala

agricola, 6.6% agricola, 9.5%

Figure 2: Structure of disposable income of the population RM (2014)

Source: National Bureau of Statistics.

Considering the situation, we can say that disposable income does not cover all consumers spending.
The wonder is that for 2014 the minimum wage was 1650 lei, while the minimum consumer unit - MDL
1667.70, or MDL 17.70 more than the income limit for employees employed.

Graphics, backgrounds and income situation of subsistence in the country for the period 2006-2014,
can be traced in Fig. 3.
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Economic analysing, we can say that the situation is critical, especially for the periods 2006-2012,
where the average income could not cover subsistence, let alone the fact that the minimum wage have
values much lower than the average income registered for each period.

Table 1.
Minimum wages in the public sector
Period 2006 2007 2008 2009-2013 01.10.2014
The minimum wage, lei 200 400 400 600 1000

Source: made by the author

For the public sector the ratio between the minimum wage and subsistence minimum working age
person during the years 2001-2013 shows that the minimum wage covers only 14-48% of the value of the
minimum of existence.

Table 2.
The minimum wage in the real sector, MDL

Period 01.08.2005 (01.07.2006 |01.07.2007 |01.02.2010 |01.05.2012 |01.05.2013 |01.05.2014|01.05.2015

The 550 700 900 1100 1300 1400 1650 1900
minimum

wage, lei

Source: made by the author

The same situation is characteristic of the real sector, except that here minimum of existence is covered
with values greater than the public sector. Thus, for 2006, the minimum wage to cover 70.94% of the
minimum expenditure in 2013 -87.04% in 2014 to 98.94% in 2015 to 110.15%. At the same time, we must
not ignore the fact that calculations were based on the gross minimum wage, ie before the registration of
salary deductions as required by law.

For example, in 2014, after registering deductions (Table 3) wage minimum net will cover only 86.14%
of the real subsistence minimum, and in 2015 - only 95.10% of the minimum consumer unit, but not
110.15% according to previous calculations. It follows that the minimum wage is taxed in the end so that
part of it is transferred to the budget, and the remainder cannot even necessary to cover ordinary employee.

703
1600 1667,7

2006 2007 2008 2000 2010 2011 2012 2013 sem I, 2014

—venituri medii disponibile lnmare ———mminimul de existenti medin lanar

Figure 3: Revenue income and the minimum subsistence in Moldova (2006-2014)
Source: National Bureau of Statistics.

Individual vision on the investigated problem and the results of research
A simple calculation can reveal the mystery behind the minimum wage. If an employee for the period of
2014, had a gross wages of 1650 lei, then after their withholding, as required by law, the employee will
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ultimately receive a salary amounting to 1436.56 lei, as when the employee will only use personal
exemption. Minimum wage from May 1, 2015 the sum of 250 lei will make the final wage increase received
by the employee from 1436.56 to 1640.54 lei lei, ie with 203.98 lei or 14.2% more than during 2014.

The minimum wage will increase costs and lead to dismissal to employees. The calculation in the table
above shows that in fact the state's first to earn the minimum wage, at least in a first stage. Apparently,
although the minimum wage increase in the amount of 15.15% is still effective after the calculation, we find
that the employee actually receives less effectively hand over 14.2% more. However, looking at the problem
from another point of view, income growth will stimulate increased consumption employees thus
stimulating the economy.

Follow as a table are presented calculations minimum wage increase and disclosed information such as
who has gained from raising the minimum wage to 250 lei.

Table 3

Calculation of the influence of the minimum wage increase on expenditure employer, employee income and

state revenue

Year 2014 Year 2014 The Percentage
nominal difference,
difference, | %

The minimum | 1650 1900 +250 +15,15
wage, MDL

Employer's Total = 2095,60 MDL Total = 2422,50 +326,90 +15,60
expense, Salary calculated = 1650 | Salary calculated = 1900

MDL MDL

Social security contributions | Social security contributions

paid by employers (23%)= | paid by employers (23%)=

379,50 MDL 437 MDL

Prime  mandatory  health | Prime mandatory health

insurance (4%) = 66 MDL insurance (4%) = 85,50

MDL
State receipts, | Total = 658,94 Total =781,96 +123,02 +18,67
MDL The employer The employer

Social  security contributions | Social security contributions

paid by employers (23%)= | paid by employers (23%) =

379,50 MDL 437 MDL

Prime  mandatory  health | Prime  mandatory  health

insurance (4% ) = 66 MDL insurance (4,5%) = 85,50

Social  security  contributions | MDL

paid by employees (6% )= Social security contributions

99 MDL paid by employees (6%) =

Prime  mandatory  health | 114 MDL

insurance (4%) = 66 lei Prime mandatory health

Income tax from salary — 48,44 | insurance (4,5%) = 88,

MDL MDL

Income tax from salary u —

59,96 MDL
Net wage of the | Received = 1436,56 MDL Received = 1640,54 MDL +203,98 +14,2
employee, lei Gross wage (minimum) =1650 | Gross wage (minimum,)

MDL =1900 MDL
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Social  security contributions | Social security contributions
paid by employees (6% )= paid by employees (6%) =
99 MDL 114 MDL

Prime  mandatory  health | Prime mandatory health
insurance (4%) = 66 MDL insurance (4,5%) = 88,5
Income tax from salary — 48,44 | MDL

MDL Income tax from salary —
[1650-99-66-48,44]=1436,56 | §9,96 MDL
MDL [1900-114-85,50-

59,96]=1640,54 MDL

Source: made by the author

At the same time we must not forget that with increasing wage costs of the employer, will ultimately
lead to increased cost of production, signifying actually increase the price of goods and services produced
within the entity. In this situation arises the issue of dismissal of employees, namely the situation of fierce
competition in the market economy, if the price of goods and services remains unchanged when increasing
production costs, employers resort to firing employees unskilled promoting those who already practice.

From the social point of view, this situation is nothing but a crime against their own people. Anyone
who works has the right to fair and adequate salary. In the case RM salary is not enough to cover minimal,
and if we do compared with developed countries, the minimum wage in Moldova is neither fair.

From the economic point of view it is inappropriate to apply income tax on the earnings wage without
covering subsistence. For legal entities, the calculation of profit is done with necessary tax deduction and
ordinary expenditures, which is disallowed for individuals. In this situation it would be correct deduction
for ordinary and necessary expenses every person in revenue, followed deduction and exemption of
contributions and later on to apply the income tax rate on income. Levying an income that does not cover
the subsistence minimum is nothing but an action initiated against its own people.

The minimum wage is the wage considered sufficient to satisfy the vital needs of employees, taking into
account the economic and cultural development of each country. Introducing and maintaining it should
highlight two arguments:

1. Toreduce poverty faced by part of the population.

2. To reduce the level of control the employer’s salary.

The inference logic says that the minimum wage should exceed salary balance. Just this situation could
prove to be necessary to impose a minimum wage.

Considering that in 2014, a citizen of Moldova MDL 1667.7 needed to secure the subsistence
minimum and the minimum wage received at hand in this period constituted MDL 1436.56, shows that to -
and ensure employee there must borrow or find other sources still MDL 231.14, without being able to make
savings. An illogical situation, but all at the same time full of mystery.

According to the BNS, the average salary of an employee in Moldova amounted in the first half of 2014,
MDL 1703.1, exceeding the average size of the market basket by 2.1%. Higher wages were employees in the
IT sector; they cover their basic costs 4.7 times more. Employees earned less in agriculture, whose
minimum subsistence was covered for 141.3%.

By the NBS figures released today show that the most disadvantaged group of citizens are pensioners,
the minimum consumption of which is covered for only 81%. The subsistence minimum for a pensioner
was during this period, 1437.70 lei, while the average pension in 2015 was fixed for only MDL 1165.20.

A major problem is that the RM minimum wage in the public sector differs from the minimum wage in
the real sector, the budget sector is lower. Thus public sector employees are discriminated and discouraged
real sector employers, labour market imbalances. If the minimum wage is increased unduly, without taking
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measures to stimulate the employment of certain social categories (graduates, minority ethnic groups,
people with restricted level of knowledge of certain areas), may lead ultimately boosting unemployment. At
the same time the minimum wage in some way is a guarantee of purchase of employees receiving the lowest
wages. If you take a look at this chapter in developed countries, we can mention that for example in France,
the minimum wage is indexed to the inflation rate measured for 20% of households with the lowest income.
This method of calculating the minimum wage is applied for both the public sector and for the real sector,
and failure by the employer that rule is punishable by a fine of 1,500 euros for each employee paid under
illegal circumstances.

According to statistics, in 2015, Romania had the second lowest paid in the EU after Bulgaria. About
2.4 million workers were minimum wage or less, which represent 40% of all active employees. Of these, 1.6
million were full-time and 0.7 million part-time working. For the period from 2008-2015, Romania
registered the biggest percentage increase in the minimum wage by 95%, from 500 lei to 975 lei. Romania is
followed by Bulgaria, with an increase of 64%, and then the string continues with Slovakia and Latvia, with
increases of 58% and 57%. Calculated in Euro, the minimum wage in Romania increased by 57% from 2008
to 20185, from Euro 139 to Euro 218, marking three per cent growth in the EU. By these criteria, Romania is
on par with Latvia concerning the advance percentage wage country has advanced from 230 euros to 360
euros per month.

Conclusions

In conclusion, competitive labour markets raises minimum wage laws actual salaries of remaining
employees, but also creates unemployment. Any intervention in the internal mechanism of labour market
functioning, public or private can have positive effects in the short term on some categories more or less
restricted to employees, but at the cost of unbalancing the overall labour market and worsening of other
workers. Raising the minimum wage in Moldova have justified economically. In view of the above I can say
that the method of increasing the minimum wage by government intervention is one more harmful than
relief. In Moldova, the minimum wage cannot be economically justified, at least simply because it does not
cover 90% of consumer spending minimal, but clearly, those arguments are behind such a decision must be
sought not in the economic area, but the policy.

Arguments PRO for minimum wage

- would increase the standard of living of people who have the lowest incomes

- should reduce wage inequalities

- would increase the motivation of workers underpaid

- would alleviate poverty and state spending

- reduce social exclusion and labour market segmentation

Argument AGAINST for minimum wage:

- pay raises must be related only to productivity

- would increase unemployment among young and poorly trained people

- would affect the competitiveness of firms in low-wage sectors

- It would be difficult to adopt a single policy that responds to different needs
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LEASE-BACKACCOUNTING
PhD student Elena CRAVET, ASEM

The increasing demand for lease-back transactions in the Moldavian market actualises the issues related to
accounting and taxation of such operations. Actually, there is no any special legislative framework to regulate the
lease-back transactions to date, that results in ambiguity by accounting and reporting of such operations. The
present article emerges some of the main problems in accounting and taxation of lease-back transactions and gives
some recommendation of improvement.
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Reduction of the number of leasing transactions has been observed over the past few years, under
conditions of the economic insecurity in the Republic of Moldova. “The leasing market has been certainly
shrinking and active companies, from the number of all companies that have given the account, can be
counted on one hand...”, — considers the General Director of Capital Leasing LLC Nicolai Cozin [1]. Such
a decline in the leasing service market makes the companies turn to untypical leasing transactions, one of
which is lease-back (or sale and lease-back). According to the words of the General Director of Finance
Leasing Company Dmitri Colev, such transactions gain more and more popularity and do compensate, to a
certain extent, the sinking demand for direct leasing services [1].

The increasing demand for lease-back transactions in the Moldavian market actualises the issues
related to accounting and taxation of such operations.

The regulatory and legal framework regulating the lease-back transactions in the Republic of Moldova
is composed of the following principal legislative and regulatory instruments:

- the base for legal regulation of the lease-back transactions serves Civil Code of the Republic of
Moldova no.1107 dated the 06™ of June 2002 [2] (general provisions regarding the sales and purchase
agreements and leasing agreements), as well as Law of the Republic of Moldova no.59 dated the 28" of
April 2005 ‘On Leases’ [3];

- accounting for the leasing transactions is regulated by Law no.113 dated the 27" of April 2007 ‘On
Accounting’ [4], as well as by the National Accounting Standards (hereinafter referred to as the NAS) [5]
and International Financial Reporting Standards (hereinafter referred to as the IFRS);

- taxation of the lease-back transactions is realised in conformity with the provisions of Tax Code of the
Republic of Moldova no.1163-X11I dated the 24" of April 1997 [6] (hereinafter referred to as the TC of the RM);

It should be mentioned that there is no presently any special legislative framework in Moldova, to
regulate the lease-back transactions, but the above mentioned legislative and regulatory instruments, which
are in effect presently, do not describe and do not regulate to the fullest extent all peculiarities of the lease-
back, but leave unregulated some issues and provisions that are subject to studying and improvement.

Thus, the NAS presently do not contain any individual recommendations on recording of the lease-
back transactions. The tax laws leave unregulated the issue related to taxation of some transactions realised
at below-market prices. A separate problem is recording of the additional costs and expenses that are
directly related to a leasing transaction, since the requirements to recording of such costs are regulated by
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the provisions of several standards at once and contradict one another in the course of conduct of the
financial lease-back transactions.

The works of such local and foreign specialists, as Adamov N.A., Bucur V.S., Vasina I.G., Dima M.,
Zotova Yu.A., Polonskaya O.P., Teplyakov A.B. and others, are dedicated to study of the outstanding issues
of leasing transaction accounting.

Nevertheless, due to a relative novelty of such transactions in the home market, as well as due to the
amendments made to the NAS in 2014, the above problems of the accounting have not been settled and
require additional explanations.

Pursuant to article 4 (e) of the Law ‘On Leases’, ‘the lease-back is a transaction, within the framework
of which a party transfers the ownership right to an object to another party, for the purpose of further
reception thereof on lease’ [3].

A lease-back agreement stipulates that after the seller-leaseholder (lessee) sells an object to the buyer-
lessor, the former receives such an object back into temporary use. This agreement is, first of all, is aimed to
prompt replenishment of the lessee’s current assets and is often concluded without any physical move of
the leasing object. Besides this, a lease-back agreement may be concluded for the purpose of ‘optimising’
the lessee’s balance sheet structure (sales and operating lease-back allows off-balance accounting of the
assets), in order to give an asset into subleasing and to reduce other risks and costs related to asset
possession. After the leasing period terminates, such an agreement may imply either return of the leasing
object to the seller-leaseholder, or reservation by the buyer-lessor of the ownership right to that object. In
general terms, a lease-back transaction is presented in figure 1.

A seller-leaseholder transfers the ownership right to an asset to a buyer-lessor.

Ownership right

A 4

Seller/ L‘ Buyer/
l&lsee legsor

Right to use

A buyer-lessor transfers the right to use an asset to a seller-leaseholder.
Figure 1. Lease-back transaction

The lease-back agreement represents two sequential transactions, for accounting and taxation
purposes:

1. Sale and purchase — the ownership right to an asset passes from the seller-lessee to the buyer-lessor;

2. Leasing - means passage of the right to use such an asset from the buyer-lessor to the seller-lessee. In
such a case, lease-back may be financial one, if it meets the criteria stipulated in the standards, or operating
one.

Hence, when recording the lease-back agreement, one shall be governed by the provisions of several
accounting standards at once.

Thus, depending on the asset type and peculiarities of the seller-leaseholder’s accounting policies,
retirement of an asset according to the lease-back agreement shall be reflected in the accounting in
conformity with the requirements of the following standards:

- NAS ‘Long-Term Intangible and Tangible Assets’ — in cases if such an asset is reflected in the balance
sheet as a fixed asset or a land parcel, as of the moment of sales thereof,

- NAS ‘Investment Properties’ — in cases if an asset is included into the investment property
composition, as of the moment of sales,
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- NAS ‘Stocks” — in cases if an asset is prepared and designed for sales and is reflected as goods or
products in the seller’s balance sheet.

Pursuant to the requirements of the national standards, the seller-lessee shall reflect writing-off of the
asset, depreciation and impairment losses (if any), and shall recognise the operating revenues from asset
sales, in its accounting records.

As distinguished from the NASs, the IFRS provisions prescribe viewing a lease-back transaction not as
a separate sales and purchase transaction and a leasing transaction that form their proper financial results,
but as an interrelated process, when the price for asset sales and further leasing payments are considered to
be interdependent values that determine the way of financing of the seller-leaseholder’s activities. That’s
why the procedure for recognition of the sales revenues and expenses will depend on further terms and
conditions of a lease agreement, but, first of all, on leasing type (operating or financial one) and on the way
of asset cost reimbursement through leasing payments.

Thus, if a lease-back following the sales operation is classified as financial leases, then prompt
recognition of the profit from leasing object sales shall be deemed to be improper, since the asset
transferred is, as a matter of fact, used as a tangible security of that financial transaction. That’s why sales
value overrun with regard to the asset balance value shall be reflected within the unearned revenues and
shall be attributed to the current revenues throughout the whole period of validity of the leasing agreement.
But the loss from the sales and purchase transaction shall be immediately recognised to the fullest extent.

In cases if the lease-back agreement stipulates further operating leases of the asset, then, according to
the requirements of the international standards, one shall compare the sales value, fair (market) and book
value of such an asset. In this event, the sales value means the selling prices of such an asset, indicated in the
agreement; fair value means asset price formed in an open market (or a sum, which this asset may be
exchanged for or which may serve for settlement of the obligations when concluding a transaction between
well-informed and independent parties that wish to carry on such an operation); and the balance value
means the value, according to which such an asset is reflected in the accounting books of the
supplier/leaseholder.

As a first step, one shall compare the book value and fair value of the asset. If the book value is less than
or is equal to the fair value of the asset, then no corrections to be reflected in the accounting records are
required. But if the book value of the asset is bigger than the fair value thereof, then asset write down shall
be realised and a loss amounting to the difference shall be immediately recognised.

As a second step, one shall compare such a fair value of the asset and the sales cost thereof, and in such a
case, there may occur the following situations:

- book value = fair value = sales value — transaction revenues and expenses are recognised at once but
transaction profit or loss is absent;

- book value < fair value and

fair value = sales value - transaction revenues and expenses are recognised at once but transaction profit
is recognised within the running-period revenues;

- book value = fair value < sales value— expenses (prime cost) and revenues, which do not exceed the
book value of the asset, are recognised at once. Profit received under this transaction shall be recognised as
deferred revenues within the unearned revenues and shall be attributed to the running-period revenues
throughout the expected time period of asset use;

- book value < fair value and

fair value < sales value — expenses (prime cost) and revenues, which do not exceed the fair value of the
asset, are recognised at once. A difference between the fair cost and the sales cost is recognised as unearned
revenues and shall be attributed to the running-period revenues throughout the expected time period of
asset use;

- book value <fair value and
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book value <sales value and

fair value >sales value—transaction revenues and expenses are recognised at once, but transaction profit
is recognised within the unearned revenues;

- book value = fair value >sales value — loss from asset sales is recognised at once, except for the cases
when the amount of subsequent leasing payments will go below the market value too, but in this event, such
a low sales price will be compensated by a lower obligation for leasing payments. In this event, loss is
reflected within the prepaid expenses and is attributed to the running-period expenses, as a proportion of
leasing payments, throughout the expected time period of asset use

- book value < fair value and

book value >sales value and

fair value > sales value — transaction expenses (prime cost) and revenues are recognised at once, and
transaction loss is recognised at once to the fullest extent too, except for the cases when the amount of
subsequent leasing payments will be below the market value too, but in this event, such a low sales price will
be compensated by a lower obligation for leasing payments. In this event, loss is reflected within the prepaid
expenses and is attributed to the running-period expenses, as a proportion of leasing payments, throughout
the expected time period of asset use

As a rule, in case of a lease-back transaction, the asset is sold at a below-market price and the buyer-
lessor compensates only for 60% to 70% of the fair value of the asset to the seller-leaseholder. If in this case
the asset sales price is below the asset book value, one shall then pay the attention to the tax consequences
of such a transaction. Pursuant to article 97 (S) of the TC of the RM, when selling a depreciable asset, the
greatest value between the market value and book-keeping (book) value of the asset shall be subject to the
value-added tax (hereinafter referred to as the VAT) [6]. The TC of the RM does not give a separate
definition to the notion of a ‘depreciable asset’, that’s why there arises a questions: in what specific cases
shall the VAT liabilities before the budget be re-established?

On the one hand, the notion of a ‘depreciable asset’ in the TC and the notion of an ‘amortisable asset’
in the NAS may be equalised, then if selling at a price below the book value the assets attributed to the
category of:

- fixed assets or investment properties recorded in conformity with the cost-of-production method —
the sum of the VAT for the withdrawn assets, which was previously taken as an offset, shall be re-
established,

- land parcels, investment properties recorded in conformity with the fair-value method, goods or other
non-amortisable assets — no liabilities for VAT re-establishment shall arise

On the other hand, the notion of a ‘depreciable asset’ may be also construed as a property, which
depreciation is deducted from. Definition of the property, which depreciation is deducted from, is given in
article 26 (2) of the TC of the RM: ‘this is a tangible property, which is used in the business activities, which
is reflected in the taxpayer’s balance sheet in conformity with the laws, the cost of which has been
presumably reducing in proportion to its physical and functional depreciation, the service life of which
exceeds one year and the cost of which is higher than 6,000 lei’. Hence, the assets, which are not amortisable
for the accounting purposes (for instance, investment properties recorded according to the fair-value
method; long-term assets transferred to the category of goods), may be construed, for the tax recording
purposes, as a property that depreciation is deducted from and that is subject to VAT re-establishment, if
sold below the book value. This issue has not been officially explained yet, however, basing on the general
recommendations, we propose re-establishing the VAT in such situations if only there are written off the
assets, which were included in the ‘Record of Fixed Assets According to the Property Categories and of
Depreciation Thereof, for Taxation Purposes’ as of the moment of their writing-off and were not subject to
re-classification (transfer) into the composition of the current assets.
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The effective NASs do not prescribe, as well, the way to record asset receipt by the buyer-lessor, when
the ownership right is transferred under lease-back conditions. That’s why the buyer-lessor may choose and
approve in their accounting policies the way to recognise and reflect the original cost of the asset in the
balance sheet, being governed by the requirements of the following standards:

- NAS ‘Long-Term Intangible and Tangible Assets’ —in cases when the asset is classified as long-term
one, which is designed for transfer to third parties for use

- NAS ‘Investment Properties’ —in cases when the asset is a real estate object and it was decided to
classify it as an asset designed for lease out

- NAS ‘Stocks’ - in cases when the agreement stipulates subsequent financial leases of this asset,
together with transfer of the ownership right to such an asset either to the leaseholder, or to a third party,
and the transaction object may be classified as a held-for-sale asset

Further accounting of transfer/acceptance of the right to use the asset shall comply with the
requirements of the NAS ‘Leasing Agreements’ both for the buyer-lessor and for the seller-lessee.

Another disputable issue in the course of lease-back transactions is the procedure for recording of
additional costs and expenses related to transaction conduct. Such costs and expenses include: expenses for
legal, consulting and information services, and services for leasing object assessment; expenses for
mounting, dismantling, carriage, on-way insurance, non-recoverable taxes and levies; costs and expenses
related to asset preparation for use; and other costs and expenses directly related to the lease-back
transaction.

According to the accounting customaries, all additional costs and expenses (except for recoverable
ones) related to asset receipt shall be attributed to increase of the original value of the asset. Costs and
expenses for asset writing-off shall be attributed, as a rule, to the company’s current expenses, or shall be
written off on the account of a reserve formed before.

A lease-back transaction does suppose:

- writing-off and receipt of an asset by the seller-lessee

- receipt and writing-off of an asset by the buyer-lessor

In this event, additional costs and expenses must be recorded in conformity with the requirements of
the standards, in the way shown in Table 1.

Table 1.
General requirements to recognition of additional costs and expenses that are directly related to
receipt or retirement of an asset, as a result of sales and purchase transactions and leasing
transactions

Additional Direct Costs and Expenses

T tion T
ransaction ~ype Recording by the Seller-Lessee Recording by the Buyer-Lessor

Asset sales and purchases Either written off as period costs/
expenses, or deferred expenses, or

P ’ P i Attributed to the asset value
redeemed on the account of a reserve

formed before

Financial lease Written off as period costs
Attributed to the asset value P /
expenses, or deferred expenses

Operating lease Written off as period costs/ Written off as period costs/
expenses, or deferred expenses expenses, or deferred expenses

As we see from Table 1, when recording the lease-back, the seller-lessee gets a question:

- shall additional costs and expenses directly related to transaction conduct be reflected in the asset
value in case of the financial lease-back, if being governed by the rules of clause 12(3) of the NAS ‘Leasing
Agreements’?
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- or shall additional costs and expenses be written off immediately, in conformity with the requirements
of other standards related to costs and expenses recording in case of asset writing-off?

The buyer-lessor gets the same question, since the requirements of some Standards prescribe increase
of the original value of the purchased asset by the amount of additional costs and expenses but the
provisions of the NAS ‘Leasing Agreements’ do recommend showing the transaction-related expenditures
within the current or deferred expenses.

When studying a lease-back transaction from the point of view of the economic substance thereof, we
do recommend the following procedure of accounting.

Since, in case of the seller-leaseholder, the lease-back is an alternative way to finance their business
activities, which is similar, according to its meaning, to the funds raising against the security of the asset, then
such an operation may be studied within the context of the requirements of the Standard ‘Borrowing Costs’.
Then, the value of all additional costs and expenses related to performance of the lease-back agreement shall
be regarded as expenses related to funds raising. Pursuant to the provisions of this Standard, expenses for
borrowings that are directly related to acquisition, construction or production of the asset to be classified, shall
be capitalised (shall be included in the value of the asset to be classified). In other cases, such expenses shall be
attributed to the period expenses. Hence, if the financial lease-back agreement was aimed to attract the funds
for modernisation, reconstruction or improvement of the leasing asset and the seller-lessee looks for receiving
any future economic benefits as a result of such modernisation, then additional costs and expenses related to
transaction conduct shall be included in the value of the leasing object.

But if the financial lease-back agreement was aimed to replenish the seller-leaseholder’s current assets, as
well as when it comes to the operating lease-back, additional costs and expenses must be recognised as running
expenses. In cases when such costs relate to two or more reporting periods and/or the value thereof exceeds the
materiality threshold set forth by the leaseholder’s accounting policies, such costs and expenses shall be reflected
as deferred expenses and shall be subsequently written off as running expenses and period expenses.

It is expected that in case of the buyer-lessor, additional costs and expenses related to arrangement of
the lease-back transactions shall lead to increase of future economic benefits from conduct of such
transactions. The ability to generate future economic benefits is closely related to the notion of the asset,
therefore, the value of additional costs and expenses for the transaction, incurred by the buyer/finance
lessor, shall be included in the original value of the acquired asset.

Another reason for such a conclusion serves the definition of the original value of the leasing asset, given
in article 3 of Law n0.59 ‘On Leasing’, pursuant to which ‘the original value is the value, according to which an
object was purchased or produced by the finance lessor, including... any other expenses, if any, related to
purchase, supply and commissioning of such an object in conformity with the leasing agreement’ [3)].

Hence, the buyer-lessor shall include the amount of all additional costs and expenses directly related to
performance of the lease-back agreement, into the original value of the acquired asset, regardless of the type
of the lease-back agreement.
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APPROACH TO THE ACCOUNTING, IN THE CONTEXT OF NEW
INFORMATION TECHNOLOGIES

PhD student Maia GRIU, ASEM

The science and technology has been developing with an astonishing speed during the last five decades, being
enriched and improved every day. The name itself of the information system shows not only the link between the
human factor and the procedures used, but also the targeting of the common goal of such two components.

Under such conditions, financial audit and accounting cannot still remain isolated from the trends that
manifest themselves presently, particularly when it comes to use of the latest-generation technologies.

Key words: Information technologies, information systems, financial accounting system, software.

Introduction

The progresses recorded in the IT sphere, the impact such technologies have on different spheres of
activities, the long period that has passed from the beginning of the accounting computerisation, and the
experience gained in this sphere makes us become aware of the fact that the time has come to try to adapt
the accounting sphere to the IT and, particularly, to the information science.

Development of accounting information systems has confined itself to computerisation of the
accounting procedures, without introducing any essential changes therein. When it comes to the processing
speed, processing accuracy and cost reduction, there have been reached the considerable advantages;
however, such performances are not enough.

The information science will determine the absolute transformation of the accounting, not only
because the procedure itself will be modified but also because the accounting will not be an autonomous
function of an entity anymore and will be integrated into a general data-processing system. The analysis of
the IT impact on the accounting shall start from the role of the accounting. The development tendencies in
the accounting result from the study of the accounting objectives and presuppose analysis of the accounting
principles, rules, techniques and procedures that lead to achievement of the objective targeted.

In the context of evolution of the information systems, the study of accounting tendencies is aimed to
three aspects:

1. Accounting as a tool to describe and model the entity — a capacity, which is constantly introduced
into discussions by the evolution of the entity and its economic, social and technological environment. This
implies identification of the development directions arising both within a contemporary entity and in the
business world as a whole.

2. Accounting as a system of processing of the data required for entity modelling. The American
Accounting Association regards the accounting as an information system, since it comprises both the
general aspects of the information theory and the aspects that are specific to the general theory of systems.
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3. Accounting as a social practice within a network of regulated limitations, which are more or less severe,
when it comes to the character and intensity of a consensus within an organisation, accountants and users.

Critical Analysis in the Sphere of the Issue under Research

The accounting has been adapting to the information requirements of those persons, who needed the
accounting data, for the thousands of years. Thus, we have come from a rudimentary accounting of the
Egyptian culture, based on a simple accounting system focused on a single entry, to a double-entry
accounting system, where there are made attempts to exclude the main information support (paper) and to
substitute it with a less vulnerable and prompter support as a means of gathering, processing and transfer of
the financial and accounting data.

Transition to the digital means of processing and storage has been developing by steps. The first
computer and the first accounting applications were not invented until the latter half of the 20™ century.
This was a period when a central computer was used by several users connected through unintelligent
terminals. At their beginning, such systems were limited only to reproduction of the hand-held accounting
systems, i.e. they repeated the same procedures for accounting data processing but only with the help of a
computer. This was the way to collect the same data, to generate the same information transferred to the
same recipients and to maintain the same organisational structure.

The next step was appearance of the personal computers, and this was also the moment when there
arose, as well, the possibility to decentralise data processing. The information needs changed during that
period: the heads and shareholders of the companies showed new and more varied information needs, for
instance, being informed about the value of intangible assets (customers’ satisfaction). There appeared
even requests for information that were in no way characteristic of traditional accounting situations:
information on environmental impact; risks the entity was exposed to; intellectual property management;
innovative capacities; degree of customers’ satisfaction; and capacities to train and motivate the employees.

Nowadays, the accountants have new means of information, with the help of which they are able to
gather, manage, process, distribute and analyse both the real particular information resulting from classical
economic transactions and the information, which refers to the knowledge and entity’s intangible assets and
circulates in an integrated way through the intermediary of such applications as the Internet, knowledge
databases, document management and electronic data interchange, which stands out from the first ones.
Table 1 presents a synthesis of evolution of the processing techniques characteristic of the accounting:

Table 1.
Synthesis of Evolution of the Processing Accounting Means

Historic Periods

Information Needs

Technical
Capabilities

Response of the Accounting

Great civilisations

Knowledge of incomes and
expenses

Paper, wedge writing

Use of the single entry

Beginnings of the
commerce

Recording of each movement
of the goods

Paper

Inclusion of the double entry.
Appearance of the first
accounting books

Industrial Revolution

Significance of the capital and

knowledge of the benefits

Paper, appearance of
printing

Improvement of the double
entry. Appearance of the
information requests for
financial results

1960 More and more informationis | First computers: Automation of the hand-held
required as soon as possible More users of the same | accounting systems
equipment
1981 Obtainment of financial Personal computers. Integrated accounting

information required for
decision making

Expansion of the

information science

information systems.
Information, reporting, charts
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The 21 century Real-time information. Computer networks: Automation of data gathering.
E-commerce Internet and Electronic data and document
communication interchange
technologies

Own Vision of the Issue and Results Obtained in the Course of the Research

While the financial and accounting data are processed, a great part of the data gathered from the primary
documents through an application is subjected to the same process for several times, in several sections.

There is presented further a range of examples of errors, parallelisms or delays in gathering and
processing of the accounting data, followed by the solutions for avoidance thereof:

v’ Invoices issued by the sales section are taken here, in order to ensure the stock of goods or products
but the accounting section takes the invoice values once more, in order to make analytical records on the
clients’ debts and the goods that are not the property of the entity anymore. Meanwhile, such invoices take
a part in data gathering by the client two times more. But if the banks interfere in partners’ settlements too,
such data are taken at least two times more. Solution: resorting to the EDL

v" The commercial retail entities record the goods within goods sectors, a shop as a whole or a unit, which
the shop belongs to, both at the level of the financial accounting and at the level of the managerial accounting (if
any). Solution: introduction of equipment for optical bar-code recognition or POS (points of sale).

v" Processing of the data on clients” accounts is realised at the banks both at the front-office sections
(cashier desks, crediting offices) and at the back-office sections (accountings, inter- and intra-bank
settlements). Solution: introduction of the automatic teller machines (ATMs), debit and credit cards,
electronic funds transfer.

v In case of payments for various transactions between the business partners, there may appear delays
as a consequence of settlements realised after issuance of payment orders or appearance of an account
statement from the banks. Solution: electronic funds transfer (EFT).

v’ Ifthere is a need for taking some investment decisions based on the consolidated accounting documents
and on the other financial situations, it is necessary that such financial situations should be searched for in
different files or to be realistic at least, but if there is required participation of several decision-makers, the
overtime shall be pulled, in order to establish a date when both the financial situations and the decision-makers
will be prepared for such a decision. Solution: EDI, groupware, Intranet and Extranet.

v" A majority of the financial accounting applications still have a rather inconvenient system of
accounting records taking, i.e. the operators are forced to introduce or to select the accounts complying
with the economic transaction they want to record. Meanwhile, the financial analysts are landed in
difficulties on many occasions, when they have to take a decision, relying on the financial accounting data.
Solution: implementation of the expert system in the financial accounting activities and of the artificial-
intelligence applications.

Electronic Data Interchange

The EDI standard is defined, as a rule, as a financial document transfer within the computers at the
application level, or as a data interchange within the applications of different companies. More broadly
speaking, the EDI is a general notion for transfers of the computer-to-computer type. It is prompt, cheap
and represents a reliable technique for transfer of payment orders, invoices, waybills and other documents.
Both the issuer and the recipient shall give their consent to the document format. The issuer shall use an
application creating a file in the format similar with that one expected by the recipient’s application.
Conversion is realised with the EDI-translation software. Upon receipt, the software shall change the file
from the standard form it was issued in, into the format used by the software processing the documents.
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The EDI advantages are:

e It saves time and money, since the data transfer from a computer to another one is automated, and
the error level is almost absolutely reduced, due to exclusion of data reintroduction.

e It offers an opportunity to retake some documents, due to the fact that they are stored in post boxes.
When a client needs a copy of an invoice, it is searched for in a post box and then is transferred by fax or e-mail.

e It extends the range of clients, since there are many large companies that adhered to an EDI
application and work only with those companies that send them the financial and accounting documents in
the EDI format.

e Itimproves the customer service through rapid transfer of the financial and accounting documents,
reduction of the number of errors and increase of the completion rate. An example in this regard would be
the VSR (vendor stock replenishment), a software implemented by K-mart (one of the most important
global traders) and allowing the suppliers to carry on the inventory check of all warehouses. Using the VSR,
one has no risks anymore of issuing an invoice, while the stock is zero. The system is aimed to payment
making, to control the available stock, orders and so on.

Optical Character Recognition

This is a system found in the points of sale (POS). The information on the type of the products sold,
price and amount thereof is read using special equipment for reading of the codes written on the product
labels. The significance of use of such type of data gathering lies in the fact that it automatically updates the
stock of the products available at the warehouses, and simultaneously, releases from the management of the
sold products and records the revenue receipts. The information on any kind of sales is transferred to a
computer where it is processed in the online mode. In case of cash sales, the information on the transaction
consummated, for instance, the product code of each item bought, the price of each item, the date of
transaction, the total sales value and any other levies and taxes related to the relevant sales are recorded
through a terminal and are available for the central computer for immediate processing and obtainment of
the information required for the sales section every day. If the sales take place on the credit card or debit
card basis, the sales transaction shall also include, besides the abovementioned elements, verifications and
requests for authorisation of the payment on the clients’ account. This presupposes establishment of
connection with the terminals or other communication equipment of the financial banking institutions.

Automatic Teller Machines (ATMs)

They are analogous to the POS systems. They allow the clients to form the deposits, to withdraw
different monetary sums, to ask about account state, to transfer the monetary sums or to make payments
within a short period of time. They also determine automated gathering of the data to be processed, in the
online mode and at all organisational sections that require it.

Electronic Funds Transfers (EFT)

They have a range of advantages: quick time of payment making; reductions of the costs for the paper
used; instantaneous confirmation of the client’s solvency; flexibility and variety of implementations, which
depend on the transaction amount. However, there is a need for the automatic teller machine (in case of
low-value transactions) or for the international clearing networks (in case of high-value transactions within
the international banks). A disadvantage of this transfer system is the difficulties in assurance of the private
nature and confidentiality of payments. The effective regulations oblige the banks to be able to document in
details each transfer made. There are three categories of such systems: telex or fax transfer, point-of-sale
transfer and SWIFT transfer (Society for Worldwide Interbank Financial Telecommunication).

Groupware

It represents a system that includes specialised software assisting the workgroups to achieve certain
objectives or to realise certain projects. Such software includes specific applications, i.e. electronic mail, text
processors, electronic calculation sheets for realisation of financial or statistical analyses, electronic
conferences for scheduling of the meetings and for project management.
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Intranet and Extranet

The Intranet and Extranet is distinguished from the Internet due to the fact that these are the networks
with the information of private nature, i.e., the first one is developed to ensure data communication at the
level of an entity and the second one is developed to ensure communication within the entities having a
strategic partnership.

Electronic Document Management

Presently, the tendency of electronic drafting and listing of the documents has been expanding
more and more. When it comes to a great number of entities, there is manifested the difficulty in
management of a greater and greater volume of the primary documents. The only way to control it is to
resort to electronic document management that allows storing and archiving a huge volume of information
but meanwhile ensures easiness and promptness in simultaneous query, search, retrieval and distribution of
information to several users.

Expert Systems and Artificial Intelligence in the Financial and Accounting Activities

The artificial intelligence has become a reality not only in the sphere of biology or biogenetics, but in
the sphere of the economy too, due to the most varied applications for economic and financial management
of the entities. Two main components of the artificial intelligence are widely applied in the financial and
accounting sphere: these are expert systems and intelligent data bases.

The expert systems are applied, generally, in the economy and, particularly, in the financial and
accounting sphere, due to symbolic nature of processing and of the way of information usage.

As a consequence of the need for interpretation of each economic operation, which is subjected to the
accounting records, there also become necessary other tools differing from the traditional systems of
accounting data collection and automated processing, i.e. the tools that will adopt the human experience
and will make interpretations, which would lead to the results analogous to those ones of human thinking,
however, within a shorter period of time. The expert systems are able to treat such a problem but the most
wide-known areas of their use in the financial and accounting sphere are listed as follows: management of
the supplier and client accounts, financial planning, determination and analysis of the deviations from the
activities planned, support of internal control, stock management and financial diagnosis of the companies.

Conclusions

When it comes to the information technologies and communications, as well as to impacts thereon on
the financial and accounting systems, we can draw the following conclusions:

v’ A greater integration. The financial and accounting systems shall belong to an integrated
application system of the entities that resort to the EDI system, if such entities want to benefit from
advantages of such a system. The financial and accounting system provides the greatest part of the
economic and financial information required for conduct of the everyday activities and not only. However,
it is not enough, since the effectiveness of use of the entity’s information resources depends on the way, in
which each component of the information system interacts with other elements, and on the integration
degree. As a consequence, the financial and accounting system cannot be viewed as a component detached
from other functional components of the system it is included into, however, it may be viewed as an
integrant part of an ensemble of components, which are sometimes even inseparable.

v" A new form, which the cycle of accounting data processing is manifested in. The cycle of financial
and accounting data processing is not a traditional one any longer (gathering, preparation, processing itself
and obtainment of the output information), where only accounting technicians take part. The activities
characteristic of the processing cycle are significantly reduced, due to merging or even exclusion of some of
them (automated gathering, to the greatest extent; processing and transfer in the electronic form in the
registry and books; obtainment of the consolidated documents). The accountant’s functions now include
only obtainment of the consolidated documents and other general branch-wise reports but, probably, they
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will be excluded too with the course of the time and with the assistance of the expert system. Then an
economist will have only the mission of taking a final decision.

v" A new support in realisation of accounting records. There takes place the dematerialisation of the
support, on the basis of which the accounting records are made. This means exclusion of the paper support
and automated taking of the data for the accounting items directly from the electronic documents. This
form of processing also excludes the recording of the accounting documents in its classical form.

v" A simpler and quicker document flow. The primary document flow is absolutely different. There
are excluded many intermediary stages, such as document check, countersigning or approval. However, this
implies paying a greater attention to the laws, control and financial and accounting audit.

v Creation of virtual archives. The way of document archiving changes radically. One does not resort
anymore to binding the files containing the accounting documents, but to much simpler forms that do not
imply another labour volume and larger space for archiving. The notion of document and recording is
redefined, and there are created new professions: record manager and e-archive librarian.

v" Total transformation of the internal control and audit of the financial and accounting information
systems. They gain new forms, new objectives and new ways of realisation. Hence, there now arises the
problem of auditing around the computer and in the computer; the problem of creation of universal
auditing systems, as a consequence of the phenomenon of internationalisation and globalisation of the
information systems.

v" Radical changes of the way of viewing the profession of an accountant. Presently, it is not enough
for a specialist in the financial and accounting sphere to know in details the accounting techniques, the ways
of control or audit conduct and the legal regulations, or to have the knowledge required for conduct of the
economic and financial analyses. But such a specialist shall have the most detailed knowledge of: use of the
information and communication technologies; the strategic advantages the company may obtain from
implementation thereof; the way, in which such advantages may be transformed into company’s profit.
Under new conditions, the specialists shall ensure the preparation and training that is required for
realisation of such a financial and accounting practice that would exclude a false name given to a majority of
such specialists, respectively — ‘blind-folded officials’.

v" Exclusion of the language barriers between different specialists within the entities. A need for
knowledge and permanent training of all the employees of an entity, for the purpose of using new strategies,
conditions the breach of the barriers that arise on multiple occasions between the specialists from different
functional areas of the entities.

v" The accounting has transformed for an entity into an art of ensuring its success if only such an entity
can apply the techniques (information technologies) for obtainment and manipulation of the information,
with the help of which any property unit may produce the maximum profit with minimum efforts.

Bibliography:

1.  Andone, I, Tugui, A. — Accounting and Information Systems. Part II, Section: Expert Management
Systems, Sedcom Libris Publishing House, Iasi, 1999

2. Boussard, D., Eflem, J.Y. — Les mecanismes comptables de Uentreprise (Accounting Mechanisms of a
Company), Editions Montchrestien, Paris, 1990

3. lonescu, C. - Financial Informing in the Context of Internationalisation of the Accounting, Economic
Publishing House, Bucharest, 2003

4. Neagu, T., Paraschivescu, M. — Electronic Processing of the Financial and Accounting Information, Part
II1, Volume 1, Al. I. Cuza University, Iasi, 1985

S. Oprea, D. — Premises and Consequences of Accounting Computerisation, Graphix Publishing House,
Tasi, 1995

103



ACADEMY OF ECONOMIC STUDIES OF MOLDOVA

SECTION 2.1:
DISCIPLINES:
-521.03. APPLIED ECONOMICS AND
MANAGEMENT
-521.04. MARKETING AND LOGISTICS



SCIENTIFIC SYMPOSIUM OF YOUNG RESEARCHERS

QUALITY AND QUANTITY APPROACHES
TO ANALYSIS OF ECO PAINTS

PhD student Olesea CERNAVCA, ASEM

Ecology became notorious agenda, and ordinary paints should disappear from the market. Paints continue
VOC:s emission into the atmosphere and contribute to climate change over many years of their application. Usage
of ECO paint offers a variety of benefits, namely: they are non-toxic, odourless, emission-free, low-VOCs, VOCs-
free, biodegradable, dry quickly and are exposed to water vapour diffusion. Ordinary paints have a wide range of
toxic ingredients. A method for checking the ECO paint is the label. On the market Moldova ECO paints are sold
by the local producer S.A. SUPRATEN (Baby Smile, EUROTON ECO), of Finnish manufacturing Tikkurila
(Flowers), the Bulgarian manufacturer Leko (Orgahim) and of Romanian manufacturer Policolor (SPOR).

Key words: ECO PAINTS, Volatile organic compounds, Environmental standards, Organic, Non — toxic,
Pigments

In contemporary world, the mankind is trying to switch over to a healthier way of life. There is a
tendency to limit the content of toxic ingredients for the human body regarding foodstuff, houses, cars,
suits, ecological footwear and many other objects. Paint, as a part of the finishing materials was not an
exception. But this "know-how" sparked among consumers a plenty of sceptical questions and gave a note of
distrust concerning product's content, and its positive effects. And the most important point that customers
worry about remains the question: how to distinguish between organic paint an ordinary one, and if they
are available on the territory of Moldova?

Study goal: to study labels and qualitative expertise of eco paint.

Study objectives: to specify the adverse effects of conventional paints and benefits of eco paints,
making a comparison of the ingredients of ordinary paints and organic paints, to disclose the label of
organic paints, to submit recommendations for a fair election, promoting thus marketing of domestic and
foreign producers of eco paint over the country.

One of the factors of environmental pollution is the use of paints. Probably the better majority of
population is aware of the fact that paints are toxic ones. But at what extent is important their replacement
and the reason for it, we will disclose hereinafter.

Modern chemical paints continue to emit VOCs (volatile organic compounds) over many years of
their application. VOCs are chemicals being evaporated into atmosphere bring a major contribution to
climate change. Unfortunately, many of paints do not meet environmental standards and can be dangerous
both for human health and for environment. These paints may contain:'®

v" Formaldehyde: (carcinogen, may increase the risk of developing cancerous tumours);

v" Organic solvents: styrene (poison), methylbenzene (affects central nervous system, mucous
membranes, muscles structure), kerosene (that may cause various poisoning) etc.;

v Phthalate: (may damage the endocrine and reproductive systems);

v' High concentration of COV: dangerous while inhaled (i.e., they contain solvents);

v' Heavy metals: of high concentrations are dangerous not only for human beings but also for the
environment also.

For performing a trace of organic paint in the stores one must pay attention to the following points:

'8 Reparatie ecologicd-alegem vopseaua inofensiva. http://ecology.md/md/page/reparatsie-ecologica-alegem-vopsea-
inofensiva, vizualizat la data de 19.04.2016
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1. The range of ingredients should not include the above - mentioned ingredients.

2. If it is indicated on the paint package that it is soluble in organic matters, then it is for sure
dangerous for your health. It is much safer when it is pointed out the paint is water - soluble.

3. Price orientation. Fairly often, low price shows that manufacturer saved on raw material. Usually
ecological paints are not cheap.

Obviously, the above- mentioned methods are not a guarantee of safety and a high quality. The easiest
and most reliable method is to pay attention to the products marking. Less toxic paints are environmentally
friendly paints and are called Low -VOCs (low volatile organic compound) or VOCs- Free (zero- volatile
organic compound). Marking shows that the product being tested by an independent certification body.
Through this checking the paint composition is studied having being performed in special laboratories for
determining the level of its release of the paints’ substances at different temperatures, and it is surely
checked the entire production process starting with raw material acquisition up to packaging of the final
product. Here are the main marking of products available in the shops:"

v’ Vitality Leaf

V" Blue Angel

v' EU Ecolabel

v' Nordic Swan

These signs guarantee product safety and its compliance to the most demands of ecologic
requirements. As for paints composition, were respected all restrictions related to the content of harmful
substances. At the same time, certification bodies perform control of the production cycle every year, and
due to that, the production quality is maintained to its appropriate level. Paints are eco-friendly not only for
human beings but also for the environment. The certified producers are obliged to comply with
environmental legislation in their country in order to minimize the amount of the used resources and to
store the wastes properly in a proper way, also to inform buyers about proper and harmless use of paints and
liquers.®

At the same time, environmentally mark is fixed only on the products of high rate consumption
properties. This means that mentioned paint will be resilient and durable, convenient to handling
operating, with high hiding capacity. And finally, it will save your money and efforts.

In the production of the eco paints, petrochemicals have been replaced by water. Thus, it was reached a
lower level of VOCs, also emissions have been reduced. However, Low -VOCs paints still contain toxic
chemicals that according to a study performed in the United States they cause health problems: asthma and
allergies to children.

Paints of natural origin are the only non-toxic paints, taking into consideration they do not contain
VOCs, produced from natural and renewable ingredients. Some of them are of animal origin, such as
casein (the main component of cow's milk or beeswax). Others are such minerals as: limestone, clay, lime,
pigments, powder of various rocks, for example marble powder). Third category represents components of
vegetal origin, comprising resins, carnauba wax (extracted from a native plant of Brazil), linseed oil etc. Out
of paints composition are excluded toxic solvents and pigments. Many of the organic dyes are water-based,
and for their diluting tap water are used.

The main benefits of natural origin paints:
e Organic /sustainable and biodegradable: produced of natural raw materials, renewable ones.
e May be exposed to water vapour diffusion: avoid condensation and prevent mould formation

19 Reparatie ecologica-alegem vopseaua inofensiva. http://ecology.md/md/page/reparatsie-ecologica-alegem-vopsea-inofensiva,
vizualizat la data de 19.04.2016
20 Reparatie ecologica-alegem vopseaua inofensiva. http://ecology.md/md/page/reparatsie-ecologica-alegem-vopsea-inofensiva,
vizualizat la data de 19.04.2016
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e Non - toxic, odourless and emission free, if water based, does not emit any odour and any stains can be
removed with water. Dilution is made with cold tap water.

e Fast drying process / Low-VOCs, VOCs - free.

e Do not turn yellow over time due to natural materials of high resistant components to UV rays.

Currently are available standards for quality of conventional paints: ISO 12944: 1998, ISO 15741:
2001, ISO 19 849: 2012, ISO 4618: 2014 ISO 2811-1: 2016.4 GOST 28196-89%, etc., but there are not a
provisions or any set of regulations governing the quality of organic paints.

There are a lot of worldwide producers of organic paints. But statistics give us evidence that US
manufacturers hold only 21 of these paints. The second position is held by the UK with 11 manufacturers of
€co paints.

However, English manufacturer LAKELAND it is considered an unknown concerning quality of the
product. In the following table we disclose the 10 TOP World Producers of eco paints.

Tablel.
10 Top World Manufacturers of Eco Paints*
No. Manufacturer Country Price (5L), USD

1. | LAKELAND UK 158

2. | Farrow & Ball Paint USA 95
Marston & Langinger UK 75

3. ,
Paint Range

4. | Lovo Paint USA 35

5. | EcoTrend Collagen Paint UK 45

6. | Safe Paint USA 45.95

7. | Natura Paint UK 56.99

8. | Mythic Paint UK 43.99
Devine Delicate Wall USA 59.95

9. ..
Finish

10. | Milk Paint USA 67

Source: The Best No-Voc and Non-Toxic Interior Paints™. http://www.apartmenttherapy.com/the-best-novoc-and-nontoxic-in-
147054

On the Moldovan market there are on sale environmentally friendly paints of 4 producers, one of them
being a local producer: SUPRATEN Baby Smile, Euroton ECO (MD), Tikkurila (Finland), Orgahim
LEKO (Bulgaria), Policolor (Romania).

On July 03.2013, S.A. SUPRATEN, was assigned to sanitary permit Nr. 2048, of NCPH (National
Centre for Public Health) to organic paint Baby Smile**. Its content includes: acrylic emulsion, pigments,
additives and organic nano - biocides. The acrylic emulsion and pigments are the main components of the
most paints, but makes it ecological the content of additives, which unfortunately is a secret production
technology and as a rule not indicated on the label.

The nano - bio- acids, in accordance with regulations, are active substances that destroy, hinder and
prevent to exercise another control of the harmful effect on any organism by chemical or biological

2! Standarde ISO.
http://www.iso.org/iso/ru/home/search.htm?qt=paints&published=on&active tab=standards&sort by=rel, vizualizat la
data de 12.04.2016
22 Standarde ISO. http://www.iso.org/iso/ru/home/search.htm?qt=paints&published=on&active tab=standards&sort by=rel,
vizualizat la data de 12.04.2016
2 The Best No-Voc and Non-Toxic Interior Paints. http://www.apartmenttherapy.com/the-best-novoc-and-nontoxic-in-147054
# Vopsea pentru camera copiilor Baby Smile. http://supraten.md/ro/catalog/otdelocinie-materiali/kraski/136039/default.aspx,
vizualizat la data de 12.04.2016
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means?®.®

Bio acids substances may act as preventive protection through a paint film or to be used as a

disinfectant for masonry surfaces, being already contaminated. For example, after destroying wall mould

and algae, we can use paint with nano - biocides that will prevent mould recurrence over a longer time?.

However, consumers’ scepticism is not groundless, as far as the compositions of organic paint contain

molecules or macromolecules of pigments being soluble only in water. There are organic and inorganic

pigments. The list of ingredients for Smile Baby doesn’t specify the pigments type, which casts doubt on

consumer purchase.

The following tables include difference between toxic pigments used in ordinary paints and natural

colours without odours and emissions that would have to be included in the ingredients of a ECO paint.

Table 2.
Inorganic pigments used for production of ordinary paints*
Pigments Adverse effect
Titanium Allergies, hormonal disorders, nervous disorders.
dioxide
Yellow and Toxic for kidneys. Short term exposure symptoms: vomiting, abdominal pain, nausea.
red cadmium Long term exposure symptoms: pulmonary emphysema, increase of blood pressure.
Green chromium | Lung cancer, chronic kidney disease, eczema, other inflammatory skin diseases.
oxide
Red iron oxide Allergies, hormonal disorders, nervous disorders.
Source: Pigments http://www.rasfoiesc.com/educatie/chimie/Pigmentii6 1.php, visualized on 12.04.2016
Table 3.

Inorganic pigments used for production of ECO paints ***

Pigments Characteristics

resistant to light, but not recommended for outdoor areas.

Tito pigments of KREIDEZEIT range are non-toxic organic pigments, which are
Tito Pigments | applied on titanium yellow pigments during wet painting. These pigments are
distinguished by high degree purity, brightness and a high coating power. They are

Blue Derived by heating up a mixture of soda, clay, and sulphur. Nontoxic (partially

ultramarine | admitted as foodstuffs colouring).

Yellow PY(1,3,13,17,55,62,65,73,74,81,83,97,109,110,111,138,150, 151, 154, 155, 168, 180,

pigments 181, 183,185,191, 194). The up to date organic pigments are used in the production
of Paints, Plastics, Inks, Textiles.

Orange PO (S, 13, 16, 34, 36,43, 64, 73). The up to date organic pigments are used in the

pigments production of Paints.

used in the production of Paints.

Red pigments | PR (3,4,48:1,48:2,48:3,48:4,49:2, 52:2, 53:1, 57:1, 63:1, 112, 122, 144, 146, 149,
166, 170,177,179, 185, 188, 194, 202, 242, 254). The up to date organic pigments are

the production of Paints.

Red pigments | PR (15, 15:1,15:2,15:3, 15:4, 15:6, 60). The up to date organic pigments are used in

pigments

Brown P Br 25. The up to date organic pigments are used in the production of Paints.

» Wikipedia, Biocid. https://ro.wikipedia.org/wiki/Biocid, vizualizat la data de 12.04.2016
26 Substante biocide SPEKTRA. http://www.culori-insorite.ro/ro/vopsele-pentru-constructii/preparate-biocide

o Generalitati. Definirea pigmentilor. http://www.rasfoiesc.com/educatie/chimie/Pigmentii61.php, visualized on 12.04.2016
%8 Descriere generala a pigmentilor. http://www.naturalpaint.ro/pigmenti/31-pigmenti-kreidezeit.html#ideal-image-0, visualized on

12.04.2016

» Pigmenti organici. http://www.naturecolours.ro/2/Materii%20prime/Pigmenti%?20organici, visualized on 12.04.2016
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Green PG 7, PG8, PG36 The up to date organic pigments are used in the production of
pigments Paints.

Violet PV 19, PV 23. The up to date organic pigments are used in the production ~ of
pigments Paints.

Source: Pigments,organici.http://www.naturecolours.ro/2/Materii%20prime/Pigmenti%20organici, visualized on 19.04.2016
General description of pigments. http://www.naturalpaint.ro/pigmenti/31-pigmenti-kreidezeit. html#ideal-image-0, visualized on
12.04.2016

Paint Baby Smile, produced by S.A.SUPRATEN, NCPH is certified for usage in children's rooms,
kindergartens, schools and other institutions for children. It contains nano — bio-acids that give additional
antibacterial properties to paint. It is hypoallergenic, of high hiding power; it is simple in handling and
application, resistant to wet attrition, without volatile organic compounds. It is odour free. Paint forms a
film resistant to fungi and to bacteria contamination®.

Baby Smile paint is intended for protection and decoration of walls in children’s rooms, kindergartens,
schools and other institutions for children. It is used for painting walls and ceilings of normal and high level
of humidity and also for surfaces subjected to frequent washing. It is perfect for painting any mineral
surfaces (concrete, cement plaster or gypsum, plates of gypsum plasterboard) and all types of wallpaper®'.

In this study we proposed to accomplish a comparison between organic paint LAKELAND, produced
in the UK and Baby Smile produced in the Republic of Moldova. It is the unique complete range of paints
without solvents. Any brand in the world it is considered to fail in approaching its unique recipe. It is
produced on the base of water, solvent-free, free of volatile organic compounds, pesticides, herbicides, and
toxins. It is considered of 7000 times less harmful than the ordinary paints. It is odour free. The Paint is
unique in the world and it has passed successfully EN 71-3 chemical test (chemical testing for compliance
to new chemical requirements for EU toy safety, in accordance with European standard EN 71 Part 3, in
force since July 2013. Heavy metals in the product are checked. For performing test to conformance
requirements, the sample must contain no more than 5% of heavy metals)?2. It means that the paint can be
used even to coat children's toys. Furthermore, compared to other eco paints, LAKELAND paint has a
maximum content pigments in its composition, which gives it more pronounced hue®.

Table 4.
Composition and Price of (LAKELAND and Baby Smile)3*

Products name Composition Price / IMDL

e Natural water, binders (based on water, all non-toxic) 199,75 MDL

e Pigmenti (yellow ochre, red ochre, etc., all pigments non - toxic | 665,12 MDL
LAKELAND e Mineral filers (limestone, clay, etc., all non-toxic)
pa?ints (United e Thickening and construction agents (wood pulp and softwood, all
ngdom) non-toxic)

e Powders waxes and textures (all non-toxic)
Baby Smile- Acrylic emulsion, pigments, ecological additives, nano - biocides 33,57 MDL
Supraten

Source: Product advice, Eco Matt. http://www.lakelandpaints.co.uk/pdf/pdf-data-sheets/Matt.pdf, visualized on 12.04.2016
Catalog Baby Smile.http://supraten.md/ru/catalog/otdelocinie-materiali/kraski/136039/ default.aspx, visualized on 12.04.2016

30 Vopsea pentru camera copiilor Baby Smile. http://supraten.md/ro/catalog/otdelocinie-materiali/kraski/136039/default.aspx,
visualized on 12.04.2016

3 Vopsea pentru camera copiilor Baby Smile. http://supraten.md/ro/catalog/otdelocinie-materiali/kraski/136039/default.aspx,
visualized on de 12.04.2016

32 E 71-3 Chemical Testing. http://www.intertek.com/toys/chemical-testing/, visualized on 19.04.2016

33 Lakeland paints. http://www.lakelandpaints.co.uk/, visualized on de 12.04.2016

34 Product advice, Eco Matt. http://www.lakelandpaints.co.uk/pdf/pdf-data-sheets/Matt.pdf, visualized on 12.04.2016
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As it shown in the table, the local producer does not indicate the pigments type neither provides nano -
biocides name. As for English leader quite the contrary wins his customers segment

Table S.
Comparison characteristics of (LAKELAND and Baby Smile) 4.5
LAKELAND Baby - Smile
Packaging Bucket of SL Bucket of 1,41,421,7L, 14 L.
Normalized consumtion for 11/135q M. 11/ 4,54 sqm.

one coating layer L/sq.m.

From 1 to 2 hours (first | On the expiry of 30 min

Drying time layer) (first layer)

4 hours — after repainting 4 hours — after repainting
Drying temperature within -5...+30°C within +5...4+25°C
Term of validity 12 months 18 months

Source: Catalogue Baby Smile. http://supraten.md/ru/catalog/otdelocinie-materiali/kraski/136039/ default.aspx
Description ECO MATT WALLPAINT. http://www.lakelandpaints.co.uk/wall-paint/matt/eco-matt-paint-5S-litres

As shown in table 4, we made effort to compare these two characteristics and parameters of these
ecological paints. Thus, there is an essential difference in indicating raw material for the product
manufacture, and namely LAKELAND is a globally recognized organic paint everything displays absolutely
the product content, compared to S.A. SUPRATEN where indicates only ingredients without getting into
details. Unlike of conventional paint producers, suppliers of natural paints undertake to declare the
composition of products, guaranteeing the materials origin.

Not always the price dictates quality, but in this case we can confirm that it is. The price of one litre of
LAKELELAND paint is of 6 times more expensive than 1L of Baby Smile. Probably would not be the case
of the purchasing power of the producing countries, but, in terms of their content, production time and
quality level correspondingly.

Packages of Smile Baby paints may be found in 4 different volume packaging, which are appreciate
positively by consumers, while LAKELAND offer a single package of SL that sometimes buyers are forces
to buy more than they need. With 1L of LAKELAND paint it may be coated 13 sq. m and with 1L of Baby
Smile approximately S sq. m. The difference is almost 8 sq. m. Drying time between the two paintings also
varies, thus we can state that the first coating with LAKELAND paint takes more drying time compared to
Baby Smile. But this thing is not a proof of quality, but of its held composition.

LAKELAND paint may be used to temperatures below zero and to very high temperatures, while Baby
Smile is limited to positive temperatures and excluding high temperatures. The shelf life is often an element
that proves the product’s composition.

'8Vopsea pentru camera copiilor Baby Smile. http://supraten.md/ro/catalog/otdelocinie-materiali/kraski/ 136039/ default.aspx,
vizualizat la data de 12.04.2016

1 Description ECO MATT WALLPAINT. http://www.lakelandpaints.co.uk/wall-paint/matt/eco-matt-paint-S-litres/

2 Vopsele lavabile. Citi'i eticeta! http://www.naturalpaint.ro/sfaturi-si-povesti/43-vopsele-lavabile-ecologice-cititi-eticheta.html,
vizualizat la data de 12.04.2016

Is it believed that natural ingredients of a product will shorten shelf life, and vice versa, replacing them
extends their shelf life. The difference of shelf life between LAKELAND and Smile Baby make 6 months for
S.A. SUPRATEN manufacturer, i.e. the product’s shelf life is longer.

Another comparison that follows in this study will be between Baby Smile paint and any others two of
S.A. SUPRATEN. This comparison is to determine discrepancies between compositions, packaging, other
parameters and different characteristics between them.
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Table 6.
Baby Smile and Romanita (differences and similarities )3 32
Baby Smile, ECO Romanita Difference
Composition Acrylic emulsion, Acrylic aqueous Ecologic additives,
pigments, ecologic emulsion, pigments, Nanobiocizi (Eco)

additives, nano-biocides additives, chalk. chalk (Romanita)
Price per 1 kg 33 MDL 20 MDL 13 MDL (ECO)
Rated consumption 0,20-0,22 kg/sq. m. 0,125-0,17 kg/sq. m. 1,42 (ECO)
Drying time 30min (first coat) 30min (first coat) +20°C, -

+20°C, 4hours for final drying

4 hours for final drying
Shelflife 18 months 18 months -
Coating temperature +5..+25°C +5...+25°C -

Source: Vopsea pentru camera copiilor. http://supraten.md/ru/catalog/otdelocinie-materiali/kraski/136039/ default.aspx
Vopsea Romanita. http://supraten.md/ru/catalog/otdelocinie-materiali/kraski/54887/default.aspx

This table represents a clear definition between the two types of paints intended for interior painting
works, and namely for: concrete, plaster or cement plaster, plasterboards surfaces. The difference is that the
range of application of Baby Smile focuses on nurseries.

The composition of these two paints coincides due to contents of acrylic emulsion and of pigments, i.e.
that the largest share of these are matching.

The price of 1liter of Baby Smile paint exceeds the price of 1liter of Romanita paint that is of 13 MDL,
probably due to the fact that prevail more expensive raw materials in its composition. Similarly, the price is
justified having in view the smaller scale production of these paints. A contribution to the pricing, also it has
the philosophy of using more manpower than automated production lines *’. The fact that consumption
quantity of Baby Smile exceeds consumption rate for Romanita paint, one may get as idea of a marketing
ploy, when a “green” paint is more expensive and its consumption exceeds of 1.42 times the consumption of
conventional paint.

And that the drying time, shelf life and application temperature is the same, it makes buyer to give up
the purchase of environmentally friendly paints. I believe that full display of the organic additives, the nano-
biocides, which are already available in the paint composition as to nano-power, of -9, would strengthen
consumer confidence.

Conclusion.

Atmospheric air pollution and health problems are the top of disasters. Ecology became notorious
agenda, and ordinary paints should disappear from the market. Paints continue VOCs emission into the
atmosphere and contribute to climate change over many years of their application. The effects on the
human body are disastrous: lung cancer, poisoning, impaired: nervous, endocrine and reproductive
systems. Proceeding out of this, followed by a communication, I drew the following conclusions:

1) Usage of ECO paint offers a variety of benefits, namely: they are non-toxic, odourless, emission-free,
low-VOCs, VOCs-free, biodegradable, dry quickly and are exposed to water vapour diffusion.

2) Ordinary paints have a wide range of toxic ingredients: formaldehyde, phthalates, VOCs, heavy
metals, organic solvents, which bring a series of negative effects on health and environment. While ECO

3 Vopsea Romanita. http://supraten.md/ro/catalog/otdelocinie-materiali/kraski/54887/default.aspx, visualized on 12.04.2016
36 Vopsea pentru camera copiilor. http://supraten.md/ru/catalog/otdelocinie-materiali/kraski/136039/default.aspx

37 Vopsele lavabile. Cititi eticheta! http://www.naturalpaint.ro/sfaturi-si-povesti/43-vopsele-lavabile-ecologice-cititi-eticheta.html,
vizualizat la data de 19.04.2016
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paints have replaced petrochemicals water matters, have low or zero level of VOCs, using natural and
renewable ingredients: casein, limestone, clay, lime, powder of various rocks (marble), vegetable oils,
organic and natural mineral pigments.

3) A method for checking the ECO paint is the label. This list should exclude ingredients of raw material for
ordinary paints. The marking on label “Soluble in organic matters” shows that product is dangerous for health.
An ECO paint label contains the information “Soluble in water”. The indication on the label of Low-VOCs,
VOCs-free, Vitality Leaf, Blue Angel, Nordic Swan or EU Eco label demonstrates this product is
environmentally friendly. However the most important detail is indication of ECO certification body.

4) On the Moldovan market ECO paints are sold by the local producer S.A. SUPRATEN (Baby Smile,
EUROTON ECO), of Finnish manufacturing Tikkurila (Flowers), the Bulgarian manufacturer Leko
(Orgahim) and of Romanian manufacturer Policolor (SPOR).

For solution deficiencies in choosing and purchasing eco paints, we are coming with the following
recommendations:

1) Manufacturers should indicate absolutely all ingredients for the organic product as potential
customers will become brand awareness, as far as transparency offers confidence.

2) Standards for quality of organic paints need to be promoted, so as researchers and consumers will be
able to trace a parallel between them.

3) We consider that the label of the ordinary paints must include useful information about the adverse
effects. That way, consumers will pay attention to conditions this product will be used.

4) It would be a useful thing for consumers that producers of paints will sustain an eco chemical test to
EN71-3, and if conditions are met a new segment of customers will be conquered.
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FACTORS THAT INFLUENCE THE COMPETITIVENESS
OF PUBLIC FOOD ENTERPRISES

PhD student Olga TABUNSCIC, ASEM

Abstract: The public food sector from Republic of Moldova is in continues development due to increasing the
number of alimentation enterprises and their ability to diversify the different types of services, which brings to the food
market the appearance of new competition. In order to have control under the development of the entity, the owners
should identify the positive opportunities and the weaknesses which could affect their business. The competitive
evaluation is the integrated activity for each enterprise, which evaluate the advantages and weak points towards the
competitors as well as the conclusions of the development and how successful was the applied strategy.

Key-words: public food, internal and external factors, competitivenes, SWOT analysis, STEP.

The public alimentation from economic and social point of view is framed into the services sector and
is completely special towards other services due to harmonious combination of production processes,
marketing and consumption. From development point of view the food market is highly influenced by
economy, living and working conditions, demographic structure, occupational profile, and mentality of the
residents as well as the development of the tourism [2].

In the current period, the public alimentation businesses from Republic of Moldova are reported to
small and mid level enterprises which hold a share of 99.2% of all the companies and are placed into the
most important services sector. At the same time many entities have low level of profitability and some of
them even record losses. In 2014, according to National Bureau of Statistics, the food companies had
registered losses of about MDL 100.4 million [9] which prove the fact that the public alimentation from the
Republic of Moldova is not competitive. All entities from alimentation sector are trying to produce different
kind of culinary goods and by commercializing them to develop and increase their revenues. However, in
order to enforce itself on competitive market, the traders should obtain at least comparable services with
other food enterprises.

The competitiveness in the market means efficiency, assurance, quality of the products, high
productivity, adaptability, success, modern management and low cost. In order to consider an alimentation
enterprise competitive, it is necessary to perform a rigorous analysis of the entire company and on its
business environment. In societies with dynamic competitions, the entities are looking for the solutions
which will bring those advantages against the competitors. Economic and technological evolution which
occurs at the end of XX century and beginning of XXI century brought the alimentation market to the new
role and importance to the entire country level by fitting the new competitiveness.
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Competitiveness occurs basically in the external environment of the company, although there is even
situation when was discovered it in the interior of the entity. Whenever the food company want to manage
properly the business it should pay attention first on controlling the development of the company and
especially on the elements that tend to destroy the smooth activity of the business. It is important to study
the advantages and disadvantages of the competitors in order to establish your strengths and weaknesses
which will lead to elaboration of the successful development strategy of the business.

In order to identify the interested problems of the business, could be applied as a research procedures
the combination of the bibliographical documentary materials and the occurred issue. The topicality of the
research. In the actual economical conditions, food services is one of the most promising ongoing
development business. The interest for dinning in alimentation enterprises is growing up due to offered
advantages: commodity, assortment, diversification of the food and drinks productions, time saving,
accessibility as well as pleasant environment.

The changes in the social and economical life from Republic of Moldova led to the development and
diversification of the food at the national level and drove the alimentation sector into the perspective business.

The alimentation market is characterized by different type of prices and products, as well as the
localization of the enterprises due to inseparability of services with the providers. The above mentioned
factors are limiting the influence of the competitors and have the impact on increasing the advantages of the
enterprises into the competitive market. In this conditions the companies’ activity should be continuous
improved as well as the strategic management. The most common tools for implementation of these
measures are: external and internal evaluations of the competitiveness of the companies with the purpose
of maximizing the criteria of the competitiveness.

The study of the subject. Analysis of the factors and the specific of the business climate from Republic of
Moldova was the subject of different studies. However, most of them focused on external factors that
determine business development and primarily on the factors that hinder their development. In the
alimentation sector literature the competitiveness of enterprises is a current topic, discussed and researched
extensively by local scientists such as Gr. Belostecinic, A.Cotelnic, C. Gutu, N. Luca as well as: J. Amelia, I.
Ansoff, G Bagiev, R. Waterman, E Golubkov, A.Gluhov, A.Gradova, I. Maximova, M. Porter, S Prahlad, R
Pascal T. Peters, N. Patsy, N Shaydurova, A Yudanova, N Yashin and others. However even though, the
competitive factors were not identified and analyzed fully into one detailed study.

Goals and objects of the study. The goal of the research is to propose theoretical approaches and
methodological tools to identify and analyze internal and external factors of the competitiveness of the
food enterprises and developing them efficiently.

Object of the research is different types of enterprises which provide public food services for the population.

The subject of the research is the internal and external factors which influence the level of the
competitiveness of the alimentation enterprises.

Basic theoretical and methodological research is the made by constitution of local and foreign scientists,
which are studying the subject, the material of the periodic publications, scientific conferences and practical
application of the competitiveness in food marketing. In order to finalize the study will be used historical
approaches, systemic and researching methods SWOT and STEP.

In the current period of time is growing considerably the interest in developing the public alimentation
enterprises and to diversify the range of offered products. The competitiveness is precisely the key of the
entire business on which all the economic agent rely.

At the moment, the alimentation sector from Republic of Moldova is in continuous development, being
explained by increasing the numbers of the food companies, diversification of the used services and the types of
the public alimentation enterprises which lead to high competitiveness between them. The companies involved
in the competitiveness should concentrate on all the activities which are deployed in the interior of the company
but at the same time to develop the strategy which will lead to the long term activity of the company and will
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grow their position in the market as well as the revenue. Diversification of the public alimentations services is
characterized by unstable demand, consumer habits, their social status, combination of the products with the
organization services of the consumption and others. Above mentioned factors will determine the durable
competitiveness on the local markets of the alimentation enterprises.

In the current period the enterprises market of public alimentation from Republic of Moldova is
suffering significant qualitative change by implementation of the new production technologies and services.
According to the General Trade Center, the largest share from alimentation services are belonging to the
coffees bars, restaurants and terraces.[8]. At the same time is in continuous development the services like
corporate and family catering as well as new restaurant which will allow you to taste all their dishes for a
fixed amount of money. The availability of the alimentation services depending on the population income
and since consumers are more likely to benefit from these services the enterprises will grow their revenues.

At the same time the development of the public alimentation enterprises is strongly influenced from a
number of factors which was identified and classified. In the scheme 1 there are exposed the external and
internal factors which influence the public food enterprises.

‘ External Factors
v v v v
Political Economical Finan}ial Socio- J' Geographical Infrastructure
Demographical | and Natural
v v v v v v
Documents that [Economic The taxrate, [The number of the [Location, weather [The presence of
regulate the indicators of availability of | population, the conditions, shopping
operation of development credit, the quality of life, compliance with | centers,
enterprises, of the branch, | financial population the environment. | schools,
creatinglegal | various condition of | revenue and kindergartens,
conditions for | property types, | the enterprise staff. transport
functioning, presence of company, availability,
consumer competitors. the price population
protection. category of density.
businesses.

1 T ) T 1 i

f

Activity of the Public Alimentation Enterprises

'

! ‘ ' ! ' v !

The Organizing Dish Service Organizing | Material and Formation of
presence of: | entertainment, | photos, quality and the technical basis, | corporate
Billiards, live music, wine production production | during the culture, and
VIP festive party bookand | management. | and modernization | organizational
Lounges, and events etc. | call offering of equipment, | management.
Wardrobe buttons. new production
etc. services. expansion
possibilities.
¥
‘ Ctmpetitive : ! ‘ PrT)duction : ‘ Organizational :
f f t
‘ Internal Factors

Figure 1. The Factors that influence the development of the public alimentation enterprises
Source: Processed by the author based source [S].
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In the research “Quality, productivity and the competitiveness of the enterprise” written by Grigore
Belostecinic it is mentioned the fact that analysis of the competitive enterprises suppose to characterize the
factors which influence the attitude of the buyers and consumers towards their own businesses. In fact the
main groups of the factors which influence the attitude of the consumers are:

« sales conditions: discounts including the big volume once, seasonal discounts, anticipated payment
benefits, special discounts etc..

« sales network organization: placing the trade entities and their access close to the customers,
demonstrating the products in the show room.

« Advertising and public relations: company image among consumers, its products, branding etc. [7].

M. Porter mentioned that in order to understand the competitiveness, you have to understand the
basic economic alimentation sector. In all Economic sectors, there 5 forces which lead the competitiveness:

1. Risk of competitors’ appearence.

The ability of suppliers to negotiate.

Strive between already existing competitors.
Ability of byiers to negotiate.

. Danger of substitutable goods and services.

AT

If the appearance of these factors occurs in public alimentation market, there are unlimited competitors
which could gain high profits from invested capital. The rule of S forces determine the effectiveness of the
branch because they could dictate the prices of the company, the expenditures that they have to support
and the amount of the necessary investments in order to be competitive towards another once. The risks of
new competitors’ appearance shrink the general potential of the actual companies, because the new entities
are trying to implement in the sector new technologies in order to obtain a part of the marketplace. Some of
the competitors are reducing the revenue by lowering the prices in order to keep the capacity of
competitiveness and in order to be able to pay the cost of marketing, sales, technical and scientists’
researches. Enterprises positions on public service alimentation market have the competitive advantages of
two types: differentiation of the goods and lowering the prices. By lowering the prices the enterprises have
the possibility to commercialize their products towards the profit.

Therefore the different products mean that the consumers have better selections and unique products
accessibility. The difference will allow the enterprises to dictate the higher price on the market, even though
the costs of production could be similar to another once.

Considering the factors of the competitiveness, the medium and small enterprises was characterized by
the local and foreign scientists by utilizing the SWOT methodology, which showed that entire business has
strength and weak points, the new opportunities and emergent threats.

Checklist and the indicators of the research is elaborated by the author and are listed in Table 1.

Table 1.
SWOT Analysis of public alimentation entities.

S. | Strength w Weaknesses

1. | Insignificant number of 1. Weak resources compared with the competitors
complaints/returned dishes. which operate in the market longer.

2. | Presence of the room for the smokers 2. Effective use of the marketing tools in the current
and non-smokers. activity.

3. | The assortment of dishes and drinks. 3. Higher price compared to the competitors.

4. | Live music. 4. Low fonic isolation.

S. | Preventively served dishes. S. Lack of modern communication (WiFi etc.).

6. | Wide range of high quality wines and T Threats
other alcoholic drinks.
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7. | Thelow average of time for the 1. Appearance of the new competitors and
customers’ service. strengthening the position of the existing once.

8. | Large number of suppliers. 2. Changes in customer preferences.

9. | Modern equipped kitchen facilities. 3. Increasing the competitiveness and the expansion

network.

10. | Organizing celebrations. 4. Competitors diversified offers.

11. | Presence of the cloakrooms. S. Active advertisement of the competitors.

12. | Discounts. 6. The demographic situation.

13. | Organization of the enterprise
networking.

14. | Possibility of view the preparation
process of the food.

1S. | Effective management.

16. | Qualified personnel.

Oportunities

The use of advanced technology, modern communications.

Development of the new market segments.

Increasing the possibility of costumer purchasing.

hospitality and kindness.

(0)

1

2. | Increasing the number of qualified specialist for schooling the new once.
3

4

5

Improving the culture of communication between waiters and customers, creating the atmosphere of

Develop and implement menus for children’s, organizing special entertainment programs for children’s.

Fulfillment of certain demands on the products preparations.

Presence in the menu of vegetarian and dietetic food for the children.

Do N o

parameters.

Good ventilation and conditioning system which provide admissible temperature and humidity

10. | Introduction of the new technologies in order to keep the customers.

11. | Indication of culinary energy values.

12. | Implementation of quality management system.

13. | Catering services.

14. | Implementation of the new forms of deserving such as: self - service, FreeFlow etc.

1S. | Equipping the unit with new modern equipments.

In order to analyze the external factors of the competitiveness of public alimentation enterprises from

Republic of Moldova was used STEP research methodology. External factors were grouped such as:

political, social, economical and technological and are shown in the table 2.

Table 2.

External Factors of the competitivness from Republic of Moldova

Political ‘ P

Economic | E

Legislation of alimentation enterprises (Decision on the provision
of alimentation services No. 1209 from 08.11.2007, the Law
No.105-XV from 13 March of 2003 on Consumer Protection, Law
No. 78-XV from 18 March 2004 on foodstuffs etc.).

I State support of small and medium units-Governmental
Decision on the approval of the strategy to develop the sector
of small and medium enterprises-sized for 2012-2020, No.
685 from 13.09.2012.

i

F The inflation rate of the country.

I Increase the price of the raw material and natural
resources.

I Increase the lease rates.

E Declining the power of purchasing.

I The appearance of the new competitors.

I Business access to the capital.
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Social S Technological T
I Changes in food preferences of the population. I Development of competitive new technologies
E The demographic situation in the country. (use of modern machinery, which speeds up the
I Revenues and expenditures changes. cooking time), economical equipment in terms of

energy consumption, natural gas.
E Implementing new software.
F Information and Communication. The impact of

the Internet.

To be noted that the significant impact on the alimentation market all over the world and respectively
in Republic of Moldova suffered from global economical crisis from 2008-2009. In this period of time the
structure of the public alimentations suffer many changes. The number of expensive restaurants was
reduced and the highest stability entities are the quick food service. During the world wide economical
crisis the biggest share of food market return to the fast food businesses which is explained by decrease in
the net income of all population. The second place is held by the restaurants with medium prices since the
elite restaurants were requested by narrow segments of the customers. Due to the crisis the customers are
oriented on quality culinary products not on the prestigious restaurants and lead to more economical style
life. Therefore the factor of success of an alimentation enterprise market is to increase the demand at the
country level.

Conclusions

Following the analysis of the current situation, can be seen an unfavorable situation for many factors
which influence the public food enterprises competitiveness from Republic of Moldova. Despite to
registered progresses, in relation to the privatization of the sector, the access to the enterprises capital
remains still limited. In some cases by Ussing the old technologies and equipment lead to negative impact
on the development of the business. The public alimentation sector is affected because of the absence of
specific financing instruments, as well as support on competitiveness of the market, same as limited
accessibility of the new technology and in some cases the lack of experienced personnel. Even though, an
analysis of factors is required in cause of changing the situation (arrival of the new stronger
competitiveness, simplifying the regulatory environment which removes many actual competitive factors,
worsening macroeconomic situation etc.). Due to those factors on the market will remain only the
enterprises which will be capable to compete with other partners.
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BRAND EQUITY AS A DISTINCTIVE AND POSITIVE EFFECT OF BRAND USE
PhD student Igor BELOSTECINIC, ASEM

The most ‘powerful’ brands with the highest brand equity have a large number of loyal consumers. Some
analysts consider trademark to be the most important and the most durable asset of a company. Thus, a strategic
brand management shall be focused on increase of period of brand loyalty on the part of customers. A critical
decision on the stage of establishment of any company, classified as fundamentals of brand management - is either
to use branded products, create “vivid” brands and increase their brand equity, or to produce “dull” nameless
generic products. That is why in the middle of 20th century the concepts of brand image and brand capital were
introduced.

Key words: brand capital, brand image, brand strength, brand equity, brand value, branding, marketing,
trade mark

Introduction

The degrees of acknowledgment and brands’ influence on the market are different. Some brands are
simply unknown to the majority of customers. While in regard to others consumers show rather high level
of awareness. The third ones are characterised by high level of acknowledgement. The fourth ones have high
purchasing prefer ability. And lastly, there are brands that have loyal regular consumers. In marketing
literature, one can find a fair amount of concepts related to the term “loyalty.” Back in 1923 there was the
first attempt made to define the “brand loyalty” on the part of consumers. The definition of loyalty was fairly
simple: “A consumer loyal to a brand - is a person who buys your brand in 100% cases” [1.3, p. 29]. When
loyalty grows, the consumers tend to perceive competitors’ actions less.

Loyalty in the majority of cases is associated with a repeat purchase. A consumer pursues the
pattern of repeat purchase because namely this trademark meets his/her requirements well, or because
he/she forms a personal commitment to a trademark. How can we appreciate this loyalty? Can you increase
sales and price for your brand without considerable growth of product cost itself, stimulate consumers to
buy namely your brand, to cause among the customers high level of commitment and a dependence from
your brand, pleasant for them? That is why, in the middle of 20th century, marketing specialists have started
to single out this loyalty, to materialise and define it. Thus, the concepts of brand image and brand equity
were introduced.

The concept of brand equity.

The awareness index is one of the key marketing indexes, since awareness affects the amount of
purchases being made. In order to determine the contribution from each type of intangible assets to
company value, one should appraise their value.

In 1950’s David Ogilvy suggested the “brand image” concept. In 1980’s, business leaders have observed
that brands are sold and purchased for great amounts of money. The difference between brand evaluations
carried out for entry into the balance sheet and price that a buyer is ready to pay for this brand, is with
increasing frequency attributed to “brand value.” Brand stopped being abstract and turned into an actual
object, having real value for its owners. This re-evaluation of brand’s meaning has manifested itself in the
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fact that the traditional “brand image” term was with increasing frequency substituted by its financial
equivalent - “brand equity”.

The first one to articulate the concept of “brand equity” was David A. Aaker. According to his
definition, brand equity is a total of assets and liabilities related to brand, its name and symbol, which
increase or diminish value, provided by company’s product or service and (or) its consumers. [1.1, p. 7]
Assets and liabilities, underlying brand equity, can be grouped into S categories: brand loyalty, brand
awareness, perceived quality, evoked associations, other branded assets (patents, relations in channels of
distribution, etc.).

In 1996, Paul Feldwick specified the following components of brand equity [1.8, p. 34]:

- total value of a brand as separate intangible asset, which can be included in company balance (brand
value; namely this concept is called the brand valuation);

- the degree of consumers’ attachment to brand (brand strength, alias brand loyalty);

- the total of consumer’s experiences and associations evoked by the brand (brand description or
brand image).

It is quite difficult to extract the part of value created by a certain intangible asset, and it is difficult as
well to determine if an intangible asset (or assets) participates in creation of such value. Theoretically, a
brand value is defined as a difference between branded and regular goods.

Brand equity - is the positive distinctive effect expressed by client’s response to a product or service
due to their well-known name. High brand equity (as a result of consumers’ high awareness and loyalty)
allows company to reduce marketing expenditures, gives it leverage to affect distributors and retail trade,
allows setting higher prices (branded product is usually perceived as a more qualitative one), allows to
easily expand the assortment of branded products (brand enjoys consumers’ trust) and serves as a
protection in conditions of intense price-based competition.

The importance of brand creation and management for increase of brand equity.

Consumers like myths; they love to create new ones, enjoy their creations and perpetuate them. The
people of the Bronze Age, having no television, had to personify trees, water and rocks around them. They
understood that these are only trees, water and rocks, but still anthropomorphised everything they were
surrounded by. Brand equity - is the quintessence of trademark benefits. Simply said,

Brand = qualitative trademark (economic value of a product) + Price (profit) + Brand Image
(brand equity or extra profit)

It was not brewers who got the idea to add lemon to Mexican beer. It was borrowed from tequila
lovers; for consumers such unusual combination simply meant “Mexico.” When Corona brewing company
found out that such beer is popular in California, it strived to spread the rumour about the novelty all over
the world. Brand equity - the main value of a trademark. For instance, if Intercontinental Hotels hotel chain
buys a suitable building from Bloggs City Centres Company, it plans on setting higher prices and on better
supplying consumers’ wants. The brand itself - the name ‘Inter-Continental’, adds value to company
business. Let us consider a simple example. Let us suppose that Company ‘A’ has its own capital (or total
assets excluding total financial commitments) in the amount of $100 Mio. It finds the Company ‘B’, which
possesses few well-known brands and is ready to buy it for $ 400 Mio, considering future profits for the
Company ‘A’. As a result, in the net balance, after settlement of transaction, tangible assets of the Company
‘A’ constituted $350 Mio, which shows us that the brand equity of the Company ‘B’ constituted about USD
150 Mio, and the other USD 250 Mio - is tangible assets.

Brand specialists, for example, of Apple Company, know, that customers associate their well-known
brand with user convenience, innovative solutions elaborated to the last detail; that is why all of their
products, and especially - the iconic IPhone, give consumers namely those feelings they associate with the
brand. The smashing success of IPhone and IPad has attracted more attention to the rest of Apple products.
Many agencies in the world use various techniques for valuation of top world brands with the highest brand
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equities. For instance, American Forbes published [3.,1.] the rating of 100 most expensive world brands in
2018S. The agency took into consideration companies’ profits for the last three years and coefficient of brand
influence on profits in various branches. There are the brands of 15 countries and 20 branches presented in
the top 100 list of the most expensive brands. Almost the half of the list is occupied by American brands, the
rest are European, Japanese, South-Korean, etc. Mainly the high-technology brands prevail.
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Figure 1. Top ten brands with the highest brand equity in 2015, according to Forbes

In our opinion, high brand equity means clients’ expectations, their wants and feelings turned into reality,

their association during purchase and use of a brand with something very important, interesting and best.
Conclusions

The most ‘powerful’ brands with the highest brand equity have a large number of loyal consumers. Some
analysts consider trademark to be the most important and the most durable asset of a company, lifetime of which
considerably exceeds the time of existence of products made and the companies itself. However, power and
influence of a trademark lie in customers” loyalty. Thus, a strategic brand management shall be focused on
increase of period of brand loyalty on the part of customers, and trademark management becomes one of the most
important marketing instruments. A critical decision on the stage of establishment of any company (see figure
2), classified as fundamentals of brand management - is either to use branded products, create “vivid” brands and
increase their brand equity, or to produce “dull” nameless generic products.

pro
@ MARKETING
( agency

Planning of new brand's [ Release of goods/generic services J
birth” /creation
Creation of abrand Creation of a Constant reconsideration of
2 brand portfolio all existing branding strategies
™ 7
Development of brand/brands, Establishment of
conjuncture monitoring o strong brand/brands

Figure 2. Generalized diagram of strategic brand management
Source: designed by the author
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Brands creation and support, increase of brand equity imply the following benefits:

1. Higher price level - demand for branded products is characterised by a lower price elasticity.
Costumers are ready to pay for warranties and unique features of a branded product, even if its price
increases.

2. Higher sales volume - Many renowned companies do not increase prices for branded products,
but work “on scale.” Thus, reputation of McDonald's and Ford brands allows companies to sell a
considerable amount of products, if compared to less powerful trademarks.

3. Cost reduction. Costs per piece of branded product are considerably lower than those per its
generic competitor.

4. Increase of assets usage rate. The economies of scale allow reducing basic and working capital
expenditures, due to faster circulation of end products and stocks; equipment downtime is practically non-
existent. Powerful brands allow companies to dictate terms to distributors due to high demand for branded
products.
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PREMISES FOR EDUCATIONAL MARKETING DEVELOPMENT
IN THE REPUBLIC OF MOLDOVA

PhD Student Lucia CASAP, ASEM

Once with the advent of marketing as a science, this area experienced a multilateral development, both
horizontally and vertically. Thus, from the commercial area, it was extended in the social area, including in
education. About educational marketing in the Republic of Moldova has begun to discuss recently. Many analyses
of this subject are encountered at the level of higher education, but topics such as - which were premises for its
occurrence in the Republic of Moldova and the causes of the uneven development in different levels of education,
were not analysed systemically. At the same time, the chances of occurrence and development of educational
marketing in Moldova on each education level were not been quantified.

Key words: educational marketing, the premises of educational marketing, the educational levels, the
Republic of Moldova

As is well known, marketing originally appeared in the commercial areas, later this was extended to
social areas. In Moldova the marketing setting up held initially by expanding its optics and specific activities
to a large number of enterprises and in more and more fields. For the first time a marketing course was
delivered in 1990 at the Faculty of Commerce at the State University of Moldova. With the establishment
of the Academy of Economic Studies of Moldova, it opened in October 1991 the “Marketing” faculty.
Currently, the “Marketing” discipline is included in the study plans of all higher education institutions in
the field of economics and in some colleges [1 p. 25].

The educational marketing occurred as a necessity to improve the educational services market. If
education was previously seen from the perspective of the public activities, at present, considering the
emergence of private educational services, globalization and migration of the population, we can talk about
a market of educational services. Here it needs to be noted that, depending on the degree of educational
services market development in different countries, can also speak about a certain degree of development of
the educational marketing.

The educational marketing definition was given for the first time in 1985 by Kotler and Fox: “The
analysis, planning, implementation and monitoring of programs to ensure the voluntary exchange of values
with target market to achieve institutional goals. The marketing involves the design and management of the
educational institution so as to meet the needs and expectations of the target group and the use of effective
ways of valuing, communication and distribution of educational products and services to serve, motivate
and inform the community” [2].

Thus, some models of economic analysis in marketing were taken and implemented in the educational
field. According to A. Noles, there is a similarity between the model:

(Com D Comoin

Figure 1. The market analysis model in the economic sphere and the model:
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Educational
products

(Didactical staff) value (Consumers: pupils, students)>

Figure 2. The market analysis model in education

Considering the education similar to any other consumer goods, allows the use of indicators: cost/
price, profit [2 p. 82].

Although the concept has been developed already in 1985, about educational marketing in Moldova
has started to speak only in 2010-2012, along with the discussions at European level about the development
of a knowledge based economy.

According to the PhD Catalin Glava lecturer, the educational marketing premises are such phenomena as:

- The ongoing decrease in the number of pupils;

- Increasing the autonomy of educational institutions;

- Increasing competition not only between private and public, but even among public schools;

- Expectations diversification of the future beneficiaries.

The implementation of marketing within the organization involves the creation and adoption of a
marketing system that reflects its particularities and regard: the conception, the philosophy that guides the
organization's work embodied in its orientation to the customer, focusing on satisfying his desires; strategy,
tactics and management skills of professionals in order to achieve those four objectives, namely: maximizing
consumption, consumer satisfaction, the consumer choice and quality of life [4 p. 43].

Perception of educational services as a good or service should not only be of high quality and customer-
oriented, satisfying its needs, involves a set of changes both in the provision of educational services, as well
as the way of addressing the institutions to potential 'clients', applying marketing strategies for the
educational institutions. Focusing institution knowledge and meeting the needs of its beneficiaries does not
mean that the institution will neglect its distinct mission and competences in order to offer only educational
programs that are fashionable at some point, but rather, the institutions will seek consumer education to be
interested in its current and then will adapt this offer to make it more attractive.

The educational process analysis in terms of the relationship teaching-learning-evaluation, focusing on
changes made on the pupil / student personality and the labour market - the institutions client, entail a
change in the trainer-beneficiary relationship perspective of educational services, causing “customer” needs
orientation and the use of marketing strategies for the educational institutions [4 p. 44].

But what are the factors that contribute to the development of educational marketing in Moldova?
Why some institutions succeed more significant than others? Why educational marketing phenomenon
persists in a significant proportion in some levels of education and is almost non-existent at other levels?

Identifying the response to this set of questions will make clarity about how to implement both
educational marketing in institutions and will help to identify the gaps that hinder the implementation
approach in institutions that do not have an such approach.

A first task is to identify the premises for this phenomenon on each education level. For a better
information structure will be used the analysis on each education levels.
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1. Preschool education
1.1. The on-going decrease in the number of pupils
The decreasing number of children in the preschool is not acutely felt by the managers from this

system. As can be seen in the graph below, the preschool soon face the problem of incapacity to ensure all
potential customers with seats than a lack of customers.

Thus, for example in 2014, the number of children aged between 2 and 6 years was 193.5 thousand
people, while the number of available seats was 172.7 thousand. However, even this number of seats was
not fully covered. The explanation for this may be the fact that, while some institutions, especially in rural
areas face a lack of children, being forced to have mixed groups according to age or language criteria; in
other regions, particularly in urban areas, they are experiencing with the inability to provide all interested
persons with places in kindergartens. The large number of children of this age is explained by the relatively
low number of those who migrate, but also the result of demographic boom in the years 1984-1986.
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Figure 3. The number of children of preschool age, number of children enrolled in the system
and number of seats available

Source: The National Bureau of Statistics [S p. 144]

1.2. Increasing the autonomy of educational institutions

The preschool institutions have neither financial autonomy nor self-management services. However, it
is worth mentioning that the vast majority of institutions have parents associations that contribute to
creating monthly financial fund that is autonomous administered by institutions. Thus, pre-school
education has a chance to compensate those public finances resources necessary to adjust strategy guidance
to potential customers. However, being a market dictated by bidders, while the demand is greater than
supply, there are not too frequent cases where this happens.

1.3.  Increasing competition not only between private and public, but even among public schools

In 2008, in Republic of Moldova was only one private kindergarten [6 p. 6]. Currently the, their
number is growing, reaching dozens. However, the capacity of private institutions in number of seats and
monthly prices ranging from 100-450 Euros, make the competition from the private sector for public
institutions to be insignificant one. At the same time, as was noted above, the incapacity of public
institutions to absorb the total number of potential customers - children, makes this particular market to be
dictated by the bidders.

1.4. Expectations diversification of the future beneficiaries

The result of an imbalance in favour of the offer, potential beneficiaries do not really can diversify their
expectations. Even at international level, the preschool education institutions are not forced too much to
diversify the offer, unless if there are talking about private institutions, which for an appropriate price tend
to adjust the services to the customers demand. This level of education is probably the most populated and
with few alternatives or a high price, has the lowest premises to integrate the educational marketing.
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2. Primary and secondary education
2.1. The on-going decrease in the number of pupils
The situation in primary and secondary education is different. At this level of education can be seen a

dramatic decrease in the number of pupils from 461 thousand pupils in the academic year 2007-2008 to
340 thousand pupils in 2014-201S. The exact number of places in schools is unknown, but considering that
since 1990 the school population was halved [6 p. 1], it can be appreciated a significant impact of this
phenomenon on the need for measures to increase the attractiveness of institutions from this level of
education. The impact of decreasing the number of pupils in institutions is bigger, since in 2015, for this
level of education was introduced the per capita funding. Thus, the institutions with a continues decline of
number of pupils are put in front of smaller budgets. The need for such measures is undeniable, and
managers of institutions must operate in a increasing competitiveness from both type of institutions -
private and public ones, to attract a greater number of pupils.
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Figure 4. The number of pupils in primary and secondary educational institutions

Source: The National Bureau of Statistics [S p. 149]

2.2. Increasing the autonomy of educational institutions

Being a compulsory education level, which mostly cannot generate extra income, primary and
secondary education is and will probably remain managed centrally or locally. Thus, institutions from this
level have not too many chances of self-managed both, finances and services. The number of institutions
that succeed excel and maintain itself in an attractive manner to potential customers is very low.

2.3. Increasing competition not only between private and public, but even among public schools

Considering that from 2015 was introduced the per pupil funding, the competitiveness of this market
increased and probably in the near future will be able to follow an increasing tendency of customer
orientation within the institutions of this level. Also, the growing demand for qualitative services willingness
to offer an appropriate price for them, make the number of private institutions at this level to grow. In 2015,
in the Republic of Moldova activate about 19 private institutions, but all of them were located in urban
areas. It should be noted that admission to study at an institution or another is currently regulated by the
public authorities. Thus, children are mainly distributed at the institutions based on residence permits, fact
that reduces the competition in this market to a certain extent.

2.4. Expectations diversification of the future beneficiaries

As it was mentioned, currently parents tend to provide their children high quality educational services.
This is assured either by prestigious public institutions that put in the front the pupils and parents,
providing high quality services or a package of additional services; either in private institutions which offer
high quality services in classes with few pupils and various additional services packages.

3. VET education

3.1. The ongoing decrease in the number of pupils
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In VET education, the reduction of pupils is dramatic. Thus, during 2008-20014, the number of pupils
from this level has decreased from 51124 pupils, to 42713. According to some estimations of network
adjustment to the current number of pupils, it has been found that they are under populated by about 1/3
of full capacity [7 p. 172]. The influence of demography, migration, globalization and lack of attractiveness
is felt more deeply at this level of education.
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Figure 5. The number of pupils in VET institutions
Source: The results of VET institutions mapping [9 p. 30]

3.2. Increasing the autonomy of educational institutions

Although VET education is currently managed at both, the programs and financial levels by the central
public administration, there is a tendency to pass this level of education to autonomy. Thus, every manager
in the near future will be able to manage the institution in terms of autonomy. Perhaps this will affect in a
good way both, the beneficiary service packages offered to customers - the pupils and the quality of services
as aresult of continued growth in competition.

3.3. Increasing competition not only between private and public, but even among public schools

Once with starting reform in this sector, from 2014, at this level of education, also is trying to introduce
funding per pupil. At the same time, these institutions compete directly with private institutions, which are
down from 6 institutions in 2007-2008, to 4 institutions in 2014-201S; and indirectly with high schools,
institutions from abroad, with non-formal education, but also with the superior ones. Thus, the managers of
these institutions urgently need to implement new approaches to attracting and retaining students in
institutions. However, this level of education is financed mainly from the state budget, therefore, managers
are less constraints compared to, for example, those in the higher education.

3.4. Expectations diversification of the future beneficiaries

Having a choice under certain conditions between VET schools and higher education, or between
several professions, students and their parents have increasingly higher demands. However, given that
education is compulsory up to the age of 18, and for admission to high school or higher education
institutions require some drastic requirements, students remains not too many options to get a profession.
Therefore, until the final transition to per capita funding and autonomy in management, the customer
orientation at this stage remains in pending.

4. Higher education

4.1. The on-going decrease in the number of pupils

As it can be seen in higher education, the decreasing in the number of students from 2007 to 2015 is a
dramatic one. Although there is no available information on completeness of their potential seats in
institutions, however, it looks like that, given the insignificant variation in the number of institutions of this
level, about 31, the impact of decreasing number of students is a significant one.
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Figure 6: The number of students in higher education institutions
Source: The National Bureau of Statistics [S p. 161]

4.2. Increasing the autonomy of educational institutions

Currently, the higher education institutions have the greatest degree of autonomy compared with other
levels of education. This allows managers to adjust the service packages and prices for places with tax so that
they can become competitive in this market.

4.3. Increasing competition not only between private and public, but even among public schools

This level of education most probably faces increased competition. As it shown in the figure below,
only in Moldova, in addition to the 19 public institutions in 2014-201S there were 12 private institutions.
At the same time, the competitors for this level of education are institutions from abroad that, once with
globalization and migration, and visa liberalization, have become extremely attractive to students. The
diversification of study programs at the higher education institutions represents a challenge for the
institutions that were once specialized by various fields.

With falling rates of students who manage to pass the baccalaureate, a precondition for accession at the
higher education institutions, the VET institutions also became indirect competitors of higher education
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Figure 7. The number of public and private higher education institutions
Source: The National Bureau of Statistics [S p. 161]
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4.4. Expectations diversification of the future beneficiaries

Being adults, with a multitude of options, students and their parents have increasing demands for quality
and services package offered by the higher education institutions. Thus, to cope with them, universities
managers are forced to improve the service packages and apply an mainly client orientated approach.

Doing a summary table for the exposed and applying the principle of modeling we can determine
which level of education has the highest potential for educational marketing and which one has the lowest
level perspectives for this phenomenon.

Thus, considering for each level of education the premises on a scale from 0-3, where 0 - lack of premise, and
3 - ahigh degree of the premise development; after summing up the results, we can get a rating.

Primary
Preschool and VET Higher
education | secondary @ education | education
education
The ongoing decrease in the number of pupils; 0 2 2 3
Increasing the autonomy of educational 0 0 ] 3
institutions;
Increasing competition not only between
private and public, but even among public 1 2 2 3
schools;
Expectations diversification of the future
L 1 2 1 3

beneficiaries
Total 2 6 6 12

Figure 7: The model of premises development evaluation of educational marketing on different

levels of education

Source: developed by author

As it can be seen in the model above, higher education had all the premises for the development of
educational marketing, which is currently fully felt, although not at full capacity. Also, both primary and
secondary, and VET education are halfway to their full potential in terms of conditions for the development
and implementation of educational marketing. Unfortunately, the preschool is the only step that has
underdeveloped all the premises for implementation of the educational marketing, which is fully felt by
potential customers, parents and children.

This model allows us to quantitatively evaluate the readiness of the educational services market in
Moldova, disaggregated by level of education, the enforcement and implementation of educational
marketing. At the same time, the analysis of each individual indicator allows us to identify gaps and
determine where there is potential for development of the premises, so that in the nearest time we can talk
about a veritable educational marketing in the entire education system.
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STRATEGIC ASPECTS OF NATIONAL TOURISM SECTOR
MANAGEMENT IN GREAT BRITAIN

PhD student Irina CROTENCO, ASEM

In the current paper is presented the state of tourism industry in Great Britain and country’s place in the
global tourism; are analysed strategic aspects of Britain’s tourism sector management. Are made conclusions and
suggested recommendations on adaptation and implementation of the UK’s experience in the tourism
management of Moldova.

Key words: strategic management, strategy, tourism, tourism sector management in Great Britain.

Introduction. In modern global economy, tourism and its international component occupy an
increasingly important place. Today global tourism represents 10% of world GDP (direct, indirect and
induced), every eleventh workplace, $1.5 trillion in exports, 6% of world’s exports and 30% of services
exports [2]. Such a significant role of tourism causes increasing attention to the progress of industry and the
creation of the strategic development mechanisms of the national tourism sectors.

Strategic management can be defined as a system of actions required to achieve stated objectives with
limited resources. Region (country, municipality, village or municipal district, locality) occupies one of the
most important places in the system of strategic management objects. Strategic management of the region
represents the development of the mission, the most important goals of the region and ways to achieve
them, which ensure its development in an unstable environment by changing the region itself and its
external environment. Selection of priority objects of strategic management in the region is advisable to
focus on the use of international experience and practice of competitors in the regional market.

Among the most developed countries in terms of tourism in the European region should be mentioned
Great Britain. It is ranked eighth in the ranking of the most visited countries in the world and fifth in Europe. In
2014, the number of international tourist arrivals in the UK increased by 5.0% and reached 32.6 million.
Revenues from tourism, achieved by Great Britain, increased by 4.8% and amounted to USD 45.3 billion [3].

The study of the strategic aspects of national tourism sector management in Great Britain gives the
opportunity to gather the advanced experience of management technologies in this area and to make useful
recommendations for the national economic system of Moldova.

Study of the problem. In spite of Great Britain’s high ranking in the list of most visited countries in the
world, there are still many opportunities of growth in Britain’s tourism sector. That is why in April 2013, the
UK Secretary of State of Culture, Media and Sport announced the launch of a long-term tourism
development strategy — A growth strategy for inbound tourism to Britain from 2012 to 2020. This strategy
has been prepared by VisitBritain and presented under the title “Delivering a Golden Legacy” [4].
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Strategy developer (VisitBritain) is the national agency of tourism in the UK. This executive non-
departmental government body, under the auspices of the Department for Culture, Media & Sport
(DCMS) of the UK Government, one of 24 ministerial departments of the first level of government. DCMS
is the government department responsible for Travel & Tourism in the United Kingdom. Tourism is a
devolved matter in Scotland, Wales, Northern Ireland and Greater London, but DCMS retains
responsibility for tourism in England outside London and for promoting Great Britain overseas. There are
also a wide number or regional departments and local authorities with responsibility for tourism to their
specific area [S].

The goal of the strategy is to attract 40 million visitors (in 2014 — 32.6 million) and to achieve revenue
generated from incoming tourism in the amount of £31.5bn (in real terms) by 2020. Reaching 40 million
visitors by 2020 represents a significant increase in tourism indicators in the UK, compared to the current
level, which will be represented in:

e 8 million additional visits per year in 2020;

e additional income from tourism in the amount of £8.7 billion per year (in today's prices);

e  ensuring 200.000 additional jobs per year across the UK.

A growth strategy for inbound tourism to Britain includes 4 main directions:

e  Increasing the attractiveness of the Great Britain’s image in the views of foreign travellers;

e  Expansion of the range of offered tourism products;

e  Activation of trade tourism products through various forms of advertising — brochures, websites,
exhibitions, package sales, etc.;

e  Simplification of tourist trips in the UK (normative base, transport, visa regime) and the
expansion of transport capacity.

Strategy structure consists of S parts:

1) Executive summary

2) Setting the scene

The Government Tourism Policy

3) Where we are

Tourism, growth and jobs

Competition — Britain’s position in the global marketplace

4) Issues to tackle

Factors impacting competitiveness and strategy

Britain’s core markets

S) Where we go from here

Ambition

Strategy — policy, activity, VisitBritain organisation

Current global trends in the world economy have become the basis for the development of the tourism
development strategy of Great Britain. Special attention authors paid to the following tendencies:

e Increasing competition scale and investment volumes into tourism;

e  Political changes carried out by competitors in order to attract visitors;

®  Heterogeneity of economic development on a global scale (regions, countries);

e  Increasing range of travel destinations;

e  Global population relocation to the cities.

There are different factors that make Great Britain attractive to tourists and that help tourism industry
develop. They can be classified as opportunities that help Britain prosper in this field:

e Large global aviation route network helps to receive large amount of tourists from different
corners of the world without delays and multiple transfers from one flight to another;
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e  Strong associations with culture and heritage — Great Britain is rich in history, values, traditions
and cultural heritage which are appreciated and transmitted from generation to generation, preserving it is a
priority for the country; that makes the UK even more unique and interesting for the tourists;

e  Strong tourism infrastructure is one of the main factors that insure Britain’s high position in the
ranking of international tourist arrivals;

e  English language - it is one of the most common languages around the world, English speaking
people feel comfortable travelling to the UK and will more likely choose it over some other travel
opportunities; besides, in English it is easier to find information in the global media and that helps
promoting Great Britain as a leading travel destination, helps people prepare better for their trips, find more
places which they want to visit, etc.;

e London is a global city and a main tourist attraction in the UK - it brings the biggest in the
country value of inbound overnight tourism.

In addition to this, developers of the strategy have studied problems faced by the United Kingdom in
the process of achieving the goals of the growth strategy for inbound tourism:

e There is a strong competition in the tourism industry around the world, some countries achieved
bigger success promoting their image and this means that UK should revise and update its image policy;

e Visa regime makes it harder to get to Britain and even stops a number of tourists from choosing it as
their travel destination, a competitive assessment exercise carried out by VisitBritain found that the UK’s
visa regime puts the destination at a disadvantage compared with its competitors;

® Britain’s share in a crowded marketplace of global tourism destinations is quite small compared to
some other countries, besides its territory is not that big and can’t provide such a great variety of travel
opportunities as USA, for example;

e There are some gaps in provided tourism products that still need to be filled;

e Lack of future airport capacity can become a huge problem when a much larger quantity of tourists
will decide to travel to the UK, it means that one of the strategic measures regarding tourism infrastructure
should include building new airports or expand those that already exist;

e Lack of awareness about the attractions outside London, although they contain great potential for
revenue growth generated from tourism.

This strategy sets out an ambitious goal for Britain. It will require an even greater level of cooperation
across Government, the UK and overseas tourism industries and the national tourist boards in order to
ensure that Britain is fit to compete and succeed in the global race for tourism. To maximise the economic
benefits of international tourism, Britain’s strategy ought to be aimed at increasing the real value of tourism
to Britain. There are a number of ways to achieve this:

e Increase spend per day;

e Increase length of stay;

e Increase repeat visits to Britain, and thereby increase visitors’ lifetime value to the United Kingdom.

Strategy focuses on the Top 20 markets for projected growth 2011-2020. Top S leading countries
include USA, Saudi Arabia, Spain, Australia and Canada. The most promising suppliers of tourists for Great
Britain are Saudi Arabia and China, whose potential spending are expected to grow by 2020 significantly by
181% and 157% respectively.

Among the tables and figures, analysed in the Strategy are such as:

e Number of employees in the visitor economy, and top ten ‘hot spots’;

e The value of inbound and domestic overnight tourism in 2011;

e Travel and tourism (T&T) competitiveness index;

e Visitor volumes in 2011;
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e Market value in 2011;

e Value per visit (all visit purposes and holiday visits) in 2011;

¢ Value of visitors spending by groups of countries in 2011 and forecast for the 2020, etc. [4].

Together with the main strategy were developed different supporting documents, one of them -
“International demand for British tourism: Alternative outlooks”, calculates strategic alternatives. It
presents four scenarios: two extreme (Best case scenario and Worst case scenario) and two intermediate
(Status quo extended scenario and Mixed scenario). They represent various combinations of marketing
strategy and policy in the tourism sector. Each of the alternative scenarios is based on a wide range of
quantitative indicators, according to the terms of their achievement. It is very important to notice that in
contrast to the strategy itself, which is created for 8 years until 2020, alternative scenarios are developed for
18 years and calculate the situation until 2030 [1].

Conclusions. In the process of development and implementation of strategic management mechanism
for the development of regional tourist complex in Moldova, it is advisable to use the accumulated
experience of the Great Britain. In particular, it is important to:

e Create a strategy based on adaptive approach to the modern trends of the global and regional economy;

o Practice the development of strategic mechanisms for regional development in the long-term (S,
10, 15 years) and multi-stage forecasting horizons;

e Use in strategic planning methodological approaches practiced in the UK, in terms of the
development of multiple alternative scenarios (optimistic, maintaining the status quo, mixed and
pessimistic);

e Develop a regional strategy focusing not only on the national level, but also on the components of
the country (municipalities, districts);

e Improve the level of coordination and cooperation in the tourism sector in the government and
local public administrations;

e Expand the range of the proposed tourism products considering the current European trends;

e Orient the activities of public authorities and local governments on achieving tangible quantitative
results for international tourist arrivals, revenue from tourism and jobs in the industry, including the data on
their growth by stages and forecast horizons;

e Increase the attractiveness of Moldova's image in the views of foreign travellers through the
development of marketing activities;

e Strengthen tourism products trade through various forms of advertising — brochures, websites,
exhibitions, package sales, etc.;

e Simplify tourist trips to Moldova (regulatory framework, transport, visa regime) and expand
transport capacity.
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VIABLE STRATEGIES IN CRISIS MANAGEMENT
PhD student Catalin Teodor CURELEA, ASEM

Crises are more and more present in our business life. As the world heads with a faster and faster pace towards
globalisation, the companies around the world expand in new regions and have competitors from a place they
didn’t even knew existed. As such, the company as a system becomes more and more complex and more easily
prone to factors that were not there until now.

The internal environment has also changed, to reflect the outside one. The company employees are now of
different cultures, respond to different stimuli motivation wise and people are also differently influenced by the
changes around them. Today’s success may be tomorrow’s downfall for the unprepared company.

As a result the company must not only adapt to these changes but also work through crisis management to
ensure a safe and profitable future.

Key words: crisis, organizational Crisis, crisis management, crisis management strategy.

Introduction: Crisis management

Crisis is a complicated incident or situation which involves a threat to the organization as a system its
members, resources, goodsand its interests, which is developingrapidly and creates a situation so
important that requires the knowledge and know-how of its employees in order to complete its objectives.

Complicated organizational crisis manifests itself when the company is functioning in an ill manner,
because of the pressure of complex, urgent and very important problems, the company’s existence being
threatened by internal and/or external factors. We can have several forms of crisis: the lack of authority, the
lack of capital and technology, market share crisis, human resources crisis, etc.

Figure 1. Crisis Theory

Crisis management is a process defined by a sequence of actions which produce transformations on the
organization itself so that its evolution during times of crisis leads the company towards growth and
development. Crisis management implies: avoiding the crisis, handling the crisis, acceptance of the crisis,
ending and learning from the crisis.

Therefore, crisis management must ensure that:

e the company is in good standing with laws and regulations,

e that it can prevent or face different type of crisis
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e decisions are taken after careful consideration

e company’s operations are efficient

=
o

Figure 2. Crisis management

As a result, crisis management must help the company to reduce costs generated by a crisis, in order to
reduce any strain that a crisis might put on the company. There are three types of crisis management:

e cost-control management crisis

e cost-transferring management crisis

® cost-minimizing management crisis

To apply these methods the existence of a team specialized in management crisis is a pivotal point. This
team helps prevent crisis, by analysing the economic contexts in which crisis appear and reach maturity.

External factors

CM

The developing environment

CM processes of crisis management

CM strategies

Internal factors

Figure 3. Crisis management strategy forming
Crisis management: strategies and strategy development
The strategy of crisis management must reflect the companies” approach towards crisis and crisis
management, setting what the company objectives are during times of crisis and the way that the
management process aligns with the other activities and contributions that crisis management brings in the
organization
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The research done has its grounds in specialty literature studying and data studying from Statistics
Institutions.

We used to analyse and interpret data the following types of analysis:

e univariate analysis for the methods and strategies of crisis management

e bivariate statistical hypothesis testing of quantitative research

e Multivariate analysis to identify latent variables through factor analysis

There have been identified four types of strategies used in crisis management in Romania:

e Avant-garde: very central to human resources: the company is basing itself on human resources
relations and developing a positive internal and external image. Such companies use all the necessary means
to use the available capital: using banks for loans, financial restrictions to generate resources, European
funds accessing, and international development funds and cohesion funds.

o Caution strategy: they focus heavily on the political and legal environment, using company’s or
employees’ knowledge and know how. The companies also put an emphasis on its belongings and service
patenting and creating standards for work processes. Thus the productivity is increased, and the local
economy is helped, which also protects the company.

e Praising strategy: it is a complicated strategy based on offering a positive image to the market, for
clients, suppliers, employees, partners etc. The image is created by differentiation in contrast to the
competitors, by targeting a certain segment of the market, by attracting clients using tradition or by
constant activities in research and development of new products and creative management.

o Opportunistic strategy: its developed on past experiences grounds and by concentrating on the
company’s strengths, the company can identify which are the best instruments for client shaping and
modifying the clients attitude towards the company’s products or services

Using data from the Romanian Institute of Statistics it is shown that the most used strategy is the
Opportunistic strategy, followed by the Praising strategy then the Avant-Garde strategy, the last one being
Caution strategy.

Caution Praising Opportunistic
strategy strategy strategy

Avant-Garde strategy

Figure 4 Most used crisis strategies

Also, it is worth noting that the study showed that Micro-companies (maximum of 10 employees) do
not know and do not utilize any crisis management strategy or program. The larger companies become
more interested in crisis management and invest more in preventing and going through a crisis.

Also it was noticed that companies who faced losses are more interested and open regarding anti-crisis
strategies and methods in preventing the company of facing losses again.

A company’s growing revenue will also increase the desire of changing the current strategy and in the
same time focus will be put on minimising any risks and weaknesses the company is aware of.

Conclusions

The crisis issue must be viewed from a systemic point of view, using prospective management by
promoting and handling the general changes brought by the 21* century where globalisation is accelerated.
This brings hope, but also threats. In such a context, systemically searching for new opportunities to turn
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investments into profit motivated mainly by immediate earnings rather than long term business ethics
brings the company in the face of many threats. The management system, which deals with crisis, must
make sure to take into account all macro-economic policies and also the micro-economics policies and find
a way to make them work together.

If a company relies too much on its good-working processes and its success, it is more vulnerable
against crisis. This fact can be avoided if the organization learns to analyse its external environment, adapts
its organizational culture and its strategies to this dynamic rhythm we are all facing.
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EXCISE DUTIES POLICY ON TOBACCO PRODUCTS
IN RUSSIA, UKRAINE, ROMANIA: COMPARATIVE STUDY

PhD Student Marin ISPAS, ASEM

This article aims at brief presentation of the fiscal policies and namely on excise duties on tobacco products in
the neighbouring countries of Republic of Moldova. There will be concisely studied fiscal policies on tobacco goods
in Belarus, Republic of Moldova, Ukraine, Romania and Russia, being highlighted tendencies present in these
countries, and underlying conditions, which influence current situation and its prospects.

Key words: tax, excise tax, tobacco products, policies, Belarus, Moldova, Romania, Russia, Ukraine, EU
Directive, VAT, etc.

The importance of this brief presentation on the level of excise taxes could be summarized in the
following. First of all, knowing the level of excise taxes in the neighbouring countries helps us understand
how the excise taxes are formed in these countries, on which level they could be situated in comparison to
each other, if they are equal, higher or less.
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Secondly, these taxes have a major economic impact that transcends and have indirect effects to more
than just economy in a given country itself. Hence, depending on the variation level of the excise taxes
among these countries, indirectly they could influence appearance and existence of smuggling of tobacco
products among neighbouring countries, from the countries with the lowest level of taxes to those with a
higher level, due to the high profitability and relative ease of customs regulations which consequently,
together with other aspects, drives the illicit trafficking of tobacco products.

Thirdly, the regulations, policies towards the tobacco products have a tendency to become more and
more severe, influenced by the global policy trend for the fight against smoking, which was introduced to
the global political agenda in most countries, by the international organizations such as World Health
Organization, European Union, etc. And, knowing the fact that we and our neighbours are tending to use
financial help for their development provided by these international organizations, and many times, such
financial help is offered against a price, for instance implementation of these global policies on anti-smoking
in every country. Of course, it is not so obvious, but indirectly one could conclude such opinion by
observing the global trends. Thus, knowing these aspects would be good to know how the representatives
of the tobacco industries in these countries are facing such ever-toughening policies, which are directly
against them. Moreover, being aware of the actions and policies done by the neighbouring countries would
be an invaluable help for the representatives of the local tobacco industry for application of the most
optimal solutions in the current situation.

Therefore, we would present the rates of the excise taxes, and their methods of calculations in the
neighbouring countries of Republic of Moldova, in Romania, Ukraine, and as well Russia and Belarus.

Right from the beginning we could observe the obvious difference of policymaking approach, such as in
Romania, the policies are directly influenced by the EU Directives, which supports and promotes an
aggressive anti-tobacco policy. Therefore, the excise taxes have a steady tendency of being increased
constantly, and the policies of the state are gradually becoming more severe in order to reach the average
final price level and the European standards against tobacco products, which eventually should be the same
amongst European Union member states.

For the beginning, we will make a brief presentation of the Romania in terms of fiscal policies.

ROMANIA

Method of calculation of the excise tax: for the cigarettes, the total excise tax is combined from two
taxes, being formed from a specific excise tax (euro/1000 cigarettes) and an ad valorem tax (% a certain
percentage from the retail sale price) which is set according to the art. 1, p. 2 from the Directive
92/79/EEC regarding the harmonisation of taxes on cigarettes, transposed in the national legislation by art.
177, p. 1 from the Law no. 571/2003 on Fiscal Code, with its further amendments and complementation?®.

In Romania, besides the excise taxes, which are applied to the tobacco products, there are also
contributions for the financing of the medical expenses. This feature of fiscal policy is a novelty and is not present
in the neighbouring countries in the process of formation of the maximum retail price (See, Table 1).

Thus, the level of such contributions, provided in the art.369 from the Law n0.95/2006 for tobacco
products and alcoholic drinks — others than beer, wines, fermented drinks other than beers and wines,
intermediary products permitted for consumption in 2016, constitutes:

Table 1.
Contributions for the financing of the medical expenses
No Product Level according to the art. 369 from Law
95/2006
1 Cigarettes 47.38 RON /1000 cigarettes
Cigars, cigarillos 47.38 RON /1000 pc.

38 Ministry of Public Finances, Romania, Duties and Taxes, [On-line]:

http://www.mfinante.ro/accizetaxe.html?pagina=domenii, (accessed on 20.04.2016).
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3 Smoking tobacco 61.6 RON /kg

4 Alcoholic drinks, other than beer, wine, fermented 947.69 RON /hl pure alcohol
drinks other than beer, intermediary products

In the calculation of taxes on tobacco products, beside the above-mentioned tax it is applied also the
excise tax which is set according to the following regulations:

Decree n0.412/23.03.2016 for the approbation of the level of specific excise tax for the cigarettes —
Official Monitor of the Romania no0.228/28.03.2016;

Art. 1. — Level of the specific excise tax on the cigarettes in the period of 1 April 2016 — 31 December
2016, is 329,30 RON /1.000 cigarettes.

Thus, the level of the specific excise tax on the cigarettes for the period of 1 April 2016 — 31 December
2016 constitutes 329,30 RON/1.000 cigarettes plus 47.38 RON per 1000 cigarettes is paid for the financing
the health expenses®.

Prices in Romania

Knowing the above-mentioned taxes, it would be also good to know how they are reflected in the final
price, that the consumer pays. Therefore, we would be looking at the minimum price level, which is set for
tobacco products across several years, which will create a picture of the situation in the country on the
tobacco products market.

For comparison, the weighted average price (WAP) for retail sale for 2015, calculated according to the
provisions of the art. 343, p. 7 from the Law no. 227/201S, Fiscal Code, on further modification and
complementation, constitute 14,487 RON /pack®.

Weighted average price for retail sale (WAP) which was set for 2014 and used for the determination of the
specific excise tax which will be used in the period of 1 April 2015 — 31 March 2016 is 13,90 RON /pack.

In 2013, WAP, calculated according to the provisions of the art. 177 p. S, from the Law no. 571/2003
on Fiscal Code, with amendments and further complementation, constituted 12,9508 RON /pack*'.

While in 2012, WAP, calculated according to the provisions of the p. 5 from the art. 177 of the Law no.
571/2003 on Fiscal Code, with amendments and further complementation, constituted 11,9347 RON /pack.

And in 2011, the weighted average price for retail sale (WAP) constituted 11,1863 RON /pack.

Therefore, we might conclude that the price level has grown significantly from 11.18 RON/pack in
2011 to 14.48 RON/pack in 2016. For information purposes, if exchanged to MDL, it will be: §7.12 MDL
in2011, and 73.98 MDL in 2016*.

RUSSIA

As it is the case in other countries as well discussed in the current article, on the territory of the Russian
Federation, the excise taxes on tobacco, gas, and some of the alcoholic drinks have increased starting with
the 1% January 2016.

The tax rate for the cigarettes will be of 1.25 thousands of Roubles for a thousand of cigarettes plus 12%
from the estimative value, which is calculated based on the maximum retail price, but not less than 1.68
thousands of Roubles per one thousands of pieces.

In 2015, the rate of excise taxes constituted 960 Roubles for one thousands of cigarettes, plus a 9% from
the estimative value, which is calculated based on the maximum retail price, but not less than 1.25
thousands of Roubles for one thousands of cigarettes.

39 Ministry of Public Finances, Romania, Duties and Taxes, [On-line]:
http://www.mfinante.ro/accizetaxe.html?pagina=domenii, (accessed on 20.04.2016).
40 Ministry of Public Finances, Romania, Maximum declared prices on cigarettes in 2016, [On-line]:

http://discutii.mfinante.ro/static/10/Mfp/accize/declaratii_preturi_tigari 2016.pdf, (accessed on 25.04.2016).
*! Ministry of Public Finances, Romania, Duties and Taxes, [On-line]:

http://www.mfinante.ro/accizetaxe.html?pagina=domenii, (accessed on 20.04.2016).
“2 Exchange rate on 04.05.2016, 1 RON = 5.1094 MDL, according to the National Bank of Moldova.
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The excise tax rate for the tobacco for pipes, smoking, chewing, hookahs, etc. has been set for 2016 at a
rate of 2 thousand per kg (in 2017 it is planned to increase it up to 2.2 thousands of Roubles) for the cigars
— 141 Roubles and 155 Roubles respectively. For cigarillos the rate will constitutes 2.112 thousand Roubles
per thousands of pieces in 2016 and 2.207 thousands in 2017%.

UKRAINE

In Ukraine, starting with the 1% January 2016, the excise taxes have also increased, the specific part of
the excise tax has increased with 40%, being up to 318.26 UAH for 1 thousand of pieces of cigarettes,
without affecting the ad valorem part of the excise tax which is (12%).

Initially, according to the estimations of the tobacco producers, this increase of the specific tax of the
excise tax will force price growth of a pack of cigarettes with approximately 3-4 UAH.

We would like to mention that the minimum obligation to pay the excise tax for the cigarettes with and
without filter has also increased to 425.75 UAH / thousands cigarettes*.

BELARUS

In the Belarus, the rate of the excise taxes on the pipe tobacco, until 30 June 2016 is set to be 579.2 thousand
BYR. Starting with the 1* of July — 31 December 2016 period of time, it will grow to BYR 634,7 thousand per
kg*; for cigars - BYR 33,6 and BYR 37 thousand per piece; for cigarettes with filter with a retail price will be set as
following: I group - BYR 148,8 thousand and BYR 153 thousand, II group - BYR 343,1 thousands and BYR
373,5 thousands, III group — BYR 390,3 thousands and BYR 422, thousands, for the cigarettes without filter
BYR 111,7 thousands and BYR 114,8 thousands (per 1 thousand of cigarettes)*.

As a remark, and as what has been observed in the above mentioned tax rates and regulations, we can
see that Ukraine and Romania do not make any difference while applying the taxes on cigarettes with filter
or without, thus the same principle of sets of requirements/regulations are being applied in both countries.

In order to get a clearer picture of the above-mentioned information, bellow there was summarized all the
data, and unified for a more easy understanding in a common currency, by converting to MDL (see Table 2).

Table 2.
Level of excise taxes
Country Level of excise tax per 1.000 pieces Estimated | Exchange rate
value/ad | ofthe NBM* at
valorem % 11/04/16
Moldova 220 MDL with filter 17 -
60 lei MD without/filter - -
Romania 329,30 RON (1613.57 MDL) plus 47,38 RON - 4,9
(232.16 MDL) financing health expenses
Total: 376,68 RON (1845.732 MDL)
Russia 1680 RUB (470.4 MDL) 12 0,28

* TASS Russian information agency, Excise taxes on tobacco, beer and gas will increase starting with 1st January, [On-
line]: http://tass.ru/ekonomika/2565943 (accessed on 10.04.2016).

* Delo.ua, How much will be increased the prices for alcohol and tobacco after the increase of the excise taxes, [On-
line]: http://delo.ua/business/naskolko-podorozhaet-alkogol-i-tabak-posle-povyshenija-akcizov-309680/ (accessed on
12.04.2016).

#President Decree of the Republic of Belorussia, 9 March 2016, Nr. 92, [On-line]:
http://pravo.by/main.aspx?guid=12551&p0=P31600092&p1=1&p5=0 (accessed on 15.04.2016).

%6 Belorussia News Agency, Excise taxes on tobacco products and gas have increased in Belorussia, [On-line]:
http://www.belta.by/economics/view/stavki-aktsizov-na-tabachnye-izdelija-i-avtomobilnoe-toplivo-uvelicheny-v-
belarusi-184846-2016/ (accessed on 15.04.2016).

*" National Bank of Moldova
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Ukraine 425,75 UAH (319.31 MDL) 12 0,75

Belarus 153 000 BYR with filter (150.24 MDL) - 0,0982 rate 100

114 800 BYR without/filter -

(112.73 MDL)
The above table helps us rank the countries according to the excise duties from lowest taxes to higher

as indicated in the Table 3.

Table 3.
Ranking of the countries according to the level of excise taxes in 2016

Nr. | Country Level of excise tax per

1.000 pieces (MDL),

cigarettes with filter
1. | Belarus 150.24
2. | Moldova 220
3. | Ukraine 319.31
4. | Russia 4704
S. | Romania 1845.73

Hence, one can see that the taxes in Romania are the biggest if compared to other countries in the
region. It is 12 times higher than the taxes in Belorussia, and 8 times higher than in Moldova. Therefore, the
incentives of smuggling have a high possibility to be more present there.

While in Belarus is registered one of the smallest excise tax in the region, followed by Moldova.

In Ukraine and Russia, the taxes are more or less on the same level, Ukraine having less tax burden
compared to Russia. Therefore, we might trace even the vectors of possible smuggling of tobacco products.
Probably they are from Moldova to Romania; Ukraine to Russia, Belarus to Russia.

It is worth noting that in all countries these taxes are in continuous growth, year after year, being
influenced by the internal policies on health and promotion of a healthy lifestyle, by increasing the prices on
tobacco products making them gradually inaccessible.

However, at the same time, those policies are seeking increasing the revenues to the state through such
taxes, as these goods are causing dependency on people that consume them, and customers are buying
tobacco products even if the prices are ever growing. This aspect is worth of another study, and another
article, in order to depict the full aspects of it.

In addition, the presence of influence of international organizations is seen particularly in Romania,
with direct responsibility of the state in abiding to the European Union directives. That is why the taxes
there are among the highest from the countries studied. Knowing these and the fact that Republic of
Moldova and Ukraine are aspiring for EU political path, eventually the taxes and regulations in these
countries will be inevitably more severe in the coming years.
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CUSTOMER’S LOYALTY ON THE CATERING MARKET: NATURE AND FACTORS,
INFLUENCING ITS DEVELOPMENT

PhD student Elena KOVALIOVA, ASEM

Catering market refers to those areas of economy which subjects are able to develop dynamically and be highly
profitable. Catering companies are aimed not only at customer acquisition but at their retention, either. So, the
issue of customer loyalty research and increase is very urgent. This article reviews some approaches to the customer
loyalty definition, customer loyalty specific features on the catering market, and analyses the factors able to develop
the customer loyalty on the market of such services.

Key words: relationship marketing, loyalty, factors of customer loyalty, catering market

At present, according to its dynamics of development and saturation, the service market in the
Republic of Moldova tends to the service market of the developed countries.

Moreover, the catering market is one of the most developed one and at the same time is has a very high
level of competition. This happens because of an unstable economic situation in the country that affects the
area of recreation, in a great measure, and also on the reason that the customers have become more
sophisticated and it is more difficult to satisfy them. So, the catering companies need to offer not only the
high-quality services and perfect service but to apply unusual and non-standard techniques for the customer
acquisition and retention.

Due to this, there is a need to apply the relationship marketing and its highly efficient tools.

A key definition in the marketing, as a whole, and in the service marketing, in particular, is “loyalty”.
Within this article, the concept “loyalty” will be studied with regard to the catering companies. Despite the
mechanism of loyalty, development on the catering market is similar to the mechanism of loyalty
development on the service market; it has its own features.

The objective of this work is to study the nature and principles of the development of customer loyalty
on the catering market and also the factors able to influence on the loyalty development.

The following tasks are supposed to be completed to carry out the objective set:

e to define a conceptual framework of the relationship marketing;

e to define the nature of loyalty and approaches to its definition;

e to determine the specific features of the mechanism of the customer loyalty development on the
catering market;

e to study the factors influencing on the loyalty of catering customers.

Secondary information was used in the course of this work writing. Theoretical analysis and synthesis
were applied as research techniques.
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General theoretical and specialized literature by such authors as: Kotler Ph., Lambin J.J., Mark D.
Uncles, Grahame R. Dowling, Lopatinskaya I.V., etc. were studied for this work writing.

As it was said before, the catering market is highly competitive and the guests of catering companies
expect from them not only qualitative, tasty dishes and good service but additional advantages they can gain
when visiting one or another public place, either. The customers go to public places for emotions,
distraction and fine pastime. So, the task of the catering companies is to satisfy customers’ demands by
creating such services that will ensure the highest value.

So, the customer orientation is the foremost. The customer becomes a key link of the system of
relationship market and, in fact, each customer started to personalize itself. Besides, the companies have
realized that the costs for new customers’ acquisition are higher in 3-10 times than those required for the
retention of the existing ones. In this regard, the most of the catering companies understands the need to
introduce the principles of the relationship marketing in their activity, which main purpose is to retain the
existing customers than to acquire the new ones.

The concept of the relationship marketing is mentioned firstly by Leonard Berry in 1983 in the context
of service marketing to describe a new approach to the marketing oriented to more long-lasting cooperation
with the customers. After a decade, the relationship marketing penetrates to customer markets [6].

At the same time, the marketing concept is interpreted differently in literature. So, Kotler Ph. and
Lambin JJ. define relationship marketing as the totality of practical techniques for customer retention.
Kotler Ph.: “Relationship marketing is the practice of building long-term satisfying relations with key
parties—customers, suppliers, distributors—in order to retain their long-term preference and business”.
[12, p.44]

Gronroos, Webster, etc. consider the relationship marketing as the result of continuous marketing
development reflecting its modern condition as the next step after the conception of socially oriented
marketing. Zeithaml and Bitner point out that “relationship marketing is a philosophy of doing business, a
strategic orientation that focuses on keeping and improving current customers, rather than acquiring new
customers” [7].

In the relationship marketing the focal point is in the following: customer retention;

e continuous contact with the customer;

e customer value;

e long-lasting scale of activity;

e importance of customer service;

e high requirements to the implementation of customer’s expectations;

e quality as (personnel) responsibility of all departments [12, p.48].

Fundamental principles of relationship marketing are, as follows:

1. To create true predominance of own offer.

2. To define and orient to key customers and to create an individual approach

3. To win customer loyalty. The company should treat its customers as fixed assets and to make every
effort to keep and to increase the customer value for the company during their “lifetime”[7].

So, according to the principles of relationship marketing, the companies’ objective is to manage a
gradual increase of key customer loyalty with a simultaneous increase of the value of relationships with such
customers for the company. So, it is required to relate key and loyal customers and to choose the direction
in the relationship development: to build programmes for widening relationships with prospective
customers, to draw up programmes for limiting relationships with non-prospective customers that trench
upon company’s time and efforts without any expecting feedback, instead [7]. This becomes urgent at
present.
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After summarizing all mentioned above, we can conclude that the determinants of the relationship
marketing are to be the following:

e Programmes of customer relationship that include: programmes of satisfaction, programmes of
loyalty, and programmes of adherence.

e Customer management systems.

e Cooperation platforms that include methods, types and models of interaction. [ 14, p.119]

So, the introduction of the programmes of satisfaction and loyalty will make possible to ensure a long-
lasting profitability of the company and satisfied customers are the potential of the catering companies and
one of the elements of their customer capital.

At a very general level, loyalty is something that consumers may exhibit to brands, services, stores,
product categories, and activities. Unfortunately, there is no universally agreed definition. Instead, there
are three popular conceptualizations: loyalty as primarily an attitude that sometimes leads to a
relationship with the brand (Model 1); loyalty mainly expressed in terms of revealed behaviour (i.e., the
pattern of past purchases) (Model 2); and buying moderated by the individual’s characteristics,
circumstances, and/or the purchase situation (Model 3).[1, p.295] (figure 1).

* Strong attitudes and positive beliefs Model 1. Attitudinal-
toward the brand. loyalty (mainly seen as
* The influence of significent others, single-brand loyalty —

community membership and identity.

monogamy)

# Habitual revealed behavior. Model 2. Behavioral —
* Satisfactory experienceand weak loyalty (mainly seen as
commitment to brands. divided loyalty to afew

brands — polygamy)

* Purchase situation, usage occasions and
variety seeking.

* Anindividuals circumstances and
characteristics.

Model 3. Co-determinants
of buying brands (mainly
seen as a weak loyalty or
no loyalty -promiscuity)

Figure 1. Conceptualizations of customer loyalty

Source: [1,p.296]

According to Model 1, loyalty as primarily an attitude that sometimes leads to a relationship with the
brand. Many researchers and consultants, as Day, Jacoby and Chestnut, Foxall and Goldsmith, Mellens,
Reichheld argue that there must be strong ‘attitudinal commitment’ to a brand for true loyalty to exist. This
is seen as taking the form of a consistently favourable set of stated beliefs towards the brand purchased.
These Attitudes may be measured by asking how much people say they like the brand, feel committed to it,
will recommend it to others, and have positive beliefs and feelings about it — relative to competing. The
strength of these attitudes is the key predictor of a brand’s purchase and repeat patronage. In the fields of
advertising and brand equity research this model receives much conceptual support, for example supported
by Aaker, de Chernatony and McDonald, Keller. [ 1, p.295-296]

Despite the psychological and sociological richness of the “attitudes drive behavior” and “relationship”
approaches to understanding customer loyalty, these conceptualizations of loyalty are not without their
critics. They are thought to be less applicable for understanding the buying of low-risk, frequently-
purchased brands, or when impulse buying or variety seeking is undertaken, than for important or risky
decisions (Dabholkar). Also, as Oliver has noted, there is little systematic empirical research to corroborate
or refute this perspective of customer loyalty [ 1, p.297].

According to Model 2, loyalty mainly expressed in terms of revealed behaviour. Model 2 is arguably the
most controversial but the best supported by data. The controversy comes about because loyalty in this model is
defined mainly with reference to the pattern of past purchases with only secondary regard to underlying
consumer motivations or commitment to the brand. Researchers have found that few consumers are
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“monogamous” (100% loyal) or “promiscuous” (no loyalty to any brand). Rather, most people are
“polygamous” (i.e., loyal to a portfolio of brands in a product category). From this perspective, Ehrenberg and
Scriven define loyalty as “an on-going propensity to buy the brand, usually as one of several” [1, p.297].

Stochastic modelling techniques describe the observed patterns of customer buying. Loyalty
(measured by repeat purchase) is the result of repeated satisfaction that in turn leads to weak commitment.
The consumer buys the same brand again, not because of any strongly-held prior attitude or deeply-held
commitment, but because it is not worth the time and trouble to search for an alternative. All these studies
are grounded in considerable amounts of market research data and analysis. But, despite the weight of
empirical evidence, controversy persists. [ 1, p.297]

Model 3 assumes that buying is moderated by the individual’s characteristics, circumstances, and/or
the purchase situation. Proponents of Model 3, the contingency approach, argue that the best
conceptualization of loyalty is to allow the relationship between attitude and behaviour to be moderated by
contingency variables such as the individual’s current circumstances, their characteristics, and/or the
purchase situation faced 3. That is, a strong attitude toward a brand/product/service/company may
provide only a weak prediction of whether or not the product or service will be bought on the next purchase
occasion because any number of factors may co-determine which product or service are deemed to be
desirable (Belk, Blackwell, Fazio, Zanna). Individual circumstances include budget effects, and time
pressure. Individual characteristics are reflected in the desire for variety, habit, the need to conform, the
tolerance for risk, etc. Purchase situation effects include product availability, promotions/deals, the
particular use occasion (e.g., gift, personal use, and family use), etc. A three-factor model emerges, based on
antecedents (including weak prior attitudes and characteristics of the consumer), contingency factors
(including type of use occasion and the purchase situation), and consequences (up-dated attitudes,
intentions and the actual purchase behaviour) [1, p.298].

The difference between this contingency perspective and the attitude perspective is that the
contingency variables are elevated from the status of loyalty inhibitors in Model 1 to loyalty co-
determinants in Model 3.

If to speak directly about the loyalty in the service marketing, it has some specific features despite it
derives from the loyalty in marketing. First of all, it is conditioned by that the services have certain
distinguishing features: intangibility, inseparability from the source, lack of quality stability, lack of
preservation, lack of property. [1, p.15]

So, 3 types of loyalty play a key role in the definition of loyalty in the area of services:

1) behavioural loyalty, revealed by repeat purchases (Jacoby, Chestnut);

2) perceptual loyalty, revealed by a positive attitude to the company and the readiness to recommend
(Dick, Basu);

3) cognitive loyalty, revealed by an exclusive adherence to the company and the readiness to pay
more (Gremler, Brown).

Relying on the loyalty aspects mentioned above, we can distinguish its components that may be used as
loyalty indices.

The components of the behavioural loyalty that are the most simple to be estimated and which indices can be
obtained from the customer’s database, are: cross sale, increase of purchases, repeat purchases, the maintenance
of the level of cooperation with the company by the customer [7]. But despite the facility of loyalty estimation
defined in such a way, such approach takes into account only the results of behaviour but it does not reveal the

reasons on which the customer chooses in favour of one or another company [ 15, p.173].

The components of the perceptual loyalty are perception (the level of company’s popularity on the
target market, and also the number of recommendations from the existing customers tending to acquire
new customers) and satisfaction (the feeling of satisfaction appearing at the customer that compare
preliminary expectations and true qualities of the purchased product or service) [7]. It is considered that,
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from the point of view of such approach, the loyalty rather shows a future behaviour of the customer than
reflects its experience in such a way. However, such interpretation gives the priority to subjective opinions
as determinant factors of loyalty and does not prove their influence on the purchase [15, p.173].

The indices of the behavioural loyalty components, as it was said above, can be obtained from the
database, practically, for each customer in any time. But it is impossible to estimate perceptual loyalty of
each client and, besides, regularly. That is why it is reasonable to estimate the behavioural and perceptual
loyalty at the segment level.

Depending on the level of the behavioural and perceptual loyalty we can distinguish different types of

loyalty (figure 2).

Behavioural loyalty
High Low
|
i iz True Latent
> B loyalty loyalty
~ 8 Spuriou No
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s loyalty loyalty

Figure 2. Loyalty classification.
Source: [7]

True loyalty is the situation when a high level of the behavioural loyalty of customers corresponds to a
high level of perceptual loyalty [7]. The customer is satisfied with company's services, constantly visits it
and feels an emotional attachment. This type of the loyalty is the most favourable for the catering
companies. The customers with the true loyalty are easier to be retained. Besides, for this, it may be
sufficient to maintain existing standards of dish and service quality.

Latent loyalty means that the customer distinguishes this public place from the number of
competitors but does not visit it as often as true loyal customers. The reasons of this are, first of all, external
factors, for example, an insufficient level of income. In such situation, the catering companies should
strengthen an achieved status by developing a behavioural loyalty. For example, price incentives can be used
for this.

Spurious loyalty happens when the customer is not satisfied with the company's services but visits it.
[8, p.61] This situation is critical, as the customer is not devoted to the company. Its purchases can be the
consequence of a limited offer, habits (this public place is visited traditionally by the other members of the
customer’s family), that is why when the customer will find some company that satisfies him to a greater
extent, it will refuse from visiting it. An obligatory strengthening of perceptual loyalty is required to retain
the customers demonstrating such type of loyalty.

No loyalty means a lack of customer's satisfaction and the lack of public place attendance. The
customers of competitors often relates to this group. [8, p.61] The catering companies should refuse from
such customers; despite they are profitable for them, or to take special measures for the increase of
perceptual loyalty first of all.

As what concerns the factors influencing on the development of customer's loyalty in catering, they can
be distinguished into material and non-material factors. The material factors are oriented on the profit
acquisition they are based on the money or time saving. The non-material factors are responsible for
emotional satisfaction of the customer due to the qualitative service and attentive attitude. The material
factors may be conditionally distinguished into traditional and programme factors and non-material ones
into procedural and personal factors (figure 3).
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Figure 3. Factors of customer loyalty
Source: adjusted by the author on the basis [9].

The following refer to the traditional material factors:

e The assortment of the dishes and drinks that imply basic and additional assortment, the availability
of rare dishes and drinks in the menu.

e High quality of the dishes and drinks offered

e Types and variety of recreation services

e Services for the customer that implies a certain style of services, availability, flexibility, authenticity
and standard [11, p.61].

e Conditions and atmosphere that include the dimensions and equipment of a hall colour range,
light, acoustics, design, sanitary condition and table layout. Namely, the atmosphere influences
considerably on the success of the business [11, p.61].

e Company's architecture that should have such elements as parking, porch, and well-cared look of
the adjacent territory.

e Location. Neglecting the importance of the territory location, the catering companies should realize
that their place must have considerable advantages for the customer to be ready to go especially to that
point and do not benefit the services of closely located public places.

However, we should point out that all the factors specified above ensure so called “pseudo loyalty” of
the customers: the repeatability of the purchases is not achieved due to the conscious emotional
commitment but “automatically”.

“Programme factors” which different bonus programmes of loyalty refer to, cost rather expensive, and
require workmanship in their development and that is why they are mainly suitable for large business. In
this context, the following refer to programme material factors:

o Discounts, promotions and gifts for a purchase. Such tools make possible to promote sales and to
acquire new customers. However, short-term programmes give a short-term effect; they rather work for
new customer acquisition than for the development of the loyalty of the already existing ones. Discounts
and gifts mainly attract those people who are ready out of hand to switch to another service provider which
offer turns out to be a little cheaper. Besides, such programmes encourage all customers both profitable and
non-profitable [9].

e  Discount and club cards. Discount cards offer discounts to almost everybody and club cards only
to the privileged ones. Besides, first of all, club cards grant benefits, special rights, special service that
influence better on the loyalty and cost cheaper for catering companies [9]. Discount cards give access to
the information about the customers: the frequency of attendance, average cheque, etc. Taking into
account the information obtained, it is possible to segment card owners according to the customer
behaviour and needs and to develop special offers for each segment. However it is required to learn how to
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use correctly the information about the customers for the purpose to correct and develop new offers within
loyalty programmes.

e Bonus systems. The customers gain bonuses for their purchases then they can exchange such
bonuses for the dishes, drinks or presents. The bonus systems stimulate the customers more as after being
entered in the bonus system the customers are not already attracted by low prices and availability, they tend
to acquire as many bonuses as possible and become attached to the public place which bonus system they
participate in. Successful solution is to bind additional bonus acquiring not only with the cost of purchase
but with the frequency of attendances, either (for example, the bonuses are doubled in case of repeat
attendance during four days) [9]. However such systems have their own disadvantages, and namely: the
lists of rewards of different systems almost do not differ from each other, the choice of rewards is narrow, as
arule, and the presents offered are not attractive for loyal customers.

e Coalition loyalty programmes. In this case, several catering companies and also the other
companies operating in the recreation area unite and create a general loyalty programme. Coalition
programmes are more attractive both for issuers (cost allocation among the programme founders) and for
customers (discount and bonus granting in a larger number of selling points and the range of gifts is
wider).[9] The disadvantage of this programme is that if the coalition system does not distribute among the
customers free catalogues with the information about all the participants of the programme, the customer
has to make additional efforts for its “providers”. This decreases the attraction of such systems for profitable
customers and attracts “discount hunters”.

e Combination of discount and payment card is a specific case for the coalition loyalty programme. In
this case bank card plays the role of discount or club card. The programmes involving bank cards operate
whether like bonus system or cash-back system when a certain per cent from the purchase made by the
customer is returned back on its bank account [9].

Certainly, the programmes, specified above, have evident advantages both for catering companies and
for customers; however they require more preliminary organizational work, exact financial calculations of
the programme and methodology to define its efficiency. Otherwise, the financial means will be spent but
there will not be any feedback from them or any loyalty.

As what concerns the non-material factors influencing on the loyalty development, first of all, it should
be pointed out that such factors are considerably more difficult to formalize and they rather worse lend
themselves to copy and create this very “unique commercial offer” for the company. So, if the catering
company manages to create any emotional bond with the customer that is an important goal which non-
material factors of loyalty are oriented to, the customer will always distinguish this public place among the
competitors and will be loyal to it. Moreover, the customer that will be emotionally bonded to one or
another public place will spread positive reviews and recommendations about it among its friends and
acquaintances.

As, in case of a developed and highly competitive market, first of all, emotional factors underlie the
customer loyalty, so, only those players who pay close attention to such factors manage to gain a true loyalty
of their customers. The emotional attraction of the catering company image and the advertising addressing
to the customer’s emotions but not to its rationalism plays more important role in acquiring new customers
[10]. So, the emotional contact and friendship with the customer come to the fore.

The emotional attraction should dominate in the service to retain the existing customers. And the
question is not only about the friendliness and helpfulness of the staff. All the work of the public place is to
be built in such a way that the customer is to face a lot of pleasant things messaging it that everybody think
about it and care of it.

So, the list of the non-material factors of the customer loyalty is not limited to any evident “personal”
components of a high-quality service. The procedural and organizational factors of high-quality service play
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a very important role in the development of the satisfaction and, as consequence, in the customer loyalty
(figure 3) [10].

Another reason of the urgency of the issue of high-quality customer service is that even the most
customer-oriented personnel cannot ensure the customer loyalty in case the service procedure itself (as
business process) makes excessive troubles or discomfort. Thus, it is impossible to solve the issue on the
loyalty development only by personnel training. It is required a complex approach that consists of
customer-oriented management and, namely, the creation of the image attractive to the customer, the
management improvement (business-process rebuilding, introduction of service quality standards at all the
levels), the development of a corporate culture.

So, the technology of the corporate culture development presupposes the following steps:

e Studying customers’ expectations and lifestyle [10]. Being a weapon in the competitive struggle at a
sufficiently developed and saturated market, the high-quality service, by default, presupposes a special
attitude to the customers revealing not only in their need satisfaction but in exceeding their desires. So, to
win strategic customers it is necessary to understand what wishes and expectations the company can carry
out. It is evident that the expectations of the customers can be rather various but the development of the
corporate culture of the services presupposes certain standardization, therefore, that material which the
company will obtain based on the results of research, it is necessary to analyse and to try to reveal general
tendencies that will make possible to highlight the key points.

o Revealing disadvantages in the existing service system [10].

o Creative processing of the research results, unique service development. The customers’ dreams and
expectations can differ with various grades of feasibility, and, more likely, that the company cannot carry out
all of them. So, when developing service standards each company is given free play to its creativity. Namely at
this stage, the process of regular personnel recruitment plays an important role. Such recruitment makes
possible to achieve several important positive effects: to attract the attention of the employees to the subject of
high-quality customer service, to weld the team with this idea, to involve employees’ creative potential, to
facilitate further introduction of the developed standards by means of a partial withdrawal of standard
foreignness at the employees, to distinguish the most self-motivated and interested employees that can be
involved in a detailed development and introduction of the standards [10].

o Estimation of company’s possibilities [10]. The implementation of high-quality service is an expensive
project requiring financial, time and labour contributions. That is why it is important to correlate the customer
expectations with the catering company possibilities, to estimate the costs for expectation carrying out
(development and introduction of service standards, personnel training, new service promotion, etc.),
purchasing power of the target segment, its volume and potential demand for a new service.

o DPresentation of services as standards and technical procedures, approbation of new standards [10].
After the standards have been developed, it is required to approve them to obtain a feedback from the
customer and to introduce any required adjustments into the standards.

o Building support system and standard introducing. The creation of the environment of high
importance around the system of customer service, personnel training about new standards, financial and
non-financial motivation, personal work of the managers with the personnel can be reviewed as such system
of service standard maintenance [10].

e Maintenance of system working efficiency, permanent analysis of the customers’ changing
requirements and demands, image sustaining.

In conclusion it should be pointed out that, at present, the catering companies operate in highly
competitive environment. The customers behave rather selectively and possess a huge market power. So,
the companies operating in the area of catering should orient to the customer as the customers are the main
part of that service the companies offer on the market. Therefore, the issue of customer loyalty studying and
increase will make possible to provide a long-lasting profit for the catering companies.
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The mechanism of loyalty development has its own specific features on the catering market. As for the
other areas of service, it includes customer satisfaction and perceiving quality of service but, besides, it is
aimed at the stimulation of repeat attendance, the readiness to recommend a public place to friends and the
readiness to pay more. And, improve the ability of catering companies to manage the factors developing
customer loyalty that will make possible to achieve higher customer value of the services offered and the
satisfaction of the customer demands in the best way.
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REGIONAL INNOVATION - PILLAR OF REGIONAL COMPETITIVENESS AND OBJECT
OF REGIONAL DEVELOPMENT POLICY

PhD student Zoia BABU, ASEM

Regional innovation represents a complex phenomenon, and its analysis does not consists only of a series of
indicators. Political, but also economic particularities of the regions in the European Union lead to the recording of
differences between them in terms of innovation performance. Emphasizing the importance of the regional level for
the economic development, with the intention of designing and implementing regional innovation, indicators and
models are needed to assess and compare the innovation performance at a regional level. The thesis addresses the
vision of the Republic of Moldova on innovation, supported with the help of the Regional Development Agencies,
whose experience can be considered a model of good practice.

Key words: innovation, regional development, evaluation, performance

L. Introduction

The innovation system represents the engine of social development at the moment, being able to
sustain performance through innovation in all areas that contribute to the increase of competitiveness, to
the insurance of citizens' welfare. In the European Union, the European Innovation Scoreboard — EIS is
elaborated each year, which is a document assessing the performances achieved nationally, in the most
important areas for the stimulation of innovation. The European Union has placed innovation at the centre
of the 2020 Europe Strategy for economic growth and employment. Thus, the new strategy focuses on
several important areas: knowledge and innovation, a high level of employment, social inclusion.

Given that the European Union transforms innovation and competitiveness in two priorities for the
2014-2020 programming period, then the Republic of Moldova should also take part in this movement.

The Communication of the European Union Commission to the European Parliament, the European
Council, the European Economic and Social Committee and the Committee of the Regions sets out the
role of the regional policy in implementing the 2020 Europe Strategy in the field of smart growth and, in
particular, of the emblematic initiative ,, A union of innovation ".

In other words, the regional policy can unlock the growth potential of the EU by promoting innovation
in all regions, ensuring complementarity between EU, national and regional support for innovation,
research and development, entrepreneurship and information and communication technology.

Moreover, regional policy represents a way to put into practice the priorities of the ‘A union of
innovation’ initiative. The regions have an important role because they are the primary institutional partner
for universities, other research institutions, education and SMEs, which represent the key to the innovation
process, turning it into an essential piece of the 2020 Europe Strategy.

The purpose of this article is to demonstrate the existence of a circular dependence between the level of
innovation and economic growth, regional development respectively.

II. Critical analysis of the problem domain investigated

A first widespread approach on innovation is represented by the one that refers to advanced
technological solutions offered by using the latest knowledge. Such innovations are generally regarded to be
the result of highly skilled workforce and of businesses with significant intensity in research and
development, having strong ties to the major centres of excellence in the scientific world.

Another approach to innovation is, however, more comprehensive, and covers not only new but also
improved products or processes, resulted from including low-tech sectors, whose cumulative economic and
social effects are just as important.
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Literature operates with distinction between invention and innovation. For example, F. Malerba
(1997) defines invention as representing a new idea, scientific discovery or technological innovation, while,
innovation targets a marketable application of an invention, following its integration into the economic and
social practice. Innovation is thus seen as a result of a process that begins with the genesis of an idea and
continues with its materialization. Similarly, the Oslo Manual (2005 ) regards innovation as an activity from
which results a new or significantly improved good (product or service), a new process, a new marketing,
business organisation method.

In another train of thoughts, most member states continuously take a series of measures of innovation
stimulation, just that the pace is insufficient to bridge the gap between Europe and its main competitors,
such as, for example the United States of America, Japan, South Korea and, last but not least, China, Brazil
and India.

The European Union has placed innovation, but also removing obstacles out of the way of
transforming ideas into products and services in the heart of the 2020 Europe Strategy for economic
growth and employment. Through this strategy, a new vision for Europe's economy is promoted, having as
foundation an enhanced coordination of economic policies to generate an economic growth and an
enhanced employability, to help the economic and financial recovery of the Union.

As known, the investments in innovation are different from the other types of investments because
these are characterised by a higher uncertainty of the results, the initial significant costs cannot be recovered
easily, most often they turn into knowledge of the staff involved in the research projects that can be lost
along with the people who hold them.

Over time, two methods of growth through innovation have been identified, namely technological
competitiveness, which focuses on improving performance through new products and diversifying access to
new markets, and a second engine of growth generated by competitiveness through cost, based on the
innovation process and replacing human labour with industrial technology, which implicitly assumes a
flexibility and, thus, a reduction in production costs.

Through the new strategy the following key areas are being focused on: knowledge and innovation, a
more sustainable economy, high employment and social inclusion. According to expert studies, an increase
of investments in research and development to three percent of European GDP could lead to the creation
of 3.7 million jobs and increase annual GDP up 79S billion by 2025. Moreover, the institutions of the
European Union entered into a new cycle of negotiations regarding the multiannual financial framework
(MFF), which delimits the EU budget priorities for 2014-2020, among which lies innovation.

RIS3 supports the creation of jobs and the development, based on knowledge, not only in the main
centres of research and innovation (R & I), but also in the less developed regions and rural areas. This also
represents an essential part of the reform proposal of the EU cohesion policy, which supports thematic
concentration and reinforces strategic programming and performance orientation.

III. Personal vision on the problem and the results of research

At the base of competitiveness there is an innovation system in which research and development
support advances in global chains of added value. In this context, excellence and the entrepreneurial spirit
mobilise a critical mass of operators. The global benchmarks of excellence require the formation of long-
term partnerships between research organisations and companies, and collaboration around some
infrastructures and research programmes at an international scale in frontier areas of science and
technology.

Creativity, boosted in all stages and forms of education, activates innovation-based entrepreneurship.
Examples of entrepreneurial success generate credible models that support the formation of a culture of
innovation and, ultimately, the development of a society where innovation becomes the main factor of
increasing competitiveness, transforming itself into a lifestyle.
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Analysing the needs of innovation, there may be established an unfavourable situation of several factors
influencing innovation at regional level. Despite the economic progress and the upward trend, companies'
access to research and development is limited. In the region the transition period was one of refurbishment.
The high percentage of SMBs can mean a base of modern production, ready for innovation. The use of
energy-intensive technologies and equipment with out-dated life duration reduce productivity in almost all
economic sectors of the region, these being due to the lack of financial resources, which prevents access to
external ﬁnancing. Business infrastructure, innovation infrastructure and support services are in an early
stage of development. There were seen limited capacities in terms of various forms of management of the
company and the integration of strategic thinking. The lack of information and managerial culture makes
most companies adopt a strategy further based on reducing costs in exchange for the introduction of
innovative products and productivity growth.

Regarding the orientation of the regional economy in relation to global developments, the explosive
growth in the number of IT companies indicates a connection of the regional economy to the new economy
- one that uses information technologies and communication infrastructure to increase flexibility, speed and
interactivity between companies on the market and between companies and population.

Research and development have suffered from a long period of underfunding from both the public and
private sector, from the insufficient number of highly qualified specialists, but also because of the
inefficiency of technology transfer processes, mainly because of two issues: insufficient guidance towards
research and lack of infrastructure to support research results and transform them into innovation.

IV. Conclusions

In conclusion, the development level of a state represents the engine of innovation, the funding
allocated to research and development being the main source of support offered in this respect. Regional
development seen through the human development index has a fundamental role in enhancing the
innovation of a state. Regarding the innovation factors influencing economic growth and regional
development, they fail to make a significant contribution to the countries in the region. Innovation is in a
process of catch-up with the pace of economic growth and regional development.

Summarising, when talking about the pillar of regional competitiveness and the object of regional
development policy - regional innovation, the essential elements are: the promotion of a culture of
innovation at regional level and the development of management system capacities, the development of
regional infrastructure, support for innovation, and the support of the poles of excellence, the support for
building operational partnerships, and the development of intra- and inter-regional cooperation to support
innovation, the insurance of adequate climate for the development of innovative entrepreneurship through
the development of human resources, and the promotion of innovative personal and collective skills, the
development of innovative companies and the increase of the competitiveness of priority sectors.
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CONCEPTUAL APPROACHES REGARDING THE STRATEGIC PROCESS
IN HEALTH CARE INSTITUTIONS

PhD student Ana NICULITA, ASEM

The article focuses on the concepts of strategy and strategic process regarding the implementation of the
reforms in the health care institutions of the Republic of Moldova. It is examined both the evolution of the strategy
and the strategic process concepts and the analysis of the strategic process phases and its characteristics. There are
exposed the strategic approaches to the entire health system, but, also the reforms implemented in the medical
institutions depending on the level of care that is provided.

Key words: strategy, strategic process, health care, health care system, medical institutions.

I. Introduction

Reforms of the health sector in the Republic of Moldova have involved the mandatory health
insurance, implementation of the financial autonomy of primary health care with application of the
performance indicators, the introduction of coded diagnoses and procedures by the DRG system (CASE-
MIX) in hospital care, the widespread deployment of information and communication technologies in the
health care services, the development of private medical institutions etc. These reforms require improving
the management of the medical institutions, especially in the public ones, considered support for a strategic
approach performance of the entire health system. Researching management strategies in health care
institutions would allow deciphering the elements characterized by the management of medical institutions
that materialize the implementation of the National Health Policy [1], which was developed and approved
in 2007 based on several studies and analysis, made with the support of international experts. In Chapter
XIV, “Getting new achievements in the health care system” of the National Health Policy, are expressly
stipulated a number of benchmarks needed to be fortified, which would promote the objective of universal
access of population to health services. Some of these management aspects of medical institutions are
related to: service delivery management, streamlining services, diversification of the service provision,
ensuring the system efficiency by priority development of the primary health care and nursing and by
reconfiguring hospital health care in flexible and modern network providers, depending on population
needs and available resources.

Research goal: Analysis of the strategy and the strategic process concepts regarding the
implementation of reforms in the health care institutions.

II. A critical analysis of the explored issue

It should be noted that there is no criteria to be defined clearly and precisely of what strategy is.
Concepts like strategic planning, corporate planning, corporate strategy, strategic management, business
strategy, business planning, they are widely and often used as synonyms, although they have different
meanings.

Planning represents an important component of most definitions of management, and the idea that
strategy involves planning is implicit. Strategy is defined as a model plan that integrates the major goals of
an enterprise, the policies and the main sequences into a coherent whole. Strategy is the action plan
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explaining how it will evolve the enterprise from “what is currently on” to “what it wants to become”
according to its mission, considering the opportunities and the external threats, but also the internal
strengths and weaknesses. These are linear conception of the strategy: Strategic demarche has as main
objective a plan development or action programs; strategic decisions relate both to the objectives to be
achieved and to the necessarily means to achieve them. The environment is considered only implicitly,
mainly by threats that may arise from competitors.

According to the adaptive acceptation strategy means to achieve a better adaptation between
environmental threats and opportunities and the possibilities and the resources of the enterprise. Even in
its preparation process, the approach is less ambitious regarding the expected results, less formalist in its
procedures and more sensitive to the benefits included.

It was later expressed another acceptation of the strategy: the interpretation model. This understanding
lies in formulating collectively a number of rules and symbols that allow the coordination of all the activities
within the company.

H. Mintzberg argues that the strategy is far more than enterprise intends or plans to do; it is also what is
happening in present defining strategy as a model in an uninterrupted flow of decisions or actions.

There was formulated various theories regarding the strategic nature of the process. On the one hand
stands the theories that support prescriptive methods of strategy making by management - a formal process.
On the other hand, descriptive concepts define a systematic, analytical and detailed process, meant to break
down and to formalize all the inherent stages in formulating the strategy implementation in order to obtain
an integrated strategy (table 1) [2].

Table 1.
Strategic process: strategy development and implementation stages
Stages of the strategic process ‘ Questions Description
STRATEGY FORMULATION
Stating the mission and goals of | What do our intentions Frequently the management has
the organization involve? intentions expressed by the mission
statement and the objectives of the
organization
Announcing values What kind of organization | Some organizations determine the
do we want to be? system of values which would
underlies their leadership.
Environmental Analysis Who are we now? Environmental analysis includes
Where are we now? gathering and interpreting the

business environment information
(external environment), both internal
(employees, resources, the activity
results compared with competitors)
and the expectations of the

stakeholder groups
Tasks Who do we want to be in Tasks contain much more objectives
the future? details; sometimes the tasks are

Where do we want tobe in | expressed quantitatively, in other

the future? words, there are established indicators
that the organization tends to carry
Formulating the strategic Does alternative ways exist? | Analysis of alternative strategies;
options analysing and evaluating possible

options and choosing the best one
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Analysing of the strategic How are we going to get Strategies describe the methods used
alternatives and choosing the there? to accomplish the tasks
optimal one

STRATEGY IMPLEMENTATION

Actions How do we turn plansinto | Accomplishing tasks involves setting
actions? this tasks and the operational actions

Monitoring and control How do we know that we Tracking the ways the duties are
have reached the “final tulfilled, progressed towards the
stage”™? established objectives, if necessary,

taking corrective actions and revision

the strategy.

Source: Vague P., Stegdiroiu I. “Strategii Manageriale”, ed. Pro Universitaria, Bucharest, 2014, pp. 82-83

Setting the mission and the objectives, analysing of the existing strategy, developing strategic
alternatives, choosing and implementing the strategy, are not isolated steps from each other. There is a
strong interaction between these phases and they are sufficiently closely related to each other. For example,
the mission statement is closely related to goals setting, both elements including organizational priorities.
The organization's manager should take into account both current business indicators and strategic choices
when it comes to set objectives.

First, choosing the strategy may be hampered by reasoning the long-term development ways. Strategic
stages must be seen in complexity and not separately.

Second, strategic process stages are not realized separately. They are performed alongside with other
management tasks of the organization - operational control, crisis management, reporting, etc.

Third, developing and implementing the strategy - two major components of the strategic process, are
activities that require considerable effort. Thus, managers need to fulfil certain tasks. Often, the
organization’s internal environment doesn’t develop according to the established route. There are
circumstance which call for rethinking the strategy and they may occur in a slowly or a faster succession.
Not always the essence of these circumstances that lead to a strategy change, can be easily determined.
Therefore, depending on circumstances, managers need different periods of time in order to analyze the
issues related to the strategic process.

Fourth, the need to continuously monitoring the strategic process is dictated by the need to improve
the strategy and the methods of achieving it, each participating link to contribute maximum in the efficiency
of the process and quality of the strategy.

If there are considered only the major aspects of the strategic analysis — setting goals and establish
objectives, analysing of competitiveness and economic sectors, analysing of the resources and the
capabilities, developing strategic alternatives, selecting and implementing the strategy, then these elements
can be formalized in a simplified model of the strategic process (fig. 1). [2]

Aims and
objectives

Analysis of the
resources and the
capabilities

Analysis of the
competitiveness and the
economic sectors

Strategic
alternatives

Strategy
selection

Strategy
implementation

Figure 1. Strategic process
Source: Vague P, Stegiroiu 1. “Strategii Manageriale”, ed. Pro Universitaria, Bucharest, 2014, pp. 87
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In the Republic of Moldova, at the level of the central public administration, there is the Government
Decision 33/2007, which defines strategy as a policy document containing the tentative course of activities for
the medium term (3-S years) or long term (6-1S years), aiming to identify methods and mechanisms for the
achievement of the specific objectives. The strategy is as follows [3]:

> situation describing;

> defining problems that require Government involvement through the application of the appropriate
policy;
general and specific objectives;
necessary actions to achieve the objectives and the expected results;
estimating the impact and the costs (financial and non-financial) of the implementation;
expected results and progress indicators;
implementing steps;

YVVVYVYYVYVY

monitoring and reporting procedures.

III. Personal vision and research results

The health system in Moldova is organized according to the principles of universal access to basic
health services and according to fair and solidarity financing principals which came from both - the State
and individuals (through mandatory health insurance). The health system structure is composed of a
number of public and private medical institutions, and other agencies and public authorities which are
involved in supplying, financing, regulation and managing the health services. In terms of the specialization
level, medical institutions are primary, secondary and tertiary. They provide to individuals the full spectrum
of medical services, as well as some service-oriented to the entire population through national control
programs of specific diseases: HIS / AIDS, tuberculosis, diabetes and others.

Medical institutions of primary and secondary level provide services at the community level and
therefore are funded by the local government. In the municipalities Chisinau, Balti and Autonomus
Territorial Unit Gagauzia, there are responsible divisions for managing the subordinated medical
institutions.

Primary care is based on family practice and it is performed in family practice centres or health centres.
Before January 1, 2008, primary health care institutions were subordinated to district hospitals, but they
became administratively autonomous thereafter. Secondary health care level, including specialized
outpatient services and hospital care, is performed by district and municipal hospitals. In each district, there
is an emergency medical care, which is under the Ministry of Health. Tertiary level provides specialized
services and highly specialized health care to the entire population of the country. Most of these medical
institutions are located in Chisinau and are under the Ministry of Health.

Primary, secondary and tertiary medical institutions are contracted directly by the National Health
Insurance Company (NHIC) for medical services under the mandatory health insurance.

There are provided a number of medical services by the private sector (most of them are providers of
specialized outpatient services, diagnostic laboratories, pharmacies and, more rarely, primary care and hospital
institutions). Private medical institutions and pharmacies can be contracted by NHIC. There are other public
medical institutions subordinated to other public authorities than the Ministry of Health, which are financed
from the state budget through the authorities concerned, and can also be contracted by NHIC.

Institutions with regulatory functions, those that contribute to the development of health policies and
those which are subordinated to the State Service of Public Health Surveillance are funded from the state
budget through the Ministry of Health. Through these institutions, the Ministry of Health collects and
analyses data to generate the needed information in order to develop the evidence-based policies [4].

Further the importance of primary health care will increase as a “keeper” in the system and as a tool of
avoiding unfounded hospitalizations. Actions are taken at decentralization point through direct contracting,
(which offers autonomy) and through the development of health centres. By introducing performance based
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funding mechanisms, family doctors will require to have a greater responsibility for the provided services. Also,
primary healthcare will have a particular importance in providing prevention and health promotion services. As a
result, by directing people to family doctors, the number of visits to specialists will be reduced.

Thus, the development of the rehabilitative care, the long term care and the home care, will be
necessarily. Currently these services are underdeveloped and must be planned carefully.

The streamline of the hospital infrastructure, of will help to improve the standstill services. The number
of hospital beds will decrease significantly, the hospitals will be merged and there will be reduced the
number of specialised hospitals. The average length of hospitalization will be reduced due to the fact that it
will be focused on increasing the quality of services and endowment with modern equipment in order to
establish accurate diagnoses. Hospital management, as economic units requires considerable improvement.

Funding mechanism based on homogenous diagnostic groups - DRG (CASE-MIX), along with the pay
for performance is newly implemented in the hospital system. Also, the development of public-private
partnership in the delivery of health services will encourage competition and quality services [5].

Although the desires related to the effective management of health facilities were approved by the
National Health Policy and are reflected in other sector strategic documents: Strategy for Health System
Development 2008-2017, The Health Care Spending Sectorial Strategy (component of the Medium Term
Budgetary Framework, drawn up annually, for three years). However, so far the management of medical
institutions hasn’t been researched through the strategies they implement. This would help to ensure the
effective execution of health sector reforms on the one hand, the effective functioning of the institutions
and the quality services delivery, on the other hand.

Also, a number of studies and analysis show that certain the management of medical institutions is
deficient, especially the management of hospitals, leading to inefficient use of public resources [6] and,
although, at the policy level are taken a series of reforms, however, it have not been determined a
considerable improvement of health indicators.

Due to the fact that some medical institutions are founded by and under the Ministry of Health and
others — under the local government, there is not a common approach of the strategic process in the health
care institutions.

IV.Conclusions

v" The health system is going through a reform period, which requires strategic planning capabilities at
the managerial level, adaptability to change and effective management of public sector resources;

v' Managers of medical institutions are predominantly specialty physicians and the management
strategies they implement are based more on intuition and personal skills, then on a effective theoretical
basis for health institutions;

v' Managers of different hierarchical levels don’t have a vision of integrating their business plans in
management strategies of the institutions;

v' Some of the implemented projects in medical institutions are not sufficiently integrated into
institutions processes, so, in time, institutions are unable to ensure by themselves their sustainability;

v" Regarding the implementation in medical institutions of different levels, management strategies
research would result in elaborating a set of recommendations that would help to streamline the
management of the institutions in the health sector.
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APPLICATION OF LATERAL MARKETING TECHNIQUES ON THE
PRODUCT LEVEL ON WINERIES OF THE REPUBLIC OF MOLDOVA

PhD student Natalia PROCIUC, Comrat State University

The present scientific publication research reveals aspects of lateral thinking and lateral marketing in the
business, as an effective way of improving and increasing the competitiveness of the company’s product. The author
of the publication stops and concentrates at one of the lateral substitution technologies: the lateral substitution on
the product level. In the course of the research, the results on the application of the techniques of lateral marketing
on the product level on wineries of the Republic of Moldova are presented

Key words: wineries of the Republic of Moldova, lateral marketing, lateral thinking, lateral substitution,
technique of lateral marketing on the product level

Introduction: The Republic of Moldova is a country where one of the dominant positions in the
industrial sector is taken by the wine industry. In 2015, specific gravity of the grape harvest in Moldova in
the total volume of the agricultural crops was 7%, which amounted 598 000 tons, which is 1% more than in
2014 [3]. The development of viticulture industry is a top priority of the Government of the Republic of
Moldova and it is reflected in the State Program of reconstruction and development of viticulture and
winemaking for the years 2002 - 2020 [S]. Viticulture industry is a source of raw materials for the
development of the wine industry in the Republic of Moldova, which year by year is gaining the momentum
of its dynamic development (figure 1):
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Figure 1. The dynamic of the volume of production of grapes in Republic of Moldova (2010-
2015), thousand tons
Source: elaborated by author of publication on the base of database [3]

Evidence of this is the rate of production of alcoholic beverages in Moldova, where a significant
proportion of products are produced from grapes (figures 2, 3):
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Figure 2. The dynamic of the volume of production of alcohols in Republic of Moldova (2010-
2015), thousand dal
Source: elaborated by author of publication on the base of database [3]
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Source: elaborated by author of publication on the base of database [3]
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Figure 3. The dynamic of the volume of export of wine products in Republic of Moldova (2009-

2015), million MDL (* 2015 year preliminary databases)
Source: elaborated by author of publication on the base of database [3; 7]

Nowadays, the wine consumers from many different countries know about Moldovan wine. Only to
China in 2015 Moldovan wine exports increased by 100%, and it exported more than 3 million bottles of
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wine of its own production [4]. The Republic of Moldova is included in the row of the 20-ty leaders — the
world wine producers (figure 5):
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Figure §.201S year wine production in the main producing countries of world, million hl
Source: elaborate by author of publication on the base of database [6]

As we can see from the diagram (figure S), the geography of the world market of leading wine
producers is represented in a wide range (Republic of Moldova occupies only 20th place in the ranking of
manufacturers). The present fact testifies about the modern marketing - is not the same as marketing of the
1960s or 1970s. There are products to meet almost any need in the market. Meeting the demand is not just
full of everything we need - it is even oversaturated. As a proof, Kotler cites the fact that “seventy-five per
cent of new products, services and companies fail to accomplish their objectives” [2]. These failures and,
accordingly, the need to move to a new concept have been linked by the scientist to the inability of
companies to operate in the context of growing global competition and in the conditions of the changed
consumers’ behaviour. And the market of wine production is not an exception. Wine companies are
beginning the brutal competition for the creation of new wine products, new markets and ways to promote
them, so as traditional methods are no longer suitable. Thus, having the necessary resource potential, the
Moldovan wine businesses need a new search mechanism for the development and implementation of
innovative ideas to the market, which can provide key competitive advantages. It is all primarily about
lateral marketing

Critical analysis in the field of investigated problems

Lateral marketing technology is based on so-called “lateral thinking”. This term was proposed at the
time by the creativity phenomenon researcher Edward de Bono. By lateral thinking (from Latin “lateralis” -
Side) is understood algorithms of solutions search and achieving goals, alternative to conventional vertical
or logical marketing [1]. Later, the ideas of de Bono were developed by Philip Kotler and Fernando de
Triassic de Bez who introduced in the well-known marketing system the category of the lateral marketing.
Developing the present direction, Kotler has formulated the definition of lateral marketing as a system of
views and approaches based on associative logic that changes the perception of the traditional methods of
direct business promotion [2]. The main task of lateral marketing is avoiding the traditional methods of
competition, through the creation of an innovative product. The main benefit of lateral marketing ideas is
the following - they do not win back a share of an existing market, but deepen the old market (detailing the
segmentation signs of the target customers) and become the first [9]. The idea of lateral marketing consists
of a compound of entities that are incompatible in principle. The basic technology of lateral marketing is
the use of lateral displacement: an element of the investigated object is replaced by a new one, leading to
the emergence of a rupture kind. This gap is filled by some new connections and a new element becomes
the key for the consumers

161



ACADEMY OF ECONOMIC STUDIES OF MOLDOVA

Like any radical innovation, lateral marketing is not free from shortcomings and critics. Having based

on the analysis of a number of critical studies, [10, 11, 12, 13] it is possible to identify the main drawbacks
of lateral marketing:

Table 1.

Criticism of lateral marketing in the contemporary scientific literature

The essence of the criticism

Counter argument

The new items, including “lateral” are not always
successful, as the
customers is not so great

proportion of innovators’

Lateral marketing is applied everywhere, not only in the innovative

sectors of the economy, where the percentage of innovative
consumer is traditionally high. But today, in an age of limited
resources, priority competitive factor is innovation, and therefore
all should strive to produce them

The “lateral” innovations creation and the selection
of the new products for the market segments lead to
“hyper segmentation”

Like any other innovation, “lateral” does not guarantee a 100% success
rate, and at certain stages, cannot provide high relative market share
(or a wide market niche). The task of the “lateral innovation” is not to
create something new, but to improve the use of the old product, with
some modified elements (“filling in the lateral gap”) in the old market
(applying the strategy of deepening)

Lateral marketing cannot be taught, because there is
no any algorithm of its implementation. How
exactly these or other lateral innovations have been
created can be explained only by “backdating” since
they were invented and introduced to the market

This observation arises from the complexity of the control of the
creative process: “lateral marketing is a creative thinking process.”
We should note that such objections often arise in cases where the
outcome is difficult to obtain and poorly predictable. The lateral
marketing applicability problem arises from the lack of training of
personnel managing the “brainstorming process”, the lowest
qualified experts and the reluctance to implement the absurd (in
terms of top management) solutions

The lateral marketing itself is banal and does not
create anything new

The notes are usually due to lack of understanding of the essence of
lateral marketing and the inflated expectations from its application

The new products obtained by the lateral marketing

often require significant investment in the

production and manufacturing process

The economic effect from the “lateral innovation” can be much
greater than in the case of new products obtained in a traditional
way. This is evidenced by the experience of companies, quite
recently practicing lateral marketing concept, which can be called a
full success with confidence

Source: elaborate by author of publication on the base of analysis of sources [10, 11,12, 13]
Thus, we can assume that “the concept of lateral marketing should not be taken as a panacea for all diseases

of marketing. However, even its opponents acknowledge that lateral marketing at least makes you want to
discover a new ability to create, what is a very important aspect itself” [9]. Nowadays, lateral marketing is one of
the most progressive and effective ways to achieve the real results increase the competitiveness of domestic
producers of goods and services [8]. Let us justify this assertion on the findings of the application of lateral
innovations at the product level in the wine industry of the Republic of Moldova.

Own vision of the problem and achieved research results

Philip Kotler says: lateral thinking, you can use at the three different levels of marketing [2]:

1) At the market level;
2) On the product or service level;
3) On the level of the mix-marketing

Let’s clarify the essence of lateral marketing at the level of a successful product of winemaking

“lateral product”

companies of Moldova and thus refute the critical approaches of modern scientists to the problem of the

The theory of lateral marketing offers six techniques [9] (figure 6):
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Figure 6. The techniques of lateral marketing on the product level

Source: [9]

Each of the “lateral substitutions” of the above techniques has a special ability, peculiar only to it, taking
to change the product and present it as a novelty at the market system.

Table 2
The lateral marketing on the product level on the wineries of Moldova

The technique of Winery Lateral Characteristics and benefits of
lateral substitution company product the lateral marketing application
Substitution of one or “DK-Intertrade” SRL | “Merlot” 2011 | Changing the method of wine
more items of goods (Vulcaneshti, ATU fermentation. For the first time the
Gagauzia, Republic method of the apple-milky
of Moldova) fermentation was applied. In

comparison with 2008 there was a
new “Merlot” 2011 fruity in flavor,
with tones of milk cream

Combination of one or | SA Vinurilaloveni Vermouth The combination of herbal extracts
more elements to the | (Ialoveni, Republic | “Garrone”from | from Italy (tarragon, clary sage,
product (goods) or of Moldova) Moldova nutmeg, coriander, cinnamon,
service, everything else thyme, cardamom) with Moldovan
keeping constant wines of European varieties
Inversion or adding the | Dionysos-Mereni SA “Brumariu” The coup is that Icewine - a dessert
particle “no” to the | (Chisinau, Republic wine made from grapes frozen on
element of the goods or of Moldova) the vine itself
services
Elimination of the goods Acorex Wine “Red & White” | Removal of the ethyl alcohol.
or service item Holding S.A. Before bottling the wine is
(Chisinau, Republic extracted. Non-alcoholic wine - a
of Moldova) product with low residual alcohol

content - about 0.5%. In the
alcohol-free wine all the food and
flavors are stored, as well as all the
useful micro-elements - only
alcohol is removed
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Exaggeration or Tomai-Vinex SA Collection Exaggeration of  convenient
understatement of one (Tomai, ATU DOLCE VINO | packing bag-in-box (wine bags,
or more items of goods Gagauzia, Republic packed in a bag barrel with a tap).
or services or the image of Moldova) Bag-in-box appeared since it is
of perfect product or ideal for trips out of town, friendly
service meetings and corporate events, it

allows you to save high quality
wines both during storage and
during its use. It is suitable for a
picnic, barbecue or party

Reordering or sequence | “Aspect-Invest” SRL, | Izvar “Vinogrey” | Reordering is that Izvar (the

of one or more items of FPC prototype of mulled wine) is
goods or services (Chisinau, Republic already mixed from the dry red
of Moldova) wine produced from grapes of

European varieties, sugar, alcohol
and spices, which included
cinnamon, nutmeg, vanilla, cloves,
black pepper, and allspice. Buyer
was only necessary to warm up to

70 degrees the Izvar and enjoy it

Source: elaborate by author of publication on the base of the sources analysis of the of innovations implementation process in the
wineries of the Republic of Moldova

The dates presented in the table is a proof that the wine products producers, who are representatives of
one of the fastest growing industry in the Republic of Moldova, are not abstracted from the introduction of
lateral shifts in their product portfolios for all types of technologies. On the contrary, concentrating on the
fact that this scientific publication examines only the aspects of lateral marketing on the product level, and
here are not searched any other aspects, they actively promote it and at the level of the consumer markets,
and at the level of 4-P mix-marketing, the author will speak about in the subsequent studies.

Conclusions:

Thus, having analysed the subject searched in the present scientific publication, the following
conclusion can be made:

1. The Republic of Moldova is a country where one of the dominant positions in the industrial sector
is taken by the wine industry. Viticulture industry, which is a priority in the policy of the reformation and
modernization within the framework of the public management programs, is a source of raw materials for
the development of the wine industry of the Republic of Moldova, which year by year is gaining the
momentum of its dynamic development;

2. Today the wine consumers from many different countries know about Moldovan wine. The
Republic of Moldova is included in the row of the 20-ty leaders — the world wine producers;

3. Geography of the world market leading wine producers represented in a wide range (Republic of
Moldova in the ranking of manufacturers occupies only 20th place). Winery companies are beginning the
brutal competition for the creation of new wine products, new markets and ways to promote them, as
traditional methods are no longer suitable;

4. Possessing the necessary resource potential, the Moldovan wine businesses need a new search
mechanism, the development and implementation to the market of innovative ideas, which can provide the
key competitive advantages - one of them is the lateral marketing;
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S. Like any radical innovation, lateral marketing is not free from shortcomings and critics. However,
studies show that nowadays lateral marketing is one of the most progressive and effective ways to achieve
the real results of increasing the competitiveness of domestic producers of goods and services;

6. Studies have shown that the producers of wine products, which is the fastest growing industry in the
Republic of Moldova, are not abstracted from the introduction of lateral shifts in their product portfolios by
actively introducing all the technologies of lateral marketing “at the product level”, that allows them to close
up the SET-gap and successfully to move towards the achievement of a genuine leadership. This fact clearly
argues the validity of the arguments in opposition to criticism of modern scientists to the problem of “lateral
product”
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SOCIETY - FACTORINFLUENCING HUMAN BEHAVIOR

PhD student Diana CIOBANU, ASEM

Humans are social beings that live in society and through society. It is said that the oldest human’ need is the
need of the other. Outside the society, in the conditions of wildness, humans are likely to perish or dehumanize.

When interacting with peers, man learns the language, the values and the rules of social coexistence, and
becomes an integral part of the society.

In order to integrate into groups, social collectives, people must respect the rules imposed and adopt specific
behaviours. They should be able to realize not only individual scopes (interests), but as well those of the group,
social and even humanitarian. [3]

Key words: society, behaviour, thinking, attitudes, evolution, influence, education.

Introduction.

There is no personality without interaction with social environment, like there is no society without
individuals. A systemic relation between personality and society could be created, in which the personality,
integrated in different subsystems (economic, political, familial, cultural activities) is in relation with the
society.

Within the framework of this relation, the society creates, models individually the personality of people
in conformity with the system of norms and values specific for respective historical moment. The
personality through its creative activity contributes to the optimization of the society, improvement of
social system mechanism, and creates new social structures in accordance with historical development.

Society is involved in the modelling of personality and social behaviour, being reflected on active
individuals. It is enough to be present in that environment to influence it.

Research material and method.

Personality is a set of intellectual and moral traits, qualities and skills that characterizes the person’s own
way of being. It is a totality of relatively stable qualities that determine the behaviour, style of thinking, and
ways of adapting to different situations. Individuality represents the combination of psychological traits of the
personality that make it original and unrepeatable. Individuality is being manifested through temperament,
character, skills, interests, self-confidence, cognitive processes and individual style of activity [4].

Human is a natural, social and spiritual being. The relations between man and society look to be
paradoxical. Viewed from the exterior, from the perspective of the object, human personality is a small part
of the society. Regarded from interior, from the perspective of the subject, the society represents a part of
human personality, its social side.

In the opinion of the American psychologist G. Allport, personality is a structure of hierarchically
organized traits. According to him, each individual has 2-3 cardinal traits that dominate and control other
traits. Hierarchically, a group of 10-15 main traits that are easy to identify, and hundreds or even thousands
of secondary traits that are difficult to identify follows them.

G. Allport argues the existence of the unique nature of personality by the fact that man is the product of
both heredity and environment. Heredity provides crude material, which is then shaped by the
environment. [ 5]

The influence of society on the individual is huge. Personality is considered a social product.

In the process of individuality’ formation, social and anthropological literature distinguishes two
variables: culture and society. Usually, the term Culture refers to objects that express values, beliefs and
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worldviews, knowledge, laws, customs, art and language. The term Society refers to institutions, social
relations. It is difficult to split the culture from society as they work together on the individual [7].

Based on studies of eight cultures of some primitive tribes living in an ambiance “close” to nature, it was
found that each social group has a structure of behaviour common to the whole social lot, which is referred
to as Core personality. We understand the Core personality as a specific psychological configuration of the
members of a social group that is being reflected in a specific lifestyle, in a “matrix” that develops individual
traits of the character, being further configured individually.

Socialization is a process of learning of social norms and values, patterns of social behaviour.

The mechanisms of Socialization are modelling, learning and social control.

1. Social modelling is based on the need of affiliation — one of the superior human needs, manifested in
the desire to be part of a group in order to perform the aspiration to self-identification and self-assertion,
ensuring a state of security and protection. The need of affiliation only appears amid further reports of
human community.

Social capabilities, skills and behaviour are created through modelling. Modelling is active during first
years of life, in the family. We learn from our parents, by imitating, the simplest actions, and affective
reactions. We start to imitate the attitudes of those around us.

2. Another way of socialization is Social learning — a form of learning through which the subject learns
the values and the norms of the group, based on the experience of other people, interacting directly with
them or fully internalizing the model proposed by the community. This interaction is determined by an
internalization of attitudes, concepts, values, social norms, leading to identification.

3. Social control — reporting of personality to social norms and values.

According to H. Tajfel and J. Turner, the concept of “social group” represents a totality of individuals
who are accepted as members of a social group, share the emotional consequences of self-determination
and collective appreciations.

Through integration into the social group, the person feels the consequences of social belonging in the
form of socio-affective relations. The process of integration contributes to the identification of the
individual and runs in several successive stages.

e At the beginning, the auto-determination of the individual takes place. This process requires a
comparison to other people.

e Adjustment to the social ambiance and other people leads to the acceptance and incorporation of
norms, values and etalons that are transformed by the individual into rules of personal behaviour. These
rules facilitate both self-awareness and awareness of others, and communication with them. A strong self-
identification does not separate the individual from his group. Such people have either a higher status due
to their qualities, interests, norms, or a stronger nonconformist behaviour.

o After the process of identification within the group takes place, the individual not only knows and
updates himself through direct and indirect contacts with other groups, but separates himself and his group
from other social entities [8].

As a psychosocial phenomenon, self-identification comprises two processes: person identification and
social identification. The first one refers to self-determination of psychosomatic, moral, behavioural traits.
The second one refers to social belonging: racial, ethnic, sexual, age etc. Social and person identifications
interchange in the individual’s mind like the transition from the forms of interpersonal interaction to those
determined by the belonging to a category. Both phenomena are an integral part of the process of self-
determination and self-knowledge [2].

Socialization is not only an “offer”, but a “constraint” as well. Through socialization, the individual
adjusts his behaviour to the needs of community. The society performs an “uniformization”, a “control”
over its members. The control is performed through definition of several value-normative criteria.
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Behaviour is the result of a permanent interaction between personal and external variables. The
external environment models the personality through learning. People prefer the behaviour that will bring,
more probably, acceptance. As social behaviours are not appreciated equally, individuals learn what kind of
behaviour will be suitable and what not in certain circumstances. According to this theory, the majority of
differences in the person’s behaviour are the result of different learning experiences during the life. Some
behaviour are learned through direct experiences, i.e. being punished or rewarded for some action. There
are behaviours learned indirectly, through observation of the appreciation of others [3].

In order to satisfy their needs, people interact with each other. Society is influencing the individual, but
the individual could determine whether to conform or not. As there is no society without individuals, there
is no personality without interaction with the social medium. There is a systemic relation between the
person and society. The person that is integrated in different subsystems (economic, political, family,
cultural activities) is an element of the system.

There is no doubt that each of us is influenced by hereditary factors and by the medium. It is interesting
and important to discover how these two factors impact on us. The role of the society is very important.
The society is an integral part of our intellectual and spiritual world. The influence of the society could be
observed in every aspect of human activity [6].

A person is an open system that interacts with the natural medium and the socio-cultural medium.
Arising situations during this interaction model us, request a response from us, challenge us to become
objective. As a reaction to all these challenges, the person enters into a very complex system of roles and
social functions that influence his psychology. We are not able to permanently realize the way we are
influenced as this process could be direct or subtle. However, it would be useful to take into consideration
that we are usually influenced by relatives, music, different aromas, advertising, news, internet, genetics,
education etc. In this way, we are manipulated by what surrounds us. Influences could be negative and
positive. There are several types of influences: from the way we are dressing ourselves, what we are buying,
to the way we are thinking and acting in different circumstances. As well, influences could be stronger or
weaker depending on the traits of the influencer and those of the person influenced.

We have to educate ourselves in order to understand that personal freedom is only possible together
with general, collective and psychological freedom; that work and respect of others represent a fundamental
obligation of each citizen. Psychological and social education should follow the age, psychological and
psycho-motoric evolution. The most important role in the person’s moral evolution is played by good
examples that are inevitably generated by the group we belong to. From our peers we learn to love, to work,
to be free and to respect others. We have to be active and adaptable, to progress and to increase our value.

It is important to look at the behaviour of others and at its consequences. The learning through
observation and example is an important aspect of human behaviour. Looking at the behaviour of others we
take a conscious decision to behave or not to in the same way. Human behaviour is controlled by the
subject himself, through learning operations and processes, as well as by the medium through stimulations
of social nature.

Conclusion.

In conclusion, I we can say that looking at a person from the point of view of an integral system, we
should not disregard containing elements. We have to strive to be ourselves, to become what we are able to
become, to always try something new and not to follow only safe and guaranteed paths, to listen to our
feelings when evaluating the actions and the results, to be ready to undertake responsibility and to be
perseverant. We will succeed if we learn to manage consciously our actions and deeds by overcoming
external and internal difficulties, to achieve goals through development of own personality.
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EFECIENCY OF INVESTMENTS - THE BASIS OF FORMATION THE INVESTMENT
PROJECTS IN CONSTRUCTION.

PhD student Masadeh ADEEB, ASEM

Additional factors which need to be considered when forming investment projects in construction are
presented. Need of carrying out the qualitative analysis of investment opportunities for implementation of the
investment project for construction is proved. Need of the correct calculation of necessary investments still for a pre-
investment phase taking into account social and economic risks and studying of features of investment climate of
the Republic of Moldova is proved.

Key words: investment projects, project analysis, investment, investment risks, business plan.

Attraction of investments into construction and infrastructure R. Moldova, in modern conditions,
becomes the strategic direction of the state economic policy. High degree of wear of the existing
infrastructure facilities and a lack of investment resources for construction of new, doesn't allow the state to
carry out fully the functions of rendering public services assigned to him and is a serious limiting factor of
economic growth.

Development and restructuring of economy are inevitably connected with need of attraction of the
considerable volumes of investment, increases of investment appeal of branches and enterprises. Without
investments the decision not only economic, but also social and environmental problems are almost
impossible.

A favourable environment is necessary to be created in order to expand the forms and methods of
financing of investments and first of all in real economy. In these conditions there is a need for special
knowledge of an assessment of investments and to justification of economic efficiency of their attraction.
The main problem of efficiency of investments is the creation of conditions for an intensification of
investments in the most competitive productions giving fast return and allowing to increase as much as
possible the income of the enterprises, the population and the budget. Consideration of any investment
project demands big and careful preliminary work. The assessment of investment appeal of this or that
project demands the detailed analysis of a set of indicators, and adoption of the investment decision is
possible only taking into account such factors as risk, uncertainty, inflation.

The term “Investments” has a few values. It means the purchase of shares of stock or bonds with
settling on some financial results. In the widest sense of investment provide a mechanism necessary for
financing of height of economy of country. To give an idea about the role of investments, in the beginning
we will appeal to the basic concepts.
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An investment is a method of investing, that must provide maintenance or growth of cost of capital and
(or) bring the positive size of profit.**

An investment is a method of investing, that must provide maintenance or growth of cost of capital and
or to bring the positive size of profit; in other words it is any instrument in that it is possible to place money,
bargaining to save or increase their cost and (or) provide the positive size of profit.*

In economic literature under investments, as a rule, understand the investments of financial, material and
technical means, with the purpose of receipt social, ecological and economic effect. Thus "any form of investing
supposes the investments of capital in a present with the purpose of receipt of results in the future".>’

Investing is one of the most essential aspects of activity of any developing organization.

Investment project. Any investment project can be described from different parties: financial,
technological, organizational, temporal, ecological, social to and other. Each of them in its own way is
important; however the financial aspects of investment activity in many cases have a decision value.”!

Table of contents of pre-investment researches during a project analysis.

Defining investing in construction and infrastructure as one of main directions of development of
republic, it is necessary to underline absence of steady dynamics at forming and realization of investment
projects. In particular, at formation of investment-construction projects, there are difficulties the realization
of this project, necessary investments, terms of realization and summer residence, related to insufficient
studied of possibilities in exploitation of one or another construction object.

In this connection it should be noted undoubted meaningfulness of quality and timeliness of realization
of pre-investment researches. As known, Pre-investment stage of life cycle of project limited by temporal
length from preliminary research to the final decision about the acceptance of investment project. On this
stage there is a choice of one or another alternate design or drafting of the investment program on the basis
of a few projects.

A Pre-investment phase includes a few stages:

1. Forming of primary intention of project. Any project is begun with the origin of idea, specification
of the desired result.

2. An analysis of the investment opportunities of the project. We estimate the need for financial
resources; the possible sources of receipt of these resources are examined.

3. Marketing researches (market analysis). The value of service is estimated on commodities or
services the production of that is assumed by a project. Is determined the target audience (consumers) of
products. A competition is estimated at the market of this industry and region.

4. The analysis of alternative versions of the project and the preliminary choice of the project, also
preparation of the project — the preliminary feasibility study (PFS) and feasibility study (FS). Problem of
preliminary feasibility study (PFS) is creation of the business plan. The business plan of the investment
project states results of market research, proves strategy of development of the market, offers end
economic and financial results. The main objective of the business plan — to show appeal of the project to
the possible investor. In the business plan the perspective situation both in firm, and out of firm is assessed.
He is especially necessary for the management for orientation in the conditions of joint-stock property as by
means of the business plan heads of the company make the decision on accumulation of profit and
distribution of her part in the form of dividends between shareholders. This plan is used at justification of

* http://www.dengi-info.com/archive/article.php?aid=814

* http://constructor.zavalam.net/view.php?no=5400

>0 060306, C.A. VIHBECTHIIHY B IPOMBILLICHHOCTH: HHKErOPO/ICKHUII BADHAHT COTPYIHAUECTBA aAMHHHUCTPALIMH TOPO/a
u npeanpustuil. — H-Hosropox, 1998. — C. 138

°! Menemkment. YueGruk. / A.U.Opnos.- M.: Usnatensctso «U3ympymy», 2003. - 298 c.(2.3 MHBeCTHIMOHHBIIT
MeHekMeHT;2.3.1 VIHBeCTHIINY U yTIpaBIIeHIE UMH )
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actions for improvement and development of organizational and production structure of firm, in particular
for justification of level of centralization of management and responsibility of employees.*

S. Location choice.

6. Search of investors. The investment project can be financed completely by own means of the
investor or with attraction of the loan capital. At the same time the ratio of own and loan capital in structure
of sources of investments can be various.

7. Allocation of investments.>

Passing of the project through all these stages also promotes advance of investments, creates the best
basis for decision-making and implementation of the project, doing this process more clearly.

Formation of an initial plan of the project. As a rule, several options business - ideas are considered and
the options assuming the high cost, excessive risk, lack of reliable sources of financing deviate. The
investment risk is a probability of financial losses for participants of implementation of the investment
project™. The bulk of risks is connected with probable errors of development of the business plan, drawing
up incorrect forecasts. The purpose of a pre-investment phase is implementation of the project analysis.
The accounting of possible risks in the analysis of the project and management of them on the subsequent
phases of a project cycle allow reducing consequences of risks to the acceptable minimum. There are risks
which are connected with possible failure to complete of design or construction part of the project and also
detection of defects after acceptance of objects in operation. Distinguish technical risks from them which
include construction and operational risks.

Among the general risks inherent in the Pre-investment phase of the project, it is possible to allocate:

e risk of identification of technical mistakes in the project;

e the risks arising owing to the wrong registration of the legal rights: property or rent on the land plot
and real estate objects, and also construction licenses;

e risk of excess of the estimate owing to rise in price of cost of construction.

In the second, investment phase of the investment project his payback has to be provided. This phase is
connected with a usual trade or production activity and is respectively subject to a complex of adverse
effects which carry the name of enterprise risks. Enterprise risks aren't specific only to investment activity,
and are inherent in any kinds of business.>

Division of a pre-investment phase into stages doesn't allow to work from idea of the project to the final
teasibility report directly, without stage-by-stage check of idea or submission of alternative decisions.

Definition of investment opportunities is a starting point for investment. Research of investment
opportunities is the main tool used at a quantitative assessment of information necessary for development
idea of the project in a specific proposal.

The following aspects are analysed:

e the natural resources suitable for processing, such as wood for the woodworking industry;

e the existing structure of agriculture as a basis for the industries which are based on agriculture;

e future demand for certain consumer goods which consumption can increase due to increase in
population or consumer ability, or on again created goods, such as synthetic fabrics or electrical household
appliances;

e import — for definition of spheres of import substitution;

® impact on environment;

>2 Natalya Nikolaevna Shash. - "Business - Planning for CCY308". Gl.1 Teor. Bases Business — Planning.
> http://www.intuit.ru/studies/courses/4107/602/lecture/12999
> Popova JI.B., Isakova R. E., Golovina T.A. controlling, 2003 (H1. IV Analysis of efficiency of innovative projects; 4.
Investment risks)
> Marenkov N. L., Kosarenko N. of N. Insurance business. Higher education series. Moscow: National institute of
business. Rostov-on-Don: Feniks publishing house. — 608 pages, 2003
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e the sectors of manufacturing industry which are successfully functioning in other countries with a
similar economic basis, similar levels of development and conditions of financial, labour and natural
resources;

e apossible interconnection with other branches, local or transnational;

e possible expansion of the existing productions on the basis of the descending or ascending
integration, for example, connection of oil processing with purification of oil products, productions became
in arc furnaces — with her rolling;

e possibilities of diversification, for example, a petrochemical complex in pharmaceutical production;

e possible expansion of the existing production capacity for receiving the economy caused by growth
of scale of production;

e general investment climate;

e industrial policy;

e existence and cost of production factors;

® export opportunities.

Researches of investment opportunities are based more on the general estimates, than on the detailed
analysis. Data on expenses usually undertake from the similar existing projects.

Information obtained as a result of research of opportunities of the project is intended, mainly, for
identification of basic aspects of the possible offer on investment of object.

Preliminary feasibility study.

Main objectives of PFS consist in definition of whether the following provisions are carried out:

* all possible alternatives of the project are considered;

* the concept of the project justifies carrying out the detailed analysis by means of the feasibility report;

* all aspects of the project are important from the point of view of its feasibility and recognition of
need of deep studying by functional researches, or researches of providing, such as the analysis of the
market, laboratory or trial researches;

* the idea of the project (on the basis of the available information) has to be defined or as impractical,
or rather attractive to the certain investor or group of investors;

* an ecological situation on a site of the planned construction and potential impact on her of alleged
production conform to national standards.

PES should be considered as an intermediate stage between research of opportunities of the project
and the detailed FS. Distinction consists in extent of specification of the obtained information and depth of
consideration of versions of the project. The structure of PFS has to be same, as structure of the FS.%

Problem of preliminary preparation of the project is creation of the business plan. It is an integral part
of intra company planning, one of the major documents developed at the enterprise. He has two main
objectives. On the one hand, it serves as means of attracting investors for the purpose of receiving money or
partners for joint participation in the project, with another — has independent value, is the effective
instrument of management, helps the businessman to define prospects of growth of the business, to control
the current situation.

Content of the business plan is carrying out a complex of the marketing and technical and economic
researches directed to improvement and development of production. The assessment of expediency of the
choice of the project is carried out on the basis of the criteria (marketing, financial and economic, security with
resources, standard, compliances to success factors) reflecting the main aspects and conditions of his realization.

By preparation of investment projects business plans are developed for their implementation. The
business plan includes the description of the enterprise, his potential, an assessment of internal and external

36 “Economic assessment of investments”, M. Rimer — SPb.: St. Petersburg, 2006
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environment in business and time, concrete data on a marketing strategy and developments of business.”’
Besides, in the business plan possibilities of risks are noted, i.e. is shown that existence of risks is considered
in the business plan and measures for their decrease are planned. The volume of the business plan depends
on the purpose of his drawing up. The internal business plan (for intra factory planning) is regulated neither
on volume, nor on structure of sections. The business plan can be used for carrying out sanitation,
restructuring, privatization of the enterprises, and also for receiving external investments. The business plan
submitted for the purpose of obtaining the big or average volumes of investment (credit resources), and
also urged to interest the large investor has to be stated no more than on 50-80 pages. As a rule, the
specified volume doesn't join the applications supplementing the business plan and confirming his reality.
Drawing up the business plan is preceded by the analysis of financial and economic activity of the
enterprise, market and technical and economic researches of various alternatives of development of the
enterprise on the basis of the standard international standards.

Providing researches, or functional researches, cover certain aspects of the investment project and need as
the prerequisite for ensuring carrying out PFS and the FS, especially in case of large-scale investment offers.

The Feasibility Study (FS) is the key document when developing construction - investment projects
and represents complex result of research and production of calculations for an assessment of economic,
financial, technical, ecological and other conditions of investment for the purpose of the choice of an
optimal variant of the project and making decision on expediency of his realization.

The ES has to give all necessary information for making decision on investment. Therefore,
commercial, technical, financial, economic and ecological prerequisites for the investment project have to
be defined and critically estimated on the basis of alternative versions of the decisions which are already
considered at PES stage.

The final assessment of investment and production expenses, and also the subsequent calculations of
financial and economic profitability are expedient only if a project framework taking into account all
important aspects and the related expenses is accurately defined. All volume of the project has to be
expressed in drawings and schemes which will form a basis of further work.

Development of the FS has to be carried out only when the necessary financial means determined by
researches can be revealed with sufficient degree of accuracy. It isn't enough sense in the FS without reliable
guarantee of the fact that in case of the positive decision necessary means will be found. For this reason
possible financing of the project has to be considered at an early stage of the ES as financial conditions exert
the most direct impact on full expenses and, thus, on financial feasibility of the project.

Thus, high-quality development of a pre-investment phase, gives the chance to effectively make
investment projects in construction.

The researchers conducted by the author confirm that long life cycle of the project, increase in the
course of construction of estimated cost, shortage of adequate sources of financing, underestimation of
factors of an institutional order, and branch features — negatively influence construction. The main defects
and mistakes in the investment project which come to light in a pre-investment phase are expressed in the
insufficient accounting of perspective need for production, doubtful definition of the investments attracted
in construction, insufficient economic validity of design decisions when calculating economic efficiency.
Construction financing in many respects consists of third-party capital investments — investments.
Investment institutes impose reasonable requirements to quality of design and budget documentation as
make solid investment investments in obviously risk action.

Conclusions and offers
In this regard, the solution of investment problems of the Republic of Moldova is connected with
overcoming of the specified shortcomings as capital construction possesses a leading role on the way to

°7 Natalya Nikolaevna Shash. — “Business - Planning for CCY308”. Gl.1 Teor. Bases Business — Planning.
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European integration. The subsequent development of all other sectors of economy and also ensuring
continuous growth of economic potential and the national income of the country in many respects depends
on volumes and the level of capital construction. Thus, implementation of the investment project in
construction requires a system and integrated approach.
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PLANNING AND METHODOLOGY OF MARKETING RESEARCH OF THE RESIDENTIAL
REAL ESTATE MARKET

PhD student Ruslan CRUPNOV, ASEM

The residential real estate market is one of the most important components in the economy of Chisinau city.
Taking into consideration that population of the city is constantly growing, the level of demand on the residential
real estate shows the level of citizens’ welfare and economic development of Chisinau.

Today the state of the residential real estate market is difficult to predict due to the deep economic crisis in our
county. In order to determine the investment attractiveness of the market and to reduce the risk of management
errors in making business critical decisions in that article a number of important aspects of research activities
planning, the sources and methods of collecting marketing information are identified.

Key words: marketing, research, real estate, plan, desk research, field research, quantitative data, email
survey, social media survey, survey on the company’s website, qualitative data, mystery shopping, focus group,
interviews.

Introduction

Today the state of the residential real estate market is difficult to predict in the Republic of
Moldova in general and in Chisinau city in particular due to the deep economic and political crisis. Since
2010, the annual population growth of Chisinau is 2800 people and 4800 in the city. The stagnation in the
market continues to grow considering falling prices for square meters of housing and the reduced number
of construction of new residential buildings.

Marketing research is an integral part of any professionally designed investment project, business
plan. One of the key functions of marketing research is to make market development predictable, providing
the company management with reliable, accurate and relevant information to reduce the risk of
management errors in making business critical decisions.
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The purpose of this article is to describe general principles and techniques a marketing analyst
requires for a competent implementation of a complex of research procedures necessary to achieve the
research goals and solve customer problems taking into account the specifics of the real estate market. The
article consists of 2 main sections.

The 1* section — “The development of a marketing research plan” consists of 2 parts. The first part
focuses on key planning aspects, determines the elements of the research project’s plan, provides a list of
questions for the project manager to answer in the development of a research plan, etc. The second part
describes the errors, associated with the planning of research procedures and errors in the planning of the
research team.

The 2™ section — “Methods of marketing data collecting” consists of 2 parts. The first part describes
the stage of secondary data collection that serve as the starting point of any study. The second part of this
section describes the stage of primary data collection and thus relevant for the real estate market research
methods of collecting quantitative and qualitative information.

I. The development of a marketing research plan

1.1 Key aspects of planning

Much of the success of any research depends on how carefully it is planned. In fact, a market research
plan is nothing but a guide for the project implementation it includes everything: who, when and how
should carry out the research process.

Plans of marketing research can be of two types:

* Strategic plan of marketing research;

* Tactical plan of marketing research.

For the strategic plan of marketing research a project manager must determine the whole range of
research procedures necessary to achieve the objectives, to identify the participants, to define the time
frame of the project and make an indicative estimate of the research’s cost.

In contrast to the strategic plan, for which detailed elaboration depends on the size and complexity of
the research, the level of the tactical plan detailing should be the maximum, all the actions should be
calculated to within a few minutes. A properly drawn up tactical plan is the main project management tool
and one of the elements that guarantee the research quality in general.

Forms of marketing research plans may differ from each other, but they have to be simple and evident
to users.

Planning a marketing research means the selection, analysis and allocation of resources necessary to
achieve the project objectives to address customer’s problems. A research plan with varying accuracy
depending on its purpose should include:

- approved, clear goals;

- aset of research procedures

- aworking-time calendar;

- aproject timeframe;

- alist of staff and their responsibilities;

- adetailed budget

A manager in the development of MR plan should answer the following questions:

= Have been these problems studied before?

* What data are necessary to achieve the research objectives?

* What is the amount of missing data required to identify?

* What kind, how much and what quality of data will be needed?

* What sources of information should be used (primary/secondary)?

* What data collection methods should be used?
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* What is the size of the research sampling?

= How to analyse the data?

* How much time will be required for the research implementation?

*  Who will be included in the research team?

* What costs will be required?

= Will the obtained results be comparable with the estimated costs? [1, pp. 96-102]; [2, pp. 47-49];
[3, pp- 58-71]

During MR planning organizational and non-organizational errors occur, which lead to significant
financial costs and absence of the necessary data.

To reduce the risk of errors in the marketing research planning it is recommended to use a commercial
web services that provide a set of tools, based on cloud computing, for example, Assembla. Among the
provided tools there is a system for managing projects, teams and tasks, control and time tracking, bug
tracking, wiki documentation, joint discussions, and more.

1.2 Errors in planning

1.2.1 Errors related to the planning of research procedures

* Non-consideration of previous experience: even with unlimited resources, it is possible to make
serious mistakes in planning and implementing research without taking into account previous experience
with similar projects.

* Planning without preliminary analysis of external factors: economic, political and environmental
factors that may affect the project implementation.

*  Unclear connection between research methods and incorrect sequence of analytical procedures:
the plan should take into account the connection between different methods and sources of information
combine their results into a single unit, take into account the possibility of matching the results with data
from other sources, studied in parallel during the research.

* Departure from reality: unreality of the plan, expressed in the inclusion of desirable but unlikely to
be implemented tasks in the plan.

® Lack of time reserve in the plan: time reserve is the difference between the dates of very late and
very early task completion. In the absence of such reserve and the occurrence of emergency situations
project completion deadlines will be moved, and this will lead to the customer’s resentment and specific
sanctions and penalties for the research organization.

* Planning for show: a very common mistake of novice researchers when planning is done for a
manager to have a rough project plan in order to clarify the cost to the customer. All research errors will be
the result of a lack of real work plan, since the distribution of responsibilities and development of research
activities will be carried out intuitively, “on the go.”

1.2.2 Errors in the planning of the research team

* Planning of resources without considering their availability. It is extremely important to make sure
that the experts needed for successful implementation of the project at the beginning of work on MR will
not be involved in other tasks.

* Planning without considering motivations. To attract the best staff to work on the project without
a specific stimulus is impossible. Incentives can then be different: money, working conditions, customer’s
prestige, the prospect of participation in the subsequent larger projects, etc.

* Non-consideration of the overtime possibility in the research plan. The increase of the staff load by
additional responsibilities of the research work. Such attempts are excluded, if the researchers do not have a
time reserve. To solve this problem, it is necessary to consult with the researchers to develop an appropriate
plan of monitoring and overtime stimulation, so that the employee will be able to cope with the
responsibilities.
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* Planning activities without specific responsible persons. This may lead to confusion and may
knock out the whole research team from the schedule, and the likelihood that the found “in haste”
responsible person will not be able to cope with the task is quite high.

= Ignoring other people’s opinions. Forcing researchers to strictly follow the plan, without the right to
its criticism kills the initiative and enthusiasm of the employees. Project participants should be given an
opportunity to carefully examine the research plan and make some constructive suggestions on improving
the efficiency of research procedures, if they can prove their position.

A marketing research plan is a working tool, necessary for quality project management. It needs to have
sufficient flexibility, as its implementation may include some unforeseen situations and circumstances.

Developing a marketing research plan is not just a combination of research operations in a certain
structure - it is a complicated and complex procedure that requires from its author profound professional
knowledge in the marketing and organizational management fields. [2, pp. 47-49]; [4]; [S]; [6]; [7] etc.

II. Methods of marketing data collecting

2.1 Desk marketing research (secondary data collection)

Secondary data collection serves as a starting point of the real estate market research. The advantages
of secondary data: low cost in comparison with primary data; ability to compare multiple sources; speed of
retrieval, compared with the primary data collection. The most important advantages of secondary data are
saving time and money in the research process.

Secondary data rarely provide comprehensive information about the market state, but it usually
can: help to better define the problem and the research goal; suggest methods, or specify the data that
should be collected; provide comparative data for review.

In practice there are two main problems that arise in connection with the secondary data use:

a. Compliance problem. Usually, compliance problems may arise from the following differences:
different units of measurement; different breakdown of the data into classes (groups); data aging.

b. Accuracy problem. The solution to this problem may be to consider the source’s priority degree,
publication purpose and data collection methods. The source’s priority degree: secondary data can be
extracted from a primary or secondary source. The primary source is the source from where the data
originally come. Secondary source is a source that, in turn, receives data from the primary source.

Disadvantages of secondary data are primarily due to the fact that initially this information was
collected for the goals that usually differ from the goals of a specific marketing research.

Questions for assessment of the secondary data reliability: Who collected and analysed this
information? What goals were pursued in the collection and analysis of information? What information and
how it was collected? What methods the data was processed and analysed by? How this information is
consistent with other similar information?

The types of secondary information: internal and external

Internal data are those that are received in that organization, which conducted the research, external
data are those obtained from outside sources.

Sources of internal secondary information:

* All kinds of accounting information: invoices, contracts, reports;

* Data from different company departments (information about customers, products, etc.);

* Data from the CRM system;

= Previous research;

" etc

Sources of external secondary information:

= State laws, decrees, regulations, etc.

= Statistical reports from NBS RM

* Department of architecture and urbanism of the mayor’s office of Chisinau city
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* Bureau of technical inventory (BTI) of Chisinau city

= Published expert presentations

* Published reports of construction companies

* Internet (work with analytical sites and sites of competitors)

= Reports on the survey results of visitors of annual real estate exhibitions/fairs (for example,
IMOBIL Moldova)

Obtained on the basis of desk marketing research information is an often subjected to additional
expert estimate from specialists and professionals, working in the researched markets. The purpose of this
expert estimation is to increase data reliability [9], [10], [11], [12], [13]

2.2 Field marketing research (primary data collection)

Primary (field) research — the information gathered for the first time for a particular goal. These
researches almost always cost much more than desk researches. They are conducted in cases where higher
costs are compensated by the significance of tasks.

Methods of primary data collection are divided into: quantitative and qualitative.

2.2.1 The method of quantitative data collection

Quantitative research answers the questions of “who” and “how much.” This type of research, as
opposed to qualitative, allows obtaining quantitative information on a wide range of issues, but from a large
number of people. In research of the real estate market quantitative research helps to assess the level of
fame, confidence to market players, to identify the main consumer groups, market size and the structure of
supply and demand; prospects of housing development, etc.

For maximum coverage of the target audience, minimizing costs, and producing quality results in
the shortest possible time the following methods of quantitative research can be applied in the research
of the residential real estate market: Email survey — online marketing systems MailChimp and
GetResponse; Social media survey — in specialized groups, via the systems for conducting surveys Post for
Page; Survey on the company’s website/portal.

In the online survey a respondent alone (without an interviewer) puts the answers in an electronic form.
Modern technologies allow filling out a form on both PCs and mobile devices (tablets, smartphones, etc.).

Email survey — for the survey via e-mail, first of all, the list of mailing addresses is combined. Then the
questionnaire is inserted into the email and sent to respondents.

Email surveys use text format; they can be sent and received from any respondent who has access to
email. Respondents may give answers both on open and closed questions. Email surveys have some
limitations. The existing technical capabilities of most e-mail programs do not allow using the software
tools of logical checks, cancellation of the character input, a random selection of numbers in questionnaires.
In addition, some e-mail programs do not recognize the structure (code) of certain questionnaires.

Survey on the company’s website/portal — For conducting an open-access survey in the Internet a
questionnaire is located on the company’s website or on a popular website with high traffic of target
audience.

Respondents are asked to go to the website and fill in a questionnaire. Often the selection of
respondents is not specifically carried out: people, who visit this site or other popular sites, receive an
invitation to participate in the survey.

Additional survey tools: graphics, animation or links to other webpages can be integrated into the
questionnaire. Special software allows to automatically present replies after some processing in the form of
a table. All this helps to obtain high quality data.

Social media survey — Today almost all social networks provide users the ability to create automated
surveys. The survey is an obviously quick and easy method to learn the opinion of users about your product.
Most social networks are designed so that users did not have troubles creating surveys online [8], [9].
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2.2.2 The method of qualitative data collection

Qualitative research answers the questions of “how” and “why”.

This type of research allows obtaining very detailed data on the behaviour, opinion, attitudes, and
relationships of a very small group of individuals. The obtained data are harder to quantify, but they give a
good idea of the mind-set of the consumers. The main methods of qualitative research: mystery shopping,
in-depth interviews and focus groups.

MYSTERY SHOPPING - a method of marketing research, studying the situation on the real estate
market provides business information on market players (prices, supply and so forth.).

When implementing this MR method, specially trained people with the same characteristics as the
target consumer in a given market, visit the investigated construction sites, offices of construction
companies under the guise of customers and in the process of communication with the staff learn the
necessary information. In addition to a personal visit, evaluation by a phone call is possible.

The collected information is used to adjust the pricing, assortment, service policy of the client
company, etc.

FOCUS GROUP - is a group interview, conducted by the moderator in the form of a group discussion
according to a predetermined script with a small group of target consumers.

Technology - 6-12 people are selected to participate in a focus group, the most “typical”
representatives of groups of people, interested for researchers, homogeneous in their demographic and
socio-economic characteristics, as well as life experience and interest in the researched question.

During 1.5-3 hours, the prepared host (moderator) leads a conversation, which runs quite freely, but
on a specific schedule, prepared before the start of the discussion. Everything that happens is recorded on
video. After the discussion, videos are analysed and reported. Typically, 3-4 focus groups are conducted
within one research.

The use of focus groups in research of the real estate market: Evaluation of new construction sites,
advertising, packaging, company image, etc.; Obtaining preliminary information on the topic of interest
(before determining the specific marketing research goals); Clarification of the data, obtained in the course
of quantitative research; Familiarization with consumer demands and motives of their behaviour in the
decision-making on the residential real estate purchase.

IN-DEPTH INTERVIEWS WITH AN EXPERT - an interview takes place in the form of a free
conversation on the topic of interest for researchers, during which the researcher receives detailed answers
from the respondent.

Unlike conventional survey, a plan of the in-depth interview is simply a list of questions, on which the
interviewer should find out the respondent’s (expert’s) opinion. The duration of the in-depth interview can
vary from half an hour to a few (2-3) hours depending on the complexity of the topic, as well as the number
and depth of the subjects being studied. The interview is recorded on tape for later analysis. In general, in-
depth interviews in the research of real estate market are used for confirmation of the information, collected
earlier by the marketing specialist and for gathering new and more important facts on the researched problem.

Experts for in-depth interviews on the researched subjects can be: certified architects, top managers of
construction companies, heads of consulting companies, engaged in the research of this market,
representatives of specialized government agencies [9], [10], [11], [12], [13].

Conclusion.

The purpose of this article was to determine the key aspects of the 2 critical steps in conducting a
marketing research of the residential real estate market: “The development of a marketing research plan”
and “Methods of marketing data collection”.

In the first section of this article are identified a number of important aspects of planning research
activities, the elements of the bought strategic and tactical research project’s plans; provided a list of
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questions for the project manager to answer in the development of a research plan, describes the errors,
associated with the planning of research procedures and errors in the planning of the research team.

Information from the second section of the article describes in accordance with Chisinau the specific of
Chisinau residential real estate market the:

* sources of secondary data collection, problems that arise in connection with the secondary data use,
sources of internal and external secondary information.

* methods of the primary quantitative and qualitative data collection in online and offline fields.

All the above allows to get complete, reliable, current data researching the residential real estate market
of Chisinau city and determine its investment attractiveness.
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THE ROLE OF RISING COMPETITION IN THE COMPETITIVENESS DEVELOPMENT IN
THE CONTEXT OF GLOBALIZATION AND LIBERALIZATION OF MARKETS

PhD student Dumitru NICULAITA, ASEM

The issues described in the article refer to the development of the competitiveness of enterprises, as a major
factor, even decisive for its success or failure. Competition, as an important segment of the global economy, is
subject to specific pressures and changes affecting the economy of the Republic of Moldova. Due to the enlargement
processes of globalization and economic liberalization, also to the increase in the volume of commercial
transactions, the vulnerability of the economy and the level of social development, competitiveness depend on
above-mentioned changes. In addition, the increasing interest in this field of economy analysis under the condition
of economic and financial crisis represents an extra argument to the actuality of the research.

Key words: competition, competitiveness, globalization, Michael Porter, Porter’s five forces model, marketing
strategy.
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“Competition is the core of the success or failure of firms. Competition determines the appropriateness of firm

activities that can contribute to its performance, such as innovation, a cohesive culture, or good implementation”
(M. E. Porter) [3].

Introduction

There is a link between competition and competitiveness today, in the context of globalization and
liberalization of markets, where the competition is a determinant factor of the competitiveness of a company.

Due to the processes of globalization and economic liberalization that are extending, also to the
increase in the volume of commercial transactions, the vulnerability of the economy, but also that of the
level of social development is in close dependency with those changes. In addition, the increasing interest
in the analysis of this field of economy under the condition of economic-financial crisis represents an
additional argument to develop actual research.

Currently, the business environment in Moldova is the witness of unstable conditions. National
legislation in the field of competition is not integrally harmonized with the European Community acquis
and international norms, but efforts continue to be made by the institutions concerned with this matter to
create an environment leading to the competitive development of local firms.

Competitiveness of enterprises within the process of globalization and liberalization of markets

The competitiveness of an economy is based on three basic elements:

e technology,

e stronginstitutions and

® macroeconomic stability.

Technology is a condition for long-term development, the institutions are those that ensure property
rights, contracts fulfilment, efficiency and transparency of government expenditures, while fiscal and
monetary policies and the stability of the banking and financial institutions have an important role in
ensuring a sustainable progress [4].

Regulations and laws which restrict competition have a negative effect on competitiveness because
they lead, first of all, to a slowdown in the process of technological progress. On the other hand, the relevant
national regulations on competition, harmonized with those of the community, may have the beneficial
effect on creating fair market conditions for all economic players.

In the last decades, the evolution of international trade theory in the context of a global economy- from
the theory of the absolute benefits of Adam Smith and the theory of comparative advantages of Ricardo to
the Porter's “diamond” represents the evolution of the paradigm of competitive forces, based on the
supplying with resources and factors of production to the competitiveness based on innovations and
created resources. This fact proves that at present, the concept of competitiveness indicates a new
orientation in economic thought.
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The five forces that determine the structural attractiveness of a market segment are:
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* Proprietary product differences
* Brand identity
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Figure 1. Porter’s five forces model

In a functional market economy, firms compete with each other in order to extend the share of
customer service. Competition itself represents an incentive for companies, encouraging them to act the
maximum potential to produce goods and provide services of the highest quality and most competitive
price. Competition promotes entrepreneurship and entries of new companies on the market, by rewarding
efficient agents and penalizing inefficient ones. In conditions of ideal marker economy, companies,
depending on the place occupied in the market, react quickly and are flexible concerning new entrants and
changes in the structure of the demand.

The entry of new competitors on the market determines adjustments in existing firm’s strategy. The
existing companies’ ability to adjust its position according to the new entrants in the market and the speed
of making changes are strategic indicators of effectiveness and competitiveness of a company. Thus, the
competition represents a determinant factor of competitiveness. In a broad sense, competition is
considered a struggle in which the better prepared survives and even records positive development.

Faced with fierce competition and pursuing to obtain maximum profits, the existing in the market
agents are sometimes tempted to distort competition in order to enhance and subsequently to abuse their
market power. In these circumstances it is necessary the intervention of authorities to ensure the
development of a healthy competitive environment. Traditionally, competitiveness is based only on the
relation between costs and prices. At present, it is necessary to make distinction between static and dynamic
competitiveness.

In terms of static competitiveness, the focus is on the price competition, firms relying on low cost of
labour and resources. Under these circumstances, competitiveness can be preserved by maintaining or
reducing production costs.

Dynamic competitiveness is associated with the fluctuating nature of the competitive environment that
puts emphasis not only on the relationship between costs and prices, but also on the ability of firms to learn,
to adapt quickly to market conditions and to be innovate. In this context, competitiveness is defined as the
ability of firms to modernize its technological facilities to produce goods and provide services able to
compete not only on the domestic market but also internationally.
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The variations that occur in the market modify the way that firms organize production, marketing and
distribution at the national and international level. Thus, in order to adapt and remain competitive, many
companies make use of the cooperation with other firms in order to have better access to new technologies
or going into production networks to acquire the needed know-how.

Mergers and acquisitions represent a common form of intercompany cooperation as well as a
mechanism that the firms use to face competition of new competitors. Globalization, capital market
pressure and exponential development of technological infrastructure have resulted in the global
consolidation of numerous sectors.

Among the sectors in which this consolidation trend is evident are: banking and financial services
industry, civil aviation, telecommunications etc.

Due to globalization and liberalization, the boundaries between national and international markets
have become increasingly vague, making to disappear the distinction between national and international
competitiveness. This disappearance of the borders had the major impact on small and medium enterprises
(SMEs), which are no longer isolated from international competition by the national barriers.

Under these conditions, competitive on local level companies, but having a reduced ability to adapt to
the changes occurring in the market face fierce competition of international competitors with a good
position after entering open international markets.

Also, the innovation is regarded with certain reluctance on markets which are at a less advanced stage
of development. This is due to the high risks and costs involved. In this context, competition policy,
through appropriate tools of state aid, can intervene and encourage existing businesses to engage
themselves in research and development, enhancing the degree of adaptability to market fluctuations of
these companies.

Competitiveness of the economy is intrinsically linked to the quality of products and services as a
whole of the characteristics that give the possibility to a product/process/service, to meet the expressed and
implied needs.

At the enterprise level, competitiveness refers mainly to companies' ability to learn, to adapt quickly to
market conditions and to innovate. Nationally, competitiveness can be regarded as a mean to improve the
standard of living in the conditions of making the best use of limited resources.

In the early 1990s, Paul Krugman referring to competitiveness argued in a famous article in Foreign
Affairs, that firms are competing with each other but not national states. To a certain extent, his statement
may not be contested. However, globalization and market imperfections make the public policy to play an
important role in the functioning of an economy, and companies must seriously consider the coordinates of
the space in which they operate. Thus, competitiveness, in any of its forms, is strongly influenced by public
policies, such as taxation, competition policy, public finance orientation etc.

In the Republic of Moldova, research and studies relating to national competitiveness and of that at the
level of economic agents are conducted by the well-known scientist, academician, Grigore Belostecinic.
According to him, the competitiveness of the firm indicates the degree of satisfaction of its consumers '
requirements compared to other firms that offer similar products and services, and is determined by a
number of factors that ensure the success of the sale [5].

Conclusion

The concept focused on marketing says that in order to obtain success, a firm must provide value and
satisfaction to the client at a higher level than its competitors have offered. Therefore, marketers must not
restrict themselves simply to adjust to the consumer needs. They have also to gain competitive advantage,
and place themselves as market leaders in the perception of consumers, compared to competitors’ offers.

There is no competitive marketing strategy to be optimal for all competitors. Each firm must consider
its size and location comparing with those of the competitors. Large firms with dominant positions in a
sector can use certain strategies that smaller firms cannot. But it isn't enough to be large. There are
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successful strategies for large firms, but there are also leading to failure. Small firms can use strategies to
ensure better level of profitability than those obtained by large firms.
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THE ROLE OF ORGANIZATIONAL CULTURE IN THE EDUCATIONAL SYSTEM
OF THE REPUBLIC OF MOLDOVA

PhD student Irina LUCA, ASEM

The use of a specific organizational culture means in itself the implementation of certain changes, be it on the
level of the organization, or on the level of educational actors.

By investing into an institution’s organizational culture, we are investing into its potential, into its
development and maintenance in the conditions of a competitive market. A strong culture protects the educational
institution from the influence of negative factors and from environmental changes, giving it thus value and long-
term stability.

Key words: organizational culture, educational system, management, student subculture, values, colleges,
educational units’ subcultures category.

L Introduction

Research purpose: Research of theoretical aspects which are related to the organizational culture and
analyse the students’ subculture as an essential factor in formation of the image of the educational
institutions in the Republic of Moldova.

Thanks to the frequent changes that take place in the educational system, as well as the technological
and scientific progress, the institutions begin to put bigger accent on material and financial resources, and
less on the human ones. The necessity of studying culture at educational institutions has lately become
indispensable. In fact, it should be mentioned that the success and image of an organization largely depend
on its human potential.

Man is both the subject and the object of the processes of organization, progress, and management of
activity of every system, regardless of whether we talk about the political, juridical, economic, or educational
systems. Man is the factor that has a direct influence on the progress or regress of an institution.

In the educational system, man has a special value, because he has a mission to offer and cultivate
educational services, to propagate values, principles, and rules that form and educate whole generations,
him also being a model that holds a whole professional culture.
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II. Critical analysis in the domain of the researched problem

“What is culture?” E. Herriot says that culture is something that will remain after all else is forgotten; H.G.
Gadamer says that culture is all that grows by sharing. Etymologically, the word “culture” comes from Latin —
“colere”, which means “to cultivate, to honour” and is generally referred to human activity.

At the World Conference on Cultural Policy, organized by UNESCO in August 1982, the following
definition of culture was proposed “an ensemble of distinct traits, spiritual and material, intellectual and
affective, which characterize a society or a social group. It includes — next to arts and letters — lifestyles,
fundamental human rights, value systems, traditions, and beliefs.”

When we talk of organization, we are referring to formal group of people whose activity is directed
towards achieving a common goal; hierarchical relations are established between members of the group,
these relations are backed up by laws, regulations, or specific rules. Broadly, the organization can be
interpreted as an expression of culture. Here is a definition formulated by Ovidiu Nicolaiescu, which says
that “organizational culture consists of an assemble of values, aspirations, expectations, and behaviours,
contoured over time in every organization, which predominate in their own frames, and condition directly
or indirectly the functionality and performances of the organization”.

The notion of organizational culture derives from the concept of culture, which signifies an ensemble of
values, beliefs, rules, and behaviours that characterize a society.

Lilia Covas defines the notion of organizational culture as “a system of values and concepts, shared by all
workers of an organization, which determine their behaviour and the character of the company’s activity”.

E. Paun analysed a number of definitions of organizational culture, among which are the following:

1. A model of convictions and expectations shared by the members of an organization, the rules that
describe their character (H. Schwarts, S. Davies).

2. Symbols, ceremonies, and myths that express values and basic beliefs of an organization and its
members (W. Oachi).

3. An ensemble of philosophies, ideologies, values, beliefs, assumptions, expectations, attitudes, and
rules shared by the members of an organization (D. Hellriegel).

4. Convictions shared by the managers of an organization (J. Lorsch).

S. The traditions and convictions of an organization through which it distinguishes itself from other
organizations, and which ensure its stability (H. Mintzberg).

6. The deepest levels of basic ideas and convictions adopted by the members of organizations
(E. Schein).

7. A set of values belonging to an organization, which help its members understand the goal and
courses of action (R. Griffin).

A wider notion was formulated by Deal and Kennedy, Schein who defines organizational culture as “an
attempt to penetrate the meaning, atmosphere, experiences, and character of an organization, facilitates
concentration of behaviour and of attention for what is important and valuable to do.”

Howard Becker and Blanche Geer describe organizational culture thus “any social group, if it is a
unitarily distinctive one, will have a different culture from the cultures of other groups, something different
in what concerns the common meanings in the way the organization acts, these differences are expressed
through language, the shades of which are specific for this group.”

From these definitions we can notice a series of common elements, which are:

1. A set of meanings and values that belong to the members of the organization;

2. Values are reflected by symbols, attitudes, behaviours, rules, and different structures — formal or
informal;

3. The forms through which organizational culture manifests itself influence the evolution and
performance of the organization.
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The ensemble of these elements offers us the possibility to formulate a our own definition of
organizational culture, specifically, it represents: “the totality of rules, values, symbols, myths, attitudes, and
behaviours formed and accepted by the members of the organization and passed onto the future
generations, having an impact on these generations.”

James M. Higgins (“The Management Challenge”) presented the following components of
organizational culture, which we will attempt to identify within the educational system, namely — the
colleges from the Republic of Moldova. We can mention that currently, in the Republic of Moldova, there
are 42 operational colleges, 37 being state-funded (13 - Chisinau, 24 - rural), and S being private (3 -
urban, 2 - rural).

e Myths and beliefs which maintain the history of facts that brought success in the past, the people
that were at the origins of the organization, who contributed to its development. Based on these elements,
employees have a better understanding of the values that members based their activity on, and of the
members that had a positive influence on the formation of these values and attitudes, which are required to
be respected. In this way, new employees could easier adapt to the requirements of the institution. We can
mention the following persons as the leading figures in forming the organizational culture of the
Technological College of Chisinau: Ivan Jighin: principal 1979-199S. In 1981 his work was appreciated
with the Diploma of the Ministry of Higher and Vocational Education. In 1982 he participated in the
USSR’s EREN “Slujba Bita-82” (Life service). In October 1982 he participated at the technological and
scientific conference “The role of professional studies in the USSR”. In 1990 he represented the
Technological College of Chisinau in Bobruisk, Belarus, at the seminar “Methods and development of
business games”.

e A system of metaphors and specific language. Each institution must formulate a clear message, which
will be used to attract potential clients. While there can be an inside, coded language — understood only by the
organization’s members — a message based on sentiments must also be formulated for the outside, targeted at the
beneficiary. The motto used by the Banking and Finance College of Chisinau is: “Build your future with us”,
through which they offer their future potential educational clients the idea of future safety in what concerns
career aspect. The hymn of the National Trade College, offers their potential consumer the sentiment of
satisfaction and accomplishment, obtaining a specialty after studying with this college.

e Symbols, rituals, and ceremonies are all elements, respect of which is obligatory at the institution,
these are: anniversary, graduates’ meetings, prom, and others which are respected in all of the country’s
colleges.

Organizational culture has two levels: the organization’s history — when elements were formulated in
the past and passed on from one period to another, as are: myths, heroes, symbols, slogans; and the
organization’s present, in which new elements that change from one period to other are formulated: rules,
strategies, behaviours, attitudes.

III. Own vision of the problem and the results obtained from the research

The educational system includes institutions in which different cultures are found, which, in turn,
contain an ensemble of subcultures. The following are part of an educational units’ subcultures category:

- manager subculture

- teacher subculture

- student subculture

The manager and teacher subculture influences the formation of certain styles of governing, of
educational styles, that impose the institution to employ various behaviours, rules, and attitudes, often
times taking it into unfavourable directions that are hard to anticipate. This continues to be a problem
facing the vast majority of educational units.

The most important subculture — towards which the attention of the educational system is oriented,
and which in turn is directly influenced by all of the other cultures (manager, teacher, family, and affiliation

186



SCIENTIFIC SYMPOSIUM OF YOUNG RESEARCHERS

group) — is the student subculture. It is part of an environment that is informal, dynamic, constantly
changing, and differs in accordance with many criteria: the student’s background, type of education, family
origin, the school geographic location within the locality, etc.

One difficult problem that the professors are currently facing is forming the same values and the same
culture within the students’ consciousness. This is because the students that come to continue their studies
at colleges come from different cultural environments, being representatives of different subcultures. The
types of student subcultures are represented in Figure 1.

Culture is not inherited; it is learned, lived, and transformed.

Urban

= SocCial environment -

— Rural

— Daily

—  Form of edication

== Reduced frequency

== [nfluence factors i
Preschool

Upstart
+ Family origin Antischool
Modest

| Student Subculture

Neighborhood

School's geographical
position
Locality center

Figure 1: Types of student subcultures

By analysing from a social background perspective, we can identify the urban and rural student
subcultures. It is undeniable that the values advertised at urban educational institutions differ from the
values advertised by their rural counterparts. This is due to the specifics of the rural affiliation group, who
are imposed a subculture with a higher signification value as opposed to the urban group, which sees the
schooling institution as less valuable. The difference is not made by the type of the institution, or the
institution itself, but rather by the environment in which the children are educated, the reality they are
facing, and a lack of motivation for achievements at school. And as result of these factors, we can see the
situation in which we find ourselves, while there’s a higher rate of analphabetism and dropping out in the
rural environment, in the urban environment dropping out is becoming more and more prominent because
students are not motivated to frequent educational institutions, thus choosing to enter the work field, or
leave country. Another category chooses to continue their studies out of necessity, so as to avoid activities
enforced by law, such as military service.

From the perspective of type of education, we identify student subcultures that choose to study full-
time, or part-time. In this case differences are not as significant, but through professional experience, we can
notice that part-time students express a more positive attitude, the put more effort into their studies, and
the impact of their valuing of the institution is significantly higher. These students come with a much higher
grade of motivation, with ideals, with will and aspirations that surpass those of students that study full-time,
this is due to a higher level of responsibility and maturity.
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Family origin influences student subculture the most. Family is basically what the successes or failures
of a child depend upon. Based on the education the child receives in their first years, he or she will form
certain outlooks regarding their behaviour and the actions of which they should be responsible, through the
norms they inherit and promote, attitudes and values on which depend the child’s development as a
personality and their integration into society. This subculture can also be analysed from another
perspective, for example the material, financial, the possibilities available to the parents. In the majority of
cases, in well-off families, the upstart subculture is attested, in other words, of children with readily available
money, children that were raised in the best conditions, who always had everything. These families are
creating their own values that are incompatible with social ones, and because of this, in schooling
institutions, systems of collective differentiation appear, based on behaviour, values, and attitude, of which
other sub-collectives form: pro-school and anti-school. The pro-school subculture is formed of such
categories of upstarts that share the institution’s base values, manifest an adequate behaviour, the desire to
integrate into society and to promote positive attitudes, whereas the anti-school subculture include
categories of students that promote negative attitudes such as: absenteeism, lack of respect, aggressiveness
that leads to the student’s degradation in the present, with negative effects in the future. Such individuals
not only pose a threat to society, but can create a negative image for their entire generation.

Following the criteria of a school’s geographical location, we can affirm that schools placed in the
centre of an urban locality have a higher prestige, and a contingent of students that manifest a higher level of
culture and motivation, than the ones located at the outskirts, where the possibility of appearance of
hazardous attitudes is higher, this especially concerns aggressive and violent behaviours.

IV. Conclusion

The role of organizational culture is fundamental for the efficient functioning of any type of
organization, especially of those that are part of the educational system, where teachers are directly
responsible of passing on values, of forming viable behavioural norms for the contingent of students that
come from different backgrounds, and of integrating and adapting them to the level of culture that is
specific of the institution. The change of culture implies the assumption of new tasks, roles, and rituals that
will - in the end - lead to the success of the institution’s mission, and a promotion of its image.
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THEORETICAL APPROACH TO DOCUMENT MANAGEMENT SYSTEM
PhD student Marcela CRETU, ASEM

The modern human activity is a huge document generating source. The document is an important
communication instrument (tool) between organization's departments and other companies, being at the same
time the most important elements for the company's success. More and more managers become conscious that for
the organization and development of documents a document management system is needed.
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Documents are key elements to the success of organizations. Once we entered the 21st century and as
technology develops, it is expected that documents will take new shapes and provide new opportunities for
communication. Is it justifiable to ask ourselves what the future holds regarding documents? What is their
impact in organizations, be they private or public?

There are many approaches to the definition of a document, each of them emphasizing the very same
key aspect. Here are some of them.

Before the digital revolution, the document was nothing more than what the dictionary defines as: ,an
act which testifies, ascertains or predicts a fact, offers a right, recognizes an obligation; a written or printed
text, an inscription or other evidence serving to the recognition of a real fact from the present or past”
(DEX, second edition of 1996, Encyclopedic Universe Publishing). In short, a document was a piece of
paper on which an important thing was written, that could be some information.

According to the ISO definition, a document is "a coherent and finite ensemble of structured, legible
information with a precise destination and being on a device”. In a broad sense, the term "document” is defined
as: any knowledge base that is materially fixed, registered or likely to be used for consultation, study or probation.
Originally, the term documentation indicated the activity of gathering information with the use of
documents, researching.

Sorin Ciurea, Nicolae Dragulinescu define documents as official acts, with specific characteristics, which
record, attest, testify, confirm, predict and present facts and information.*®

Adrienne Maria Enitescu defines the document as information and its support medium and the
document is — information unit that is uniquely identified to be used by man, such as a report, a specification, a
manual or book (this definition is not recommended because it restricts the scope of the term.* Today the
modern and integrated technologies allow us to redefine the document: "any structured data package that
can be used as information”. In other words, it can be defined as "any recorded information or object that
contains information and may be treated as a unit”. ® Thus, as technology develops, it is expected that
documents can be almost anything: holograms, CD-ROMs, videos and provide new opportunities for
communication. It is essential that the document will be defined by its author. The moment the author calls
it a document, it becomes a document.

The document can be read, viewed, listened to simultaneously on portable wireless devices or office
equipment. With its help, transactions can be made anywhere, without space and time limitations.

Nowadays the document helps us more than ever to create new relationships, with the ability to
customize it according to the wishes of the recipient. There has also appeared the version of interactive
document. It gives the author the possibility to diversify the access, content and mode of transmission of
the document, depending on the recipient.

We agree with the opinion that in the future the document will support communication and
collaboration leading to increased efficiency and satisfaction in our activity. Documents might also allow us
to build more interconnected communication media.

In any organization a flow of documents is defined, aiming at the efficiency and quality of the activity
defining act.

1. Ciurea S., Dragulanescu N., Total quality management, Economic Publishing, 1995, ISBN: 973-9198-07-4, p. 173.
2. Enatescu A. M., Quality: Comments on terminology, Technical Publishing, Bucharest, 2000, ISBN:973-31-1514-2,
p. 67.

% Baltac V., Document management, 2012 Edition, p. 5.
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The flows must specify the methods of creation, verification or modification, approval, monitoring and
publication of documents, as well as the involved counterparties.

Monitoring

Verification/
Modification

Publication

Creation Approval

Figure 1. Document flow
Source: Elaborated by the author
In most organizations the document flow is manual and often involves some issues such as:
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Figure 2. Document flow
Source: Elaborated by the author based [1], [6]

In the process of seeking solutions to mitigate these problems, companies are forced to examine their
needs and goals, to review the type and nature of the collected information and to establish a procedure for
using the documents. Thus, the concept of electronic document appears. Electronic documents are
structured units of recorded information — meaning that a document has a logical structure between data
elements. It involves any electronic media content (text, graphics, archives, e-mail, etc.), as long as it does
not designate a computer program or file system, being designed for use in an electronic or printed version.
For example, a letter contains an address, date, greeting, text divided into paragraphs, signature, etc. With
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the development of computer networks, in most cases it proved to be more convenient to distribute
electronic documents rather than printed.®!

Electronic documents are managed as discrete units in Information Systems - a document must be
different from other electronic documents, including from other versions of the same document. Until
recently, a document was thought to be a single data file. Today, compound and multimedia documents are
stored in multiple data files and need several applications to be presented.

Electronic documents must meet certain qualities. They must be:

- available and accessible — it must be possible to safely identify and store them and easily extract them
for use;

- precise, as various versions of a document must be identified easily, to allow access to accurate
information.

Documents are of great importance in the activity of the companies — especially the ones containing
vital information without which the company could not function. An example of such documents is the
quality control standards ISO 9000 and many others. The definition of vital (critical business) documents
differs from one sector to another, but in general it can be said that a document is vital if its content is:

- Sold to customers;

- Used to create a product or service sold to customers;

- Used to respond to external factors: governmental, competitive pressures, standards certification,
auditing.®

All public and private sector organizations need to use a document management system in order to organize
and structure the electronic documents and to track their flow within the company and at the points of
entry/exit. More and more managers are becoming aware of the importance of document management.

Document Management represents an information system that enables the movement (for
notifications, approvals or changes), storage and retrieval of documents stored in any electronic format,
with facilities to connect to other computer systems or electronic devices (e.g. by connecting to scanning
devices, paper documents can automatically enter the system).

Statistics show that for a transaction, are now required twice more documents than five years ago.
Introducing a quality assurance system (a prerequisite for companies seeking to fit in with the European
standards), brings an impressive volume of documents that must circulate within the company or in the
relations with partners.

The characteristics of a powerful document management system are:

rapid implementation of document flows
flexibility at any organizational level
high degree of security
adaptability to any type of document
connectable to other applications
presents ease of use
scalable for future developments.

document management system allows to:
allocate a registration number to each document
establish where every active document is located
track the entire life cycle of a document
ensure that the responsible staff receives the documents

VVYVVY?>»VVYVVYVYYVYY

note the time when documents are received

®' Lupu Ionut-Marius, Diploma project, Document management application, Bucharest, 2010, p. 5-6.
82 https://www.scribd.com/doc/130709169/58295509-Managementul-documentelor, p. 15.
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» appoint a person that is responsible for the notification/reply

» note the time when the reply/notification are completed.

The advantages of a document management system are that unlike manual systems, automated
document management systems:

» store document related information in one place

> allow quick access to the location of the document in the organization

> inform on the notification status (resolution) of the document

» track the time needed to complete notifications (resolutions) and the ones who have exceeded this term

> display the number of incoming documents daily, weekly and monthly.®

Therefore, justifying the purchase of a document management system becomes an important and integrant
part of the information system of the organizations, and plays an economic and strategic role, as the effective use
and management of information can bring a competitive advantage. Along the same line, we note that in his
activity, the company employee does not use only these types of documents, for tasks, provision of services, for
the manufacture of a product. Thus, we find it necessary to develop the concept of document.

In conclusion, after more research, we define the document as the basis of the activity, as a guideline in
accomplishing a task, making a product, providing a service. According to the concept of international
standards ISO 9000 that documents can have any form and be on any support medium, we define the
document as all information storage and transmission media (paper, electronic, audio, video, as well as
models (samples) that guide the activity of an employee (e.g. contract type, product type (model), scheme
— technological, including models made of metal, plastic, wood that are the basis of the implementation of
activities within an organization)). Also, the document means directing the technological process in the
production lines with arrows (stone, wood, etc.). And registration - proof of accomplishing an activity
which, like the document, is (can be) in any form and on any support medium.

We can also mention that document management is an area whose potential has not yet been explored
to the fullest. And in the times we live in, cost reduction and efficiency are pursued by everyone regardless
of the operating environment they are involved in, businesses or public institutions. A document
management system can provide a more efficient use of financial resources, time and space, but also
increase the quality of customer service. Without great training efforts and with explainable costs, the
implementation in the organization of a Document Management System can bring an impressive increase
of the investment, allowing users to focus on what is truly important.
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MARKETING PUBLIC SERVICES: CONCEPTS, REFERENCES AND CONTENT
PhD student Natalia REMESOVSCHI, ASEM

Marketing could be a form of a social innovation for the public sector, being a new solution for the main
problems faced by public system in promoting its programs, for necessity and efficiency of these programs,
representing an ability of keeping the beneficiaries of these programs satisfied and the programs well-developed and
implemented by the public sector.

Key words: public marketing, public services, beneficiaries, public sector.

The option of the public marketing comes from the extension of domains of its application, as well as a
result of a complex process of social-economic life, having the target to satisfy rationally and efficiently the
growing needs of people [3]. In this sense, the public marketing’s role is getting and maintaining the
customers satisfied, developed programs implemented by the public sector, thus, marketing activities offer
abilities and forms of social innovation to the participants. Also, by means of marketing techniques, it is
possible to find solutions for real problems of the public sector, to maintain the beneficiaries (citizens), to
provide information and to implement the programs started by the public sector.

One of the basic sources defines the marketing in public administration as an ensemble of marketing
processes and relations, that are well-determined and existing within the components of the administrative
system, which, in conditions of political power, allow to implement the laws and/or to plan, to organize, to
coordinate, to manage and to control the activities that are a part of services that satisfy the public interest
[4,p. 415].

This definition help to identify the objectives and the content of the activity, which accentuates that
marketing in public administration imposes a new line of behaviour on public functionaries, that at the
same time means receptivity to the citizens’ needs, good capacity to adapt to the evolution of the needs and
demands of the society, innovative spirit, transparency, willingness to reduce the bureaucracy level,
flexibility of the public institutions mechanism, a common vision of the on-going activities and the highest
efficiency, reached as a result of an effective orientation towards the real needs of the customers.

That means the fact that every single functionary should use marketing in any relation or contact — it’s
recommended that they should be well informed, polite, willing and motivated to meet people’s needs, and
the direct scope of the public administration will be “to serve” (etymologically, the word “administration”
derives from the Latin “administrare”, that has the meaning “for serving”) [3].

Thus, there appears the necessary to examine the mentioned problems, from the customer’s point of
view, which, according to the opinion of many authors, could be solved by means of marketing. Thus,
marketing could become a form of a social innovation for the public sector, being new solution for the
problems frequently faced by the public system in programs implementation, and of necessity and
effectiveness of these programs. In public sector marketing represents the ability to get and keep the
customers satisfied by the programs developed and implemented by the public sector [2].

Marketing in public administration is a system research process that, finally, leads to a preliminary
study of the market, and for any public administration organization, market analysis allows identifying all
the factors related to the customers’ demands and preferences, to the ways these could be satisfied, to the
factors that speed up or slow down the public administration process [3].

Though, there still feels a lack of marketing concepts in public sector, the literature of specialty
provides opinions against the idea of applying marketing in public services, such as:

- introducing to this market does not make sense; domination, intervention in private life of the
potential customers and violation of intimacy;
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- shows public institutions in a bad light, by revealing its willingness to attract more customers —
sometimes it means incapacity to provide services of high quality;

- promotes immorality — an obstacle for the innovation process [6, p.205].

But, the opposite opinions affirm that the development of marketing in this sector is justified as long as
it provides a range of tools that could be used for improvement of efficiency and reaction capacity of the
public service [7].

Marketing activities in public sector are aimed to draw the difference between the public sector and
other service sectors, including: market monopolies, less personalized relations between customers and
public services providers, lack of customers segmentation and lack of information on their needs, as well as
non-profit organizations with limited resources and, apparently, free benefits, character and content of a
specific consumption [1, p.62]. Thus, we can identify some of the marketing concepts that can be applied in
the public sector and that are important in achieving the objectives that are focused on customer: public
administration is at citizen’s service, flexibility — that means a prompt adaptation of the public
administration to the constant social changes, public authorities will keep informing themselves with the
actual social needs and will foresee those that may appear in the future [3].

Definition of the marketing policies is based on the idea that the public institutions are well aware
about marketing’s utility and use the concepts mentioned above in their day-to-day activity. But still this is
not enough, because in public services context the elements of marketing mix are modified, the impact of
the standard characteristics of the services is preserved and the customer’s intervention in service providing
is noted.

Thus, for making public service to correspond all the needs and demands of the customers, the public
institutions have to take the following marketing steps in the product policy domain:

1. study of the customers and of their needs/expectations (opinion polls, marketing research;

2. identification of the image and quality of the public service provided by each institution
(developing of inner and marketing communication);

3. development and implementation by the public institutions of procedures that will reduce diversity
and will help to increase the quality(development and implementation of “customers relations” service);

4. implementation of European standards an experience adoption in domain of quality marketing,
personnel policy, administrative and public marketing;

S. development and extension of human resources policy, development, motivation, evaluation and
stimulation, maintaining and raising the fidelity of public sector employees, from the one hand, and setting
clear tasks and responsibilities, adapting and training according to the the specific of the post, consolidation
of results and of the activity efficiency, allocation of responsibilities of the employees in busy periods or
when the number of contacts is too big (inner marketing development);

6. extension of the range of auxiliary or extra services, oriented at the customers, as well as at the
employees, contribution obtained via ambiance and physical evidence policy, innovation and information
technologies implementation;

For developing the cost policy for public services via marketing optics, the public institutions should
take the following measures:

1. to take a rigid control over the nomenclatures of price fixing at the public services from all public
sectors;

2. the price level should correspond and be acceptable for all categories of customers;

3. to ensure that the needs of public services are satisfied under conditions of equality and equity;

4. to coordinate the existing price level with the value of the final service provided to the customer;

S. to promote and inform the public/society about the advantages of obligatory contributions and
payments in assuring a high quality level of public service, reflected in cost;
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For distribution policy development in the public sector through marketing activities it is necessary to
implement the following measures:

1. to extend the area of public services distribution (subdivisions, branches, departments, service);

2. to implement systems of reservation, programming and access online or by telephone;

3. to reduce the level of personnel's and customer's involvement and customer in the process of public
services delivery;

4. to demonopolise the system of services providing and forwarding the activities to other institutions;

S.to develop the distribution network of public services focused on the criteria of time, cost,
accessibility;

6.to facilitate the distribution process by providing a qualitative information support;

7.renovation and innovation of public services;

Promotion and communication in the public sector, even in the most conservative public and religious
institutions, have embraced social media, but the ways of promotion of programs and services, as well as
communication with citizens can be executed through many channels, informal or formal, interactive or
static, via unidirectional, bidirectional or multidirectional channels. Thus, the choice of communication
channel is made in major cases by the public institution and it takes into consideration the nature of the
message communicated as a response to an individual request or a news of a national level.

Marketing is useful for the public sector, both in providing a base of consumers and for positioning
itself with a new vision. Its advantages can be identified when it comes to domestic customers, partners,
pricing policy and relations with customers in other markets. It is necessary to mention the importance of
this practice, both on external and internal levels, as well as in the categories of public activities, such as in
the business sector; organizations providing free services for customers (schools, police, fire); money
transfer bodies (social security, tax administration, customs); control organizations (penitentiary, judicial
and regulatory institutions) [S, p. 106].

Marketing, also, could advantage the public sector, as well as the public-private partnership, from the
point of view of risks, as well as for obtaining transparency and responsibility in domains where
departments need market orientation.

As we have mentioned above, some authors are against applying marketing in the public sector, but the
social economic reality at national and international levels, reflects many problems existing in the field of
public services, the fact that raises awareness of the necessity of marketing application.

Thus, the following arguments could be decisive: marketing is a more precise and simple way to
approach the problems of citizens (customers); to identify gaps or "critical moments" in the way the
services are provided; to assure a high quality level and additional benefits that will help to improve the
quality; an effective communication with public institutions contributes to the improvement of image; it
allows to satisfy the needs of society by individualizing the approach, by means of a trained staff; to diversify
the access to public services via technological innovation;
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BACKGROUNDS AND KEY TRENDS OF ENVIRONMENTAL MANAGEMENT IN THE
REPUBLIC OF MOLDOVA

PhD student Alexei CHIRTOCA, ASEM

The current state of the environment requires an immediate intervention of people in order to preserve the
remaining and refill the excising natural resources. For this purpose, science management is highlighting a current
trend - eco management, which should be a comprehensive approach to solving problems related to environmental
protection and sustainable development of the planet in the future.

Key words: ecology, environment, eco management, sustainable development, natural resources, efficient use.

The threat of an ecological disaster that concerns the entire international community, has led to the
appearance of a new direction in science management — eco management.

The main purpose of environmental management is the effective management of economic activities,
along with the protection of the environment. Consequently, the technology used in the industry should
focus on the criteria of efficiency and profitability, as well as sustainability. In addition, every human
activity, not only within a single enterprise, but also in the society, among citizens, should be focused on
these indicators.

This approach involves the “cultivation” among the population of a mind-set, based on rather long-
term than short-term goals of profitability and returns. Thus, the company goals related to the concern for
the environment will interfere with environmental goals at macro level.

These principles are incorporated in the Sustainable Development Program of the Republic of
Moldova for a long time period. The program for sustainable development was initiated at the International
Forum in Rio de Janeiro in June 1992 (United Nations Conference for “Environment and Development”),
where they laid down the basic principles of environmental management and relationship between “Man-
Nature” in terms of long-term development. Along with 140 participating countries from around the world,
the Republic of Moldova undertook to include in its long-term strategy for development, activities focused
on the preservation of the environment, by signing the Declaration of the United Nations “For
Environment and Development”). Environmental issues at international level were further discussed at
various international forums: Lucerne, 1993, Frankfurt, 1989, Helsinki, 1994, Sofia, 1995, Arhus, 1998,
Johannesburg, 2002.

The implementation of the Sustainable Development Strategy principles involves the elaboration of
certain measures such as:

e a radical reconsideration of the relationship between human activity and its relationship to the
environment,

e the construction of a new model of “Environment and Development”

o the development of scientific - practical solutions for the creation of eco-zones and reduction of the
impact of anthropogenic factors, along with the development of the industry,

e the systematic use of legal, economic, social, organizational, decision-making tools in the
implementation of the Sustainable Development Strategy,
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e the development and implementation of advanced technologies that will improve the efficiency of
socioeconomic and environmental security across the Republic of Moldova.

Citing the Government Resolution no. 301 of 24.04.2014 on the approval of environmental protection
strategy from 2014 to 2023 and the Action Plan for its implementation, we will define the notion of “green
economic development” that “marks the transition from a development model, in which environmental
protection is seen as an economic burden, to a model that uses environmental protection as the main
driving force of economic growth.” [1]

In Appendix 1 we can also find guidelines on this Resolution for the development of various fields of
activity, including agriculture, where the proportion of “ecological organic agriculture,” should increase
from 5% in 2015 to 10% in 2020.

Among the variety of activities offered by the Action Plan for the specified time-period, the interest for
the current study represents a list of measures, comprising the development of agricultural technical
equipment and infrastructure, “friendly” to the environment, including the mechanisms for the repeated
tests on water quality, soil quality, the use of extensive farming, the development of mechanisms to handle
agricultural waste, the development and implementation of measures to adapt to climate changes, water
conservation and reduction of water loss. [1]

All these measures are designed for a comprehensive approach to solving problems, particularly the
stringent ones that both state bodies and businesses are facing today.

The table below shows the state of water quality and earth resources, as well as air quality in the
Republic of Moldova according to the sanitary-chemical indicators presented dynamically for the period of
2005-2014:

Table 1.

Samples for sanitary-chemical indicators. The centralized and decentralized water supply sources*

Indicators 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Centralized water supply

sources

1594 1709 1519 1655 1465 1571 1704 1701 1908 2070
The number of research

samples

Number of samples with
deviations from the 829 975 920 952 991 1023 1219 1166 1283 433

sanitary norms

The percentage of samples
with deviations from the 52 57 61 S8 68 65 72 69 67 21
sanitary norms

Decentralized water
supply sources 7885 | 8244 | 8160 | 8319 | 5157 | 6000 | 5382 | 5633 | 5507 | 6138
The number of researched

samples

Number of samples with
deviations from the 6323 7111 6702 7053 4165 5054 4467 4652 4388 4635

sanitary norms

The percentage of samples
with deviations from the 84 86 82 85 81 84 83 83 80 76

sanitary norms

* Information missing data from the regions of Transnistria and the municipality of Bender.
Source: http://statbank.statistica.md

The table shows a large percentage of deviations from the targeted indicators, especially for
decentralized water supply sources, which for the last 10 years of research have remained at the level of
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80-86%, the percentage of deviations for centralized sources is also high and the average hovers around
52-70%, which is also a negative aspect. 2014 saw a decrease in the percentage of deviations, both for
centralized and decentralized sources, which can be viewed as a positive thing, although it is too early to
talk about a favourable dynamics, given the negative trends of the previous long-term period.

An important indicator of quality is the evaluation of land following the sanitary norms.

Table 2.
Tested samples of land resources on sanitary-chemical indicators*
Indicators 2008 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014

Number of tested samples 756 734 562 549 591 567 682 759 783 818
Number of samples with

deviations from the 85 S1 14 35 42 29 35 42 34 12
sanitary norms

The percentage of samples

with deviations from the 11 7 2 6 7 5 S 6 4 2
sanitary norms

* Information missing data from the regions of Transnistria and the municipality of Bender.

Source: http://statbank.statistica.md

The evaluation of land resources reveals a more positive trend. Firstly, the percentage of deviations is
not as high large as in the case of water supplies. Secondly, it was mainly decreasing over the researched
period, and as table 2 shows 2014 witnessed 2% deviations from the sanitary norms.

The following table describes the quality of air resources in the Republic of Moldova in terms of
deviations from the existing sanitary norms.

Table 3.
Tested air samples on sanitary-chemical indicators
Indicators 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014

Number of tested samples | 11966 | 8275 | 8262 | 8966 | 8682 | 7025 | 9102 | 9031 | 6528 | 7898
Number of samples with

deviations from the 1455 | 941 1560 | 1061 | 1207 | 1129 | 82§ 1157 | 673 846
sanitary norms

The percentage of samples

with deviations from the 12 11 19 12 14 16 9 13 10 11
sanitary norms

* Information missing data from the regions of Transnistria and the municipality of Bender.
Source: http://statbank.statistica.md

The data in Table 3 also illustrate a relatively stable percentage of deviations from the sanitary norms: it
varies from 9-19%, which also adversely affects the level of the ecological situation in the Republic of
Moldova. In 2009 this figure was the lowest ever during an analysed period and stood at 9% but in 2007 —
was the highest and amounted to a 19% deviation from the present parameters.

Below we offer statistics regarding emissions from the operating companies which have a negative
impact on the environment.

Table 4.
The release of pollutants from the stationary sources of economic agents for 2001-2014,
thousand tones

Indicator 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014

Release of
pollutants,
totally 14,5 17 16 17,5 20,3 19,6 16,8 16,7 15,7 15,5 15 14,8 15,6 15

Solid
substances 3,3 3,9 42 4,4 5,2 5,3 4,6 4,6 4,3 4,2 3,5 3,5 34 3,1
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Liquid and

gas
substances 11,2 | 13,1 | 11,8 | 13,1 | 15,1 | 143 | 122 | 12,1 | 114 | 11,3 | 1,5 | 11,3 | 12,2 | 11,9

Sulphur
dioxide 25 | 23 | 25 | 22 | 24 | 19| 1,7 |15 | 16| 1,1 | 1,3 | 11| 09 | 07
Nitrogen
oxide 3 3 2,5 2,5 2,9 2,9 2 2 1,8 1,8 1,6 1,6 1,7 1,9
Carbon

monoxide 3,9 5,7 4,5 51 6,1 6,1 54 4,7 3,9 44 4,5 43 4,5 4,5

The indicators of table 4 vividly show the companies’ harmful impact on the environment. All these
ozone-depleting substances are hazardous for the vital life functions. At the same time, their release into the
environment has remained practically unchanged over the past 14 years.

The data from all four tables show a high risk of environmental pollution and, as a result, the need to
promote environmental protection programs and long-term development strategies, both at micro-level
and state level. Environmental management is to find solutions to these problems.

Researchers have determined the following basic principles of eco management [5]:

« The ecological must — designating, prioritizing goals and targets. In our opinion, the essence of this
principle implies the orientation of entrepreneurs to the compliance with socially responsible standards,
which are part of the ecological principles, along with making a profit. The objectives of sustainable
coexistence should be the top priority objectives of the enterprise.

e Ecological and economic balance — allows for the development of production in a certain region
taking into account its natural characteristics. This principle defines the development of the business
activity on the basis of the characteristics of the environment the enterprise operates in. This kind of
development will be focused on maintaining a balance between nature and human activity.

The main levers of influence of environmental management are [3,4, S]:

v' Examination and evaluation of the impact of the enterprise on the environment. Assumes overall
assessment of the organization in terms of existing standards in the field of ecology, the review of the
necessary contracts and documents in this field.

v" Audit. In most cases, it involves auditing the quality and compliance of the company activity to eco-
standards. First, it determines to what extent the rules and principles of business activity meet the
established standards.

v’ Certification. After deciding on the compliance of all business activities to the norms, they are
certified depending on the selected system. Subsequently, the certified processes must comply with the
planned parameters, and therefore have an advantage over the non-certified ones. If a comprehensive
certification is carried out, for example, in accordance with the ISO 14000 quality system in addition to
technological processes it comprises products, raw materials for the “input” process, company wastes as
well as secondary and support activities of the company.

v’ Labelling products and technological processes. It is designed to distinguish eco-friendly products from
the others and thus give them a higher “status”.

Just as any other form of management, eco management supposes the implementation of the basic
management functions. Therefore, along the planning function related to wildlife protection, organization
and distribution of processes that could contribute to the reduction of the negative impact of business
activities on the environment, control over the observance of the norms and principles of eco management,
it is necessary to fully implement the motivation function.

This function must, firstly, be implemented at national level and take the form of incentives through tax
exemptions for companies that apply the principles of eco management, financing activities in the field of

199




ACADEMY OF ECONOMIC STUDIES OF MOLDOVA

environmental protection, the provision of grants and subsidies, preferential crediting to enterprises
engaged in such activities.

Currently, the companies which are implementing the principles of eco management can be divided
into four groups, according to research by UNCTAD (United Nations Conference on Trade and
Development - United Nations General Assembly), depending on corporate practices. The authors have
conducted research on the largest multinational companies and have found that they can stick to one of the
four models of eco management.

Table S.
Stages of development of eco management within multinational companies, according to
UNCTAD studies [3, p.66]

Type of management

Corporate practices

Incentives of regulatory authorities

1. Management
focused on
compliance with
environmental
legislation (the
reactive corporation)

The use of procedures to reduce the
negative impact,
-environmental monitoring,
-reports on compliance with environmental
legislation,
- environmental education of personnel,
- emergency response

Development of environmental
legislation and the monitoring of its
implementation,

-attraction of business in the
development of environmental
legislation,

- dissemination of information on
environmental regulation,

- strict administration

2. Warning
environmental
management (the
lean and
precautionary
corporation)

Internal environmental audits,
- pollution prevention,

- reduction of waste,

- energy saving,

- “green” issues

Increase the liability for environmental
pollution,

- requirements on disposal of waste,

- encouraging energy savings,

-environmental taxes

3. Strategically
environmental
management (the
opportunity-seeking
corporation)

Dialogue with the public on
environmental issues,
-external environmental audit,
-full disclosure of environmental information,
-integration of environmental management
and planning,
-environmental tracking of products
throughout their life cycle,
-R & D in the environmental field,
- setting environmental goals for the future

Eco-labelling programs,
-support of environmental programs for
consumers and investors,
- market mechanisms for environmental
regulation,
- rewarding voluntary work in the
environmental field,
-tax exemptions for companies
conducting R & D in the environmental

field

4. Management
focused on
sustainable
development (the
responsive
corporation)

Special programs for developing
countries,
-policy of “ethical sales”
-strategy in the field of climate changes,
- afforestation programs,
-a single environmental policy on global scale,
-international environmental audit

International exchange of
information in the environmental field,
-integrated purposes in the field of
“sustainable development”,

- international harmonization of
environmental standards and / or norms
-international environmental taxes

Source: [3, p.66]

Table S shows that the fourth stage gives the most comprehensive presentation of eco management
covering all the objectives, norms and standards at international level.

It should be noted that the actions aimed at the compliance with the principles of eco management
bring the enterprise not only costs associated with various activities and updating of processes and
equipment, but also offer the enterprise long-term orientation and competitiveness. Thus, the organization
acting mainly within eco principles will position itself much higher and will correspond to the requirements
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of the modern world, following both the legislative norms and standards of social responsibility, and will
eventually become a customer-oriented company.

Conclusion: Eco management is a current trend of management science which cares for the
harmonious development of economic principles, along with the concern for the environment. Companies
will win from the skilful application of environmental management principles becoming more competitive,
following the principles of social responsibility and producing environmentally friendly goods. Therefore,
enterprises which follow all these principles will create favourable conditions for the further existence of

society and population in the long run.
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REGIONAL FACTORS OF GLOBAL ECONOMIC DEVELOPMENT
PhD student Marina TABAC, ASEM

This research looks at the Regional factors of global economic development. The goal is to show that to
identify the main causes of changes in the world economy for centuries. Observed changes in regional commerce in
the whole world and understand what the reason for such indicators was.

Key words: world economy, regional factors, merchandise trade, export, import, developed countries,
developing countries.

Introduction

Topicality: Nowadays most of the analysis of economic analysts covering the improvement in the
quality of life around the world. The world economy is a generalization for all economic transactions taking
place every day. It is important to understand the factors contributing to the development and growth of
the world economy.

Research problem: Factors contributing to the development and growth of the world economy is the
main problem of the study. Also, the article examines the latest data on regional import and export.
Merchandise trade volume and real GDP, are a problem that are discussed in scientific work.

Regional factors of global economic development

The world economy is a system composed of basic components - national economies, economic
organizations, transnational companies and inter-derived elements, connection - the world division of
labour, the global market and international economic relations.

The global economy is all the national economies of the world that are involved in inter-state economic
relations, based on the international division of labour.

The world economy represents an economic category, which reflects the historical reality of the
evolution of the global problems of human society at the national and at the global level. It is a science that
gives a clear description of the commercial, financial, technological and other interdependencies that arise
and evolve in the world system with different mechanisms and international institutional and functional
structures.

“The global economy is poised for economic growth comparable to recent years’ performance, but
with a somewhat different texture. European countries will do a bit better, Asian countries just a hair worse,
and natural resource-based economies much worse.”64

“The world will probably grow a little slower than the IMF forecast, due primarily to China and its
neighbours. However, 2016’s growth rate won’t be much different than we’ve seen in recent years. The
texture, however, will be different, with more gains in Europe and less in China and the commodity-
dependent countries.”6S

Regional factors of global economic development represent the desire to form a large single market
allowing the free movement of capital, goods, services and people; promoting economic (market and the
single currency) and social progress. Overcoming poverty is the great challenge of the XXI century,

64 Bill Conerly, Global Economic Forecast 2016-2017, NOV 24, 2015 @ 09:30 AM ,
http://www.forbes.com/sites/billconerly/2015/11/24/global-economic-forecast-2016-2017/#6f4a6dda43 4

65 Bill Conerly, Global Economic Forecast 2016-2017, NOV 24, 2015 @ 09:30 AM ,
http://www.forbes.com/sites/billconerly/2015/11/24/global-economic-forecast-2016-2017/#6f4a6dda43 4
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deepening of the international division of labour, development of international economic and political
relations, but also techno-scientific revolution represents one of important factor witch influence to world
economy development.

Long-distance exchange is one of the factors that influenced the development of the world economy.
The first manifestation of trade appears in the antiquity. The Phoenicians were the first sellers’ at large
distances. Their cities (Tyre, Sidon, Carthage) remained in history because it played an important role in
Mediterranean trade. The Phoenicians founded many fairs in Cyprus, Malta, Sicily, Sardinia, on the Iberian
Peninsula, which sell primary products (cereals, made of fine wood) and industrial products (bronze,
jewellery, fabrics, spices and salted fish, etc.).

Another ancient city — Palmira, located in Asia Minor, has long played the role of breaching
commercial road that connected Babylon tour. In Asia, Ceylon, the island has become a huge wholesale
market, where fixed dates, merchants gathered from different parts of the continent, where they were
waiting for a large fleet that Romanians were sent to buy silk, spices, precious stones in general luxuries.

In our days all trade in goods and services that occur between different countries and regions is forming
the international trade.

Table 1.

Merchandise trade volume and real GDP, 2012-2017, (Annual % change)
Volume of world 2.2 2.4 2.8 2.8 2.8 3.6
merchandise trade
Exports
Developed economies 1,1 1,7 2,4 2,6 2.9 3,8
Developing and emerging 3.8 3,8 3,1 3,3 2,8 3,3
economies
North America 4,5 2,8 4,1 0,8 3,1 4,0
South and Central 0,9 1,2 -1,8 1,3 1,9 1,9
America
Europe 0,8 1,7 2,0 3,7 3,1 4,1
Asia 2,7 5,0 4,8 3,1 34 4,0
Others regions® 3,9 0,7 0,0 3,9 0,4 0,4
Imports
Developed economies -0,1 -0,2 3,5 4,5 3,3 4,1
Developing and emerging 4,9 5,0 2,1 0,2 1,8 3,1
economies
North America 3,2 1,2 4,7 6,5 4,1 53
South and Central 0,7 3,6 2,2 -5,8 -4,5 51
America
Europe -1,8 -0,3 3,2 4,3 3,2 3,7
Asia 3,7 4,8 3,3 1,8 3,2 33
Others regions® 9,9 3,7 -0,5 -3,7 -1,0 1,0
Real GDP at market 2,2 2,2 2,5 2,4 24 2,7
exchange rates (2005)
Developed economies 1,1 1,0 1,7 1,9 1,8 2,0
Developing and emerging 4,7 4,5 4,2 3,4 3,5 4,2
economies
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North America 2,3 1,5 2,4 2,3 2,3 2,5
South and Central 2,8 3,3 1,0 -1,0 -1,7 1,1
America

Europe -0,2 0,4 1,5 1,9 1,8 2,0
Asia 4,4 4.4 4,0 4,0 4,0 3,9
Others regions® 3,8 2,6 2,5 0,9 1,7 2,9

a Figures for 2016 and 2017 are projections.
b Others regions comprise Africa, Commonwealth of Independent States and Middle East.
Sources: WTO Secretariat for Trade, consensus estimates for GDP.

Focusing on the WTO forecasts, the volume of world merchandise trade will grow by 2.8% in 2016, and
in 2017 by 3.6%, based on the consensus forecast of real GDP at market exchange rates on economic
forecasts. According to reports, the world's GDP in 2016 is expected to grow by 2.4% and in 2017 by 2.7%,
with a slight slowdown in growth in developed countries in 2016, and thus modestly in developing (Table 1).
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Figure 1. Volume of foreign trade, export of goods, 2012-2017, (Annual % change)
Source: prepared by the author using data from https://www.wto.org/english/news e/pres16_e/pr768 e.htm

Exports of developed and developing countries should grow at about the same pace in 2016, in the
developed countries by 2.9%, and in developing countries by 2.8%. It is predicted that Asia will register the
fastest growth in exports by 3.4% this year, and then followed in North America and Europe, each region by
3.1%. South and Central America and in other regions will keep unchanged at 1.9% and 0.4%, respectively.
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Figure 2. Volume of foreign trade, import of goods, 2012-2017, (Annual% Change)

Source: prepared by the author using data from https://www.wto.org/english/news e/pres16_e/pr768_e.htm

In turn, imports of developed countries will increase in comparison with imports of developing
countries in 2016, with growth of 3.3% in developed countries and in developing countries by 1.8%.
Imports of North America should grow by 4.1% this year, with regard to the Asian and European imports
have growths of 3.2%. With regard to imports of South and Central America and in other regions, import
figures are reduced this year as the price of oil and other commodity prices remain low.

Conclusion

The world economy will not get the end point of a long process of development of economic activities,
from a lower level to a higher one. Development will continue with various changes. The global market will
grow rapidly, because the aim of every economy to become a leader in the global level. There are main
causes and factors of development of the world economy, which will always be the core of the entire world
system. No matter in what situation is the economy of a country or the whole world, the factors remain the
same.
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STRUCTURAL AND DYNAMIC ANALYSIS OF EXPORTS OF THE REPUBLIC
OF MOLDOVAIN 2015

PhD student Xenia MIGOVA, ASEM

Increasing of competitiveness of the national products and depreciation of national currency determined in
2015 more favourable performance of exports and diminishing trade deficit. The main destination for Moldavian
exports remains EU with a share of 62% of total exports in 2015 and Romania consolidated its position as the
most important country-destination. The exports towards the CIS countries decreased due to the restrictions of the
Russian Federation and the conflict in Ukraine. EU is important market for electronics and clothing. Share of
exported fruits and vegetables to EU is also increasing while importance of the Russian market is diminishing.

Key words: Trade performance, GDP, analysis of exports, export destination, exports by group of countries,
European Union, CIS countries, net export, currency depreciation, competitiveness, trade policy

L Introduction

The economy of any country, regardless of its size and level of development, has connections with the
outside world through the mechanism of foreign trade in goods and services. Exports and imports have a
great impact on domestic prices, exchange rate, the volume of total demand and GDP, so the overall
economic situation. International trades have been a very important to the Republic of Moldova and trade
results are reflected upon overall macroeconomic performance of the country. Political instability,
depreciation of the national currency, trade policy of partner countries and implementation of DCFTA
commitments had an impact on the country's trade performance in 2015.

The objective represents analysis of exports of the Republic of Moldova in dynamics, presenting the
structure of exports by group of products and by geographical destinations. It is important to find out the
changes and the factors that determined such changes in export performance. Due to the fact that trade
performance depends on the trade relations, it is also necessary to evaluate trade policy effect of major countries
— partners: the European Union countries and the east partners from Commonwealth of Independents States.
There is presented current situation, possible changes and the recommendation of the trade policy.

This goal can be achieved by implementing the following tasks:

- Analysis of contribution of Net export to GDP of Republic of Moldova

- Comparison of exports and imports value with the previous year, to see the dynamic

- Find out the main export destination and to evaluate the dynamics

- To identify the composition of exports to certain destination

- To calculate the share of TOP-S groups of products in total exports

- To evaluate factors that influenced the change in structure and geographical destination of exports

II. Critical analysis of the problem and personal view

Trade results are reflected upon overall macroeconomic indicators, the most representative is the
degree of influence of the development of net exports on the evolution of GDP. In 2015 Net Exports
represent -30.3 % of the GDP, making a negative contribution due to the trade deficit.

Nevertheless according to the date from National Bureau of Statistics Net export in 2015 contributed
to 4.3% of increasing of GDP. National currency depreciation during 2015 has determined more
favourable performance of exports in comparison to imports. In fact, this has discouraged imports and
mitigated, to some extent, the shocks upon exporters, which resulted into an increase in net exports.
Additionally, the net export dynamics was also determined by the cooling consumption dramatic drop in
remittances and real wages, which led to a drop in imports.
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“Net export effect”, meaning the simultaneous growth of exports and the decline of imports, was a
positive factor and softened some external shocks of the economy, and the result was a small contraction of
GDP growth in 2015 (by only -0.5%) in comparison with the previous year. In 2015 took place phenomena
of diminishing trade deficit due to increasing of competitiveness of the national products and depreciation
of national currency.

150.000.000
100.000.000

50.000.000

o .

Consumul final - Formarea brutd de Exportul de bunuri Impo unuri
_50.000.000 total capital si servicii si =)

-100.000.000

-150.000.000

Figurel. GDP structure of Republic of Moldova in 2015, thousand MDL

Source: own processing based on data from National Bureau of Statistics

National Bureau of Statistics announced that in 2015 exports of goods was lower than in the previous
year by 15.9% and amounted to USD 1966.9 million. Imports in 2015 amounted to USD 3986.8 million,
which is by 25.0% smaller that volume achieved in 2014. This dramatic reduction in both exports and
imports in value terms was caused by foreign and domestic conjecture.

Analysis of the evolution of exports by group of countries in 2015 reveals that the main destination for
Moldavian exports remains European Union with a total of USD 1218 million, decreasing by 2.3% in
comparison with the previous year and with a share of 61.9% of exports in total (53.3% in 2014). The CIS
countries were present in Moldovan exports with a share of 25.0% in 2015 (in 2014 - 31.4%), which
corresponds to a value of USD 492 million.

Table 1.
Export destinations by country groups, USD million
COUNTRY GROUPS EXPORT IN 2014, EXPORT IN 2015, MILLION
MILLION USD USD
EUROPEAN UNION 124S5,98 1217,6
CIS COUNTRIES 735,65 492,3
OTHER COUNTRIES 327,50 257
EXPORT TOTAL 2309,12 1966,9

Source: National Bureau of Statistics

So in this context, DCFTA is based on the natural tendencies of intensifying trade relations between
the EU and Moldova in recent years, because traditionally, the free trade area is established between trading
partners that exhibit both the desire and capabilities to develop bilateral trade. Thus, removal of barriers to
export and import with its main trading partner will contribute the further intensification of trade and
economic relations between both sides.

The analysis of exports by countries in 2015 compared with 2014 reveals that in 2012, Romania
consolidated its position as the most important country-destination of Moldova’s exports, with its share
rising from 18.6% of total exports in 2014 to 22.7% in 201S. Russian Federation is the second most
important partner and detains the share of 12.2%. Its share diminished in comparison with previous year by
5%. Italy has 10% in total exports of Republic of Moldova. United Kingdom and Belarus have almost the
same share.
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Table 2.
TOP-S export destinations of the Republic of Moldova, USD million and share in %
TOP-S export 2015 Share, %
destinationXP; thousand USD | T/~ compared “:th 2014 2015
previous year, %

ROMANIA 446,4 102,8% 18,6% 22,7%
Russian Federation 240,7 56,8% 18,1% 12,2%
Italy 197 81,0% 10,4% 10,0%
Belarus 131,6 97,7% 5,8% 6,7%
United Kingdom 138,2 127,7% 4,6% 7,0%

Source: own processing based on data from National Bureau of Statistics

The most significant reductions towards European Union were noticed in: Italy — by 19.0%, as a
consequence of reducing the exports of sunflower oil and clothing; Germany — by 14.8% less, as a consequence
of reducing the exports of juice, chairs and clothing; and Bulgaria — by 25.6% less due to reducing the exports of
gas meters. There is also a significant reduction of exports towards Turkey, which totalled only USD 64.4
million, or by 38.5% less, as a result of the severe reduction in sunflower seed exports.

The exports of goods towards CIS countries decreased by 33.1% in comparison with the previous year.
The most important reductions towards this destination were registered to the Russian Federation - by
43.2%, due to tariff and non-tariff measures that were imposed, and also towards Ukraine — by 58.0% due to
the armed conflict in the east of this country.

The exports towards the Russian Federation decreased dramatically after applying the trade
restrictions. In 2015, due to the continuation of the unilateral application of the tariff measures (customs
duties on more than 20 domestic products mostly exported to the Russian Federation) and non-tariff
measures (embargo on wine, apples, peaches, pork, conserved vegetables and other products), the Russian
Federation lost its first place in the top of the main export destinations. Most Moldovan exports towards the
Russian market are actually re-exports, which involve low added value. The goods which represent the so-
called “typical” re-export, and were fully exported towards the Russian Federation, using the Republic of
Moldova as a track for final transactions, reached a value of USD 139 million, in 2015 this constituting
about 58% of the total export towards the Russian Federation.
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Figure 2. Evolution TOP-5 groups of exported goods of the Republic of Moldova, thousand USD.

Source: own processing based on data National Bureau of Statistics
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In 2015 in comparison with 2014 have diminished the exports of cereals and cereal preparations (-
35.9%), apparel and accessories (-17.4%), medicinal and pharmaceutical products (-39.2%), alcoholic and
non-alcoholic beverages (-19.3% ), meat and meat products (-73.5%), non-metallic mineral products (-
34.4%), sugar, sugar preparations; honey (-26.6%), footwear (-29.1%) and industrial gas from natural gas (-
94.4%), that influenced the decrease of total exports with 17.0%.

At the same time, they were marked increases in exports of oilseeds (+ 15.7%), rubber processing (+
45.7%), organic chemicals (2.6 times), livestock (57.9 %), plastics in primary forms (2.0 times), textile
fibres and their wastes (+ 51.3%), which mitigated the reduction of total exports by 1.7%.

If we analyse the structure of exports, we can observe that top positions occupy fruit and vegetables,
clothing and accessories that represent a quarter of total exports of Republic of Moldova. Overall top-5
product groups have the share of 54% of total exports.

Table 3
Share of top -5 groups of exported goods in total exports if Republic of Moldova, %
Cod
Group of products 2013 2014 2015
CSCI
05 Vegetables and fruits 12,1% 11% 13%
11 Beverages 10,4% 8% 8%
22 Oilseeds 6,8% 7% 9%
77 Electrical machinery and apparatus and parts 9,8% 10% 12%
thereof (including non-electrical equivalent of cars
and household appliances)
84 Clothing and Accessories 10,7% 12% 12%
0-9  EXPORT - total 2428303,0 2339529,6 1966887,5

Source: own processing based on data National Bureau of Statistics

Despite the fact that the Republic of Moldova in recent years reached a good level of diversification of
exports, some sectors remain directed mainly to the Russian market. Especially this refers to products that
have fallen under trade restrictions -meat pork, canned fruits and vegetables.

Decreasing importance of the Russian market is also reflected in the structure of exports by product.
Russian market is a destination for pharmaceutical products and fruits (3% and 5% of total exports
correspondingly).

If we analyse the structure of the top-S products exported, there is a preponderance of goods exported
to other markets than to the Russian; so, there is decreasing importance of the Russian market. While

pharmaceutical products imply major component of re-exports.

Table 4.
Share of top-5 groups of exported food in CIS in total export of RM, %
Cod Group of products 2014 2015
CSCI

0S Vegetables and fruits 5% 5%
06 Sugar, sugar-based products 2% 2%
11 Beverages 5% 4%
54 Medicinal and pharmaceutical products S% 3%
74 Electrical machinery and apparatus and parts thereof 2% 1%

(including non-electrical equivalent of cars and

household appliances)

Source: own processing based on data National Bureau of Statistics
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If we analyse structure of exports to EU, we can observe, that machine and electronics, clothing and
accessories have a substantial share in total exports to EU (12% and 10% respectively), while animal and
vegetable products are only 7% each. This shows that the Moldovan producers have the tendency to be on
those market niches where the regulations on are less restrictive. If we compare export to CIS and EU of
fruits and vegetables, we can observe, that it is almost equally distributed: CIS and EU have the share of 7%
each. Nevertheless, export domestic producers face a constraint, namely, non-tariff barriers while exporting
to EU countries. Most instruments refer to sanitary and phyto-sanitary measures. Noncompliance of
domestic products can be solved implicitly by fulfilling commitments given by Moldova Association
Agreement. It will make Moldova to harmonize gradually sanitary and phyto-sanitary legislation. Currently
in Moldova are taken over seven thousand European standards, which means a 40-45% coverage of all
standards that should be harmonized. With overcome these barriers, manufacturers will be able to export to
the EU, and consumers will have access to goods of European quality.

Table S.
Share of top-5 groups of exported food in EU in total export of RM, %
Cod Group of products 2014 2015
CSCI

0S Vegetables and fruits 6% 7%
22 Oilseeds 3% 7%
77 Electrical machinery and apparatus and parts thereof 10% 12%

(including non-electrical equivalent of cars and

household appliances)
82 Furniture and its parts 4% 5%
84 Clothing and Accessories 10% 10%

Source: own processing based on data National Bureau of Statistics

IIL. Conclusion

The foreign and domestic conjuncture caused a dramatic reduction in both exports and imports in
value terms. Currency depreciation has discouraged imports and to some extent, resulted into an increase
in net exports, diminishing trade deficit. Took place dramatic reduction of exports to the CIS: exports to the
Russian Federation decreased after it had applied trade restrictions and Exports to Ukraine were disrupted
by the armed conflict, but also by the imposed import duties.

A positive trend to mention is the reduction in level of concentration of the Moldovan exports around
the ‘traditional” products such as agriculture, textiles, and clothes. This positive structural shift is the result
of the more dynamically growing exports of machines, equipment, electric components and other products
incorporating a higher value-added compared with the traditional Moldovan products.

The industrial sector is more integrated into the trade flows with EU in comparison with the
agricultural one. The most competitive Moldovan industrial products on the European market are clothing
and clothing accessories, as well as electrical machinery, all being based on processing and assembling
operations. Nevertheless, the volume of exported fruits and vegetable to EU has increased, and the share of
these goods exported to EU is bigger that to CIS. Both factors have influence: dramatic reduction of
exports to Russian Federation and increased competitiveness of these products on European market.

In order to benefit from trade with the EU under the DCFTA is important to contribute to the
competitiveness of domestic products on foreign markets through the implementation of
recommendations, improving quality system and implementing and ensuring a viable system in the field of
standardization, metrology and conformity assessment.

CIS remains an important trade partner, due to established commercial relationships, but the evolution
of trade relations is unpredictable, marked by the introduction of certain restrictive trade measures
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concerning Moldova. In order to improve trade with CSI is recommended to restart the discussions with
the authorities of the Russian Federation in order to reassess the restrictive measures applied to goods of
Moldovan origin. As for the trade policy with Ukraine, it is recommended to retain from establishing
unilaterally the customs duties on the import of some sensitive products for domestic producers (such as
dairy products, meat etc.), because there is the risk that this country may apply some similar measures
which will worsen even more the Moldovan products’ ability of entering this market.
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THE FOURTH INDUSTRIAL REVOLUTION: OPPORTUNITIES AND RISKS FOR
ECONOMICAL DEVELOPMENT

PhD student Mircea DIAVOR, ASEM

We are living in truly historic times; we will witness and contribute the emergence of the fourth industrial
revolution. A industrial revolution like no other, one that will encompass all industries, to the reshaping of
production, consumption, transportation and delivery systems, as well as the way we communicate with each other,
work and live our daily lives.

We are at a juncture whose outcome could engulf anyone who fails shape the fourth industrial revolution.

Key words: industrial revolution, business models, velocity, breadth and depth, systems impact, middle class,

job skills.

Introduction. At the World Economic Forum in Davos 2016 the fourth industrial revolution was the
main issue discussed. Professor Klaus Schwab, founder and executive chairman of the World Economic
Forum had this to say: “The changes are so profound that, from the perspective of human history, there has
never been a time of greater promise or potential peril. My concern, however, is that decision-makers are
too often caught in traditional, linear (and non-disruptive) thinking or too absorbed by The Fourth
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Industrial Revolution immediate concerns to think strategically about the forces of disruption and
innovation shaping our future” [1].

Critical analysis of the problem in research. But first we have to analyse the industrial revolutions
that preceded. The first industrial revolution represented the transition of manufacturing processes from
hand production methods to machines. Using water and steam power to mechanize production yielded
huge gains in productivity and employment, value of output and capital invested, especially in textile
industry. Average income began ascending on a unprecedented and consistent level, as did the standard of
living. The Industrial Revolution began in the United Kingdom and for a period of time the most important
technological innovations were unique to them.

The Second Industrial Revolution (Technological Revolution) marked the beginning of a new wave of
globalization and rapid industrialization thru the widespread adoption of rail and telegraph lines.
Technologies such as the telegraph and railroad networks, gas and water supply, and sewage systems were
no longer limited to a few cities. The Second Industrial Revolution also marked the early factory
electrification and the production line.

The Third Industrial Revolution (Digital Revolution) represents the transition from mechanical and
analogue electronic technology to digital electronics in order to automate production. The development
and continuing enhancement of the microprocessor (described by Moore's law) enabled computer
technologies to be embedded into a range of objects, most notably the smartphone.

The Fourth Industrial Revolution “is characterized by a fusion of technologies that is blurring the lines
between the physical, digital, and biological spheres.”[2] It is not clear when the Fourth Industrial
Revolution begins and some even argue that there is no Fourth Industrial Revolution, that what we are
witnessing is the continuation of the Third Industrial Revolution.

Revolution Year Information

to : : :
1 1784 Steam, water, mechanical production equipment

2 1870 Division of labour, electricity, mass production
F# 3 1969 Electronics, IT, automated production
ﬁi 4 9 Cyber-physical systems

Figure 1. Industrial Revolutions
Source: [2]

Professor Klaus Schwab believes that there three reasons that prove that in fact there is a Fourth
Industrial Revolution has commenced:

e Velocity;
e Breadth and depth;

e Systems Impact.
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In 201S we got to witness the velocity of the Fourth Industrial Revolution; it was presented to us by
Tesla. Starting 2014 Tesla started producing cars with ultrasonic sensors, cameras, front radar, and digitally
controlled brakes all to prevent accidents or at least minimize damage. But more importantly it gathered
data. From that data Tesla was able to create a software update that basically created self-driving cars,
almost self-driving, it was still a giant leap toward full autonomy. The update can be transmitted to cars that
had the necessary equipment, no changes to the car are needed, the update can be made over the air and it
takes a couple of minutes to install. So in a couple of minutes without any physical changes to the car itself,
it became a self-driving car, which was a great example of the velocity of the Fourth Industrial Revolution.
The development of software took longer of course but for people driving the car that’s how long it takes,
and it highlights the dangers of Fourth Industrial Revolution, it is fast and we may not a have a choice in the
matter. Self-driving cars are in a legal grey area, but look at the way Tesla gathered data, not on closed
roads with test cars but by using their customers to gather the data they needed, should the customers be
compensated for it? For now everyone is just excited about the prospect and not the risks.

“Breadth and depth: It builds on the digital revolution and combines multiple technologies that are
leading to unprecedented paradigm shifts in the economy, business, society, and individually. It is not only
changing the “what” and the “how” of doing things but also “who” we are”.[1] The Fourth Industrial
Revolution isn’t as linear as the previous industrial revolutions, but rather evolving at an exponential rate.

“Systems Impact: It involves the transformation of entire systems, across (and within) countries,
companies, industries and society as a whole.” [1] In the last six years over half of the fortune 500
companies have disappeared. The Fourth Industrial Revolution is producing a number of victims while
also giving opportunities to new players who think differently.

Artificial intelligence is all around us and its starting to take full advantage of massive data that has been
stored for years. It can predict future outcomes and help develop new drugs to cure diseases, the world will
be changed forever.

Own vision on the problem and the results of research. All industrial revolutions have yielded
improvements in income and quality of life, the Fourth Industrial Revolution will be no different from that
point of view. Consumers have already felt those improvements in their daily lives from ordering a Uber to
watching Netflix online. “In the future, technological innovation will also lead to a supply-side miracle, with
long-term gains in efficiency and productivity. Transportation and communication costs will drop, logistics
and global supply chains will become more effective, and the cost of trade will diminish, all of which will
open new markets and drive economic growth”[2].

Economist such as Erik Brynjolfsson and Andrew McAfee are worried about a rise in level in inequality.
Labour will be substituted by machines effectively destroying, or at least putting a big dent in the middle
class. It is in fact the middle class that will suffer from the the Fourth Industrial Revolution, creating a job
market divided into “low-skill/low-pay” and “high-skill/high-pay”. This could result in a sharp rise of
already existing social tensions and feelings of injustice and inequality. But where will that “supply-side
miracle” go to? Well with the number of jobs decreasing those gains will have to go welfare programs and
maybe other adjustments, such as Sweden switching to a six hours working program. But Sweden is in lot of
trouble even before the unprecedented influx of refugees and migrants. It is expected to become a third
world country by 2030, and a monument for failed social policies, the Fourth Industrial Revolution could
be its saviour. The Fourth Industrial Revolution- Kkiller of the middle class, saviour of welfare and
socialism.

The Fourth Industrial Revolution will change the job skills requirements for the next five years.
Advanced made in:

e robotics;
e artificial intelligence;

e autonomous driving;
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e machine learning;

e advanced materials;

e Dbiotechnology;

® genomics.

All these developments will shell shock the job market, with a number of jobs disappearing and new

ones that never existed before appearing. What is more important is to know what skills will be sought after
in the future.

Top 10 skills

in 2020 in 2015

1. Complex Problem Solving 1. Complex Problem Solving
2. Critical Thinking 2. Coordinating with Others
3.  Creativity 3.  People Management
4.  People Management 4. Critical Thinking
5. Coordinating with Others 5. Negotiation
6. Emotional Intelligence 6.  Quality Control
7. Judgment and Decision Making 7. Service Orientation
8.  Service Orientation 8.  Judgment and Decision Making
9.  Negotiation 9. Active Listening
10.  Cognitive Flexibility 10.  Creativity
Figure 2. Top job skills
Source: [3]

We notice that negotiation drops a couple of position as that will be handled, in part at least, by
machines. Active listening will disappear completely, and emotional intelligence appears. The changes will
depend on the industries with some like financial services and investment sector being behind others like
media and entertainment, mobile internet and cloud technology. “The largest beneficiaries of innovation
tend to be the providers of intellectual and physical capital—the innovators, shareholders, and investors—
which explain the rising gap in wealth between those dependent on capital versus labour. Technology is
therefore one of the main reasons why incomes have stagnated, or even decreased, for a majority of the
population in high-income countries: the demand for highly skilled workers has increased while the
demand for workers with less education and lower skills has decreased. The result is a job market with a
strong demand at the high and low ends, but a hollowing out of the middle.”[2]

Which business model is best suited to take advantage of the Fourth Industrial Revolution? “Society is
undergoing tremendous change right now — the sharing and collaboration practices of the Internet are
extending to transportation (Uber), hotels (Airbnb), financing (Kickstarter, LendingClub) and music
services (Spotify). The rise of the collaborative economy, of which the Open Source community is a part,
should be a powerful message for the business community. It is the established, proprietary vendors whose
business models are at risk, and not the other way around” [4].
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Some of the current business models are inefficient and lead misallocation of human capital and
financial capital, the methods used to measure are misleading. “Physical things do not scale quickly, easily
or cost effectively. Building the U.S. interstate highway system took 3$ years and an estimated USD 425
billion.... Facebook grew to 500 million users in a little more than six years” [4].

The researchers at Knowledge at Wharton have studied the subject extensively and have identified four
business models:

“-Asset builders deliver value through the use of physical goods (physical capital). These companies
make, market, distribute, sell and lease physical things.

-Service providers deliver value through skilled people (human capital). These companies hire and
develop workers who provide services to customers for which they charge.

-Technology creators deliver value through ideas (intellectual capital). These companies develop and
sell intellectual property, such as software, analytics, pharmaceuticals and biotechnology.

-Network orchestrators deliver value through relationships (network capital). These companies
create a platform that participants use to interact or transact with the many other members of the network.
They may sell products, build relationships, share advice, give reviews, collaborate and more” [4].

Business Model Example Companies

Asset Builder Ford, Walmart, Exxon, Boeing
Service Provider Humana, Accenture, JP Morgan Chase
Technology Creator Microsoft, Oracle, Medtronic, Pfizer

Network Orchestrator eBay, Uber, Visa, Red Hat, TripAdvisor

Figure 3. Business models
Source: [4]

The researchers at Knowledge at Wharton have come to the conclusion that the companies’
performances are not equal. “Network orchestrators, on average, grew revenues faster, generated higher
profit margins, and used assets more efficiently than companies using the other three business models.
These advantages resulted in remarkably higher enterprise values when compared with revenues” [4].

Sales Growth (year over year) Return on Assets
25% 12%
20% 10%
15% e
10% 6%
4%
5% 2%
0% 0%
Asset Service Technology Network Asset Service Technology Network
Builder Provider Creator Orchestrator Builder Provider Creator Orchestrator
Gross Profit Margin Multiplier (Price/Revenue)
75% 10
8
50% 6
25% :
v
0% 0
Asset Service Technology Network Asset Service Technology Network
Builder Provider Creator Orchestrator 5 Builder Provider Creator Orchestrator
Figure 4. Business models performance
Source: [4]
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The network orchestrators are in best position to take full advantage of the Fourth Industrial
Revolution, a model that may be contribute significantly to the economy of Republic of Moldova provided
the necessary conditions are created to support it.

Thus, following the performed analysis, we can formulate the following conclusions:

e Next S years will shape the next millennium;

e The velocity of the changes will catch people by surprise;

e The fourth industrial revolution could lead to destruction of middle class;
e Inequality will rise and social could rise;

e Network orchestrators are in best position to take advantage of the fourth industrial revolution.
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INNOVATION AND ECONOMIC GROWTH
PhD student Romeo FORTUNA, ASEM

This article aims to focus attention to the interrelation to qualitative economic growth and innovation and the
need for a new concept of transition to economics targeting innovation in the developing countries, and in the
Republic of Moldova in particular, under the impact of Globalization.

Key words: qualitative economic growth, investment, innovation, national competitiveness, structural
priorities, globalization
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Introduction

The problems of the quality of economic growth and innovation became the central topics of political
and economic discussions in the Republic of Moldova.

The goal of EU membership is very likely to become a priority for Moldova in the not so distant future.
However, currently Moldova is the poorest European state — GDP per capita is about 9.5% of the average
level for the EU.

Thus, Moldova should work on integrating itself into the European economy while maintaining its
current good relationship with its CIS partners. To satisfy EU entry requirements in the long-term it should
sustain real growth of GDP between 6 and 10% per year. Is it real?

The answer to this question depends on whether Moldova to put their economies on the innovation basis.

Contemporary global society has been experiencing the process of radical transformation, the
consequences of which is particularly difficult to foresee. One of the most crucial components effecting into
this transformation over every country within the system of global economy is what we have come to know
under the process of Globalization.

Innovation - as a factor of the quality of economic growth

In the conditions of globalization the movement of world economic system happens towards the
innovative focused economy, to priority development of the knowledge-intensive, hi-tech productions. In
recent years innovation has become more than a fashionable concept.

Why? The world practice shows that branches in which the greatest value added and which, with other
things being equal, provide the maximum rate of return is created are production of new knowledge,
creation of the high, innovative technologies. Innovations become the main means of increase in profit.
Quite so they are also considered by large western campaigns.

The term “innovation” comes from Latin “novatio” that means “updating” (or “change”), and in the
prefix which is transferred with Latin as “to Shumpeter as a result of the analysis of “innovative
combinations”, changes in development of economic systems. the direction” if to translate literally
“Innovatio” — “in the direction of changes”. The concept innovation has for the first time appeared in
scientific researches of the 19th century. The concept “innovation” has received new life at the beginning of
the 20th century in scientific works of the Austrian and American economist Y. Shumpeter this term in
economy has been introduced [1] for the first time. Investments in the countries of the West not
incidentally actively flow in the knowledge-intensive branches, and branches with low rate of return and
ecologically harmful productions are transferred to the countries with the low level of economic
development and to developing countries.

Today extent of development of the scientific and technical sphere defines borders between the rich
and poor countries.

In the conditions of globalization the movement of world economic system happens towards the
innovative focused economy, to priority development of the knowledge-intensive, hi-tech productions.

Why? The world practice shows that branches in which the greatest value added and which, with other
things being equal, provide the maximum rate of return is created are production of new knowledge,
creation of the high, innovative technologies. Innovations become the main means of increase in profit.
Quite so they are also considered by large western campaigns.

Investments in the countries of the West not incidentally actively flow in the knowledge-intensive
branches, and branches with low rate of return and ecologically harmful productions are transferred to the
countries with the low level of economic development and to developing countries.

In world practice the vast experience of realization of innovative strategy is saved up. So, for example,
for, realization of the innovative strategy led in the Netherlands cluster approach has been used National
economy has been broken into 10 “mega clusters”: assembly branches, chemical, power, agro-industrial
complex, construction, mass media, health care, the commercial serving branches, the non-commercial
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serving branches, transport.

On the basis of the analysis of “streams of knowledge” between clusters characteristic features of
innovative processes have been revealed. It has turned out that three clusters (assembly, the commercial
serving and chemical branches) are the main “net - export” knowledge in other clusters. The same function,
but to a lesser extent, the health care and the non-commercial serving branches in which there are large
establishments of the industry of knowledge carry out. Two clusters: construction and mass media - are net
importers of knowledge. Three clusters (agro-industrial complex, power and transport) have the “closed”
character and make knowledge generally for themselves. Such analysis has allowed receiving not only an
overall picture of development of innovative processes, but also has defined the main priorities in national
innovative policy

In order to survive under various pressures of the Globalization process each and every developing
country, according to our view, must go with the stream remaining within the margins of global structural
dynamics. And the direction of this movement is being determined by structural priorities which are based
on the innovation in various branches of the economy.

The economic structure which is based on the innovation influences the real economic Growth and
the level of popular welfare. Moreover, it determines the possibilities of access to international markets and
the structure of the balance of payments and competitiveness of a country.

In our view, in order to change the quality of economic growth is necessary to alter the structural priorities.

Therefore, the problem of choice of these priorities under the impact of Globalization should be regarded as
one of the crucial elements for every state, especially for the developing countries, such as Moldova.

Every effort to ‘catch up’ with the post-industrial world can easily be interrupted with technologic
innovation in the developed countries. Hence, the general priority for the developing countries is to fit into
current economic situation with maximal speed and to secure the new quality of economic growth.

For this purpose, it is necessary at least to be able to maintain the “reference” trajectory (established) of
global structural dynamics.

The global structural dynamics itself has certain consistency in transition from the high share of
labour-based and technologically primitive production to the capital-and-material based, and then to
knowledge-based economic branches, which in our view reflects the trajectory of global structural
development.

We suggest that the direction of global structural development in its turn should be regarded as a
certain given (“reference”) trajectory of structural development for the national economies, determined by
some priority outlines for the countries to follow, but with corrections according to national development,
conditions and peculiarities.

The trajectory of global structural development within the process of Globalization characterizes the
process of transition of global economic system to innovation oriented economy prioritizing the
development of knowledge-based high-tech industries.

In its turn the economy based on prioritizing the development of high-tech economic industries creates
the effective base for the real economic growth, for the increase in income of population, and the decrease
in the level of poverty.

The movement of national economies across the global structural processes oriented towards
innovation represents, to our view, the necessary condition for the enhancement of the level of national
competitiveness , moreover, for the ability of the national economies to survive under the pressure of
Globalization.

Global practice demonstrates that the development of new knowledge, and as the result the creation of
knowledge-based innovation technologies, represents the spheres with the highest level of added value,
which with other equal capacities ensure the maximal rate of profit.
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Therefore, the level of development of the knowledge and technological spheres determines the
borders between rich and poor economies. It is the absence of innovation priority in many developing
countries, including Moldova, which causes the so called growth with no development. And it is the
absence of innovation component in the structural development of these countries that increases the level
of their backwardness compared to the developed economies.

The innovation economy can be characterized by following parameters:

> The share of spending on science and knowledge should approach 3% of the GDP (in Moldova
only 0,42%)

» The stable high share of labour force concerned with research and development should be secured
counting for 10000 engaged in the economy

» The level of wages for the engaged with research and development sectors much exceed about 1.5-
2.0 times the overall level of wages in industry

» In the GDP input should prevail the intensive factors included into production process on the
account of the development of innovation and new technologies

» The economy of the country should contain the companies capable of active innovation activity.

Innovation processes depend on the whole range of factors, as well as social and economic conditions.
The major factor of the development in the sphere of innovation is the intellectual capital of the country.

That means that for each country, which is willing to improve the parameters of its economic growth
and increase the level if its competitiveness within international markets the science must become a branch
of priority in the economic structure.

In other words, if the government of a poor country decides to wisely invest in science that country
acquires the chance to become increase its capital income, or to become rich. While the country with poor
economy, which would ignore the science as a priority would more likely to step further backwards in its
development.

Herein, it is important to perform the innovation process as a whole, meaning mutual interrelation of
education, fundamental and applied science and the production sphere. Knowledge should not only act as
an independent intellectual product, but should be reorganized into the goods, services and technology, as
well as demanded both on the internal and external markets therefore should be profitable.

The question here arises whether it is realistic to orientate the structural priorities towards innovation
economy in the developing countries, including Moldova?

Our answer to that is ‘yes’. It is, indeed, realistic, due to the fact that as the outcomes of the research
demonstrate, under the impact of Globalization simultaneous movement across several stages of the
‘structural ladder’ becomes possible for the developing countries: from the high share of labour-based and
technologically primitive production in the GDP structure to the capital-and-material based, and then to
knowledge-based economic branches (as mentioned earlier), which means from goods to the development
of new knowledge, from the economy based on factors to the economy based on knowledge.

Conclusion

We suggest that the source for structural reorganization would be secured by the investment innovation
and quasi-innovation types of activities. It gives Moldova an opportunity to develop a knowledge-based
economy and a new competitive advantage, for example in low-cost high-skilled manufacturing for high-
tech industries such as semiconductors or telecommunications. High-tech industries are needed in the
economy, while entrepreneurship and the creation of high-tech business parks are encouraged by the State.
This would allow Moldova to use effectively its remaining potential as one of the former Soviet centres for
microelectronics its skilled and well-educated labour to develop its new competitive advantage in Europe.
There is currently a good investment climate with tax concessions offered to foreign investors and small
domestic businesses. There already exist several industrial (high-tech) business parks and five zones of
“encouraged entrepreneurship”.
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Thus, ideally, Moldova could have a comparative advantage in knowledge-intense products, like
semiconductors. It could become a European base for cheap production of high-quality high-tech goods. It
would then benefit from the transfer of knowledge and technology from the developed countries. Foreign
investors in their turn would also benefit enjoying higher returns.
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TRADE ECONOMIC SANCTIONS AS AMECHANISM OF EXTERNAL PRESSURE
ON ECONOMIC SECURITY OF THE REPUBLIC OF MOLDOVA

PhD student Roman CHIRTOAGA, ASEM

One of the main characteristics of the economic security system of a country represents the degree of its
exposure towards the foreign hostile influence, as well as its capacity to withstand this impact. The comprehension
of this influence becomes a more actual task along with the popularity growth of economic levers used in
international conflicts. This issue is especially important for the Republic of Moldova, which repeatedly has been a
target for foreign economic sanctions. Also, despite the publication of multiple studies about this topic in Western
Countries, as well as in South-East Asia, united in the framework of the economic sanctions theory, the item under
discussion has not got the adequate attention of local researchers. Thus, in this context the goal of this thesis is to
offer certain basic ideas about the economic weapons” and how they work, taking into account the sanctions
theory, as well as the vulnerability assessment of the Republic of Moldova at the channel of external economic
relations. In this research were used: statistical analysis methods, logical-historical argumentation, deductive and
inductive conclusions, and economic models of sanctions theory.

Key words: economic security, trade economic sanctions, foreign economic relations, sanctions theory, the
model of “surplus analysis”, terms of trade.

After the end of The Second World War, the process of integration of national economies into regional
ones has intensified, later forming a global economy, the phenomenon known as globalization. The growth
of the volume of international exchange of capital, goods, services and technologies, in compliance with the
theory models of international economic relations, that has been used as a rigorous engine of economic
growth at the level of involved countries (Figure 1).
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Figure 1. The correlation between World GDP and global trade

Although the process of globalization generally represents an undeniable opportunity for economic
growth of its participants, therewith, the enhancing of the level of interaction and interdependence among
national economies creates significant risks for these states. Along with the risks concerning opening of the
national economies to the influence of negative phenomena occurring in other parts of world economy (a
demonstrative example — the fast globalization of the crises on the real estate market in USA in 2007-2008),
the respective phenomenon provides new means for the usage of economic dependence of the states
towards the external partner states ,putting pressure on their economies, as a base of national interests of a
society within some international conflicts.

External pressure actions on a country’s economy are called economic sanctions in specialty literature
(although, not all of the actions of this kind, for various reasons, are called so). In this context, statistical
data prove a stable growth of application of economic weapons in international conflicts (Table 1).

Table 1.
Initiated sanctions episodes, during 1915 - 2000
Period Number of cases | World exports Period Number of cases | World exports

1910 -1920 3 n.a. 1951 - 1960 15 215
1921 -1930 2 5S 1961 - 1970 19 480
1931 - 1940 6 n.a. 1971 - 1980 38 2700
1941 - 1950 9 115 1981 - 1990 35 5170

1991 - 2000 47 11330

The Republic of Moldova has also suffered from the external economic pressure in the last decades.
These have endangered the economic security of the country, and caused significant damage to the
potential of the national economy. At the same time, the study of the sanctions theory from the domestic
scientific literature hasn’t got required attention until the present day.

It is necessary to examine the existing economic profile of the country as a degree of exposure towards
external influences in general, in order to understand the practical importance of the capacity of the
economy of the Republic of Moldova to resist the outside shocks.

The relatively small domestic market of the Republic of Moldova in the conditions of current reality,
inevitably creates prerequisites for the formation of an economic model based on the export of a relatively
limited number of types of goods and services as a way to obtain hard currency for the import of the
majority of goods necessary for satisfying the demands of these markets. In other words, the national
economy should naturally be specialized in the production of goods/services, proceeding from national
comparative advantages, and actively involved in international economic relations.
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The general analysis of the foreign trade of the Republic of Moldova confirms the initial assumption.
Thus, for the year 2014, the exports of Moldovan goods and services amounted to 42.1% of the GDP, the
imports reached 49,8% respectively.

The main merchandise export products for the year 2013 (up till the considerable deformation of the
structure of exports caused by Russian sanctions) amounted: fruits and vegetables — 12%, clothing and
accessories — 10,7%, alcoholic and soft beverages — 10,4%, electrical equipment, machines and their spare
parts— 9,8%, oilseeds — 6,8%, cereals and goods based on cereals — 5,7%. Thus, about 55,4% of the
Moldovan exports are composed of merchandise only from 6 freight groups®.

Another important source of currency represents the remittances of Moldovan workers, employed in
the work field abroad, in other words — export of the labour force (Figure 2).
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Figure 2. Remittances dynamics (mln USD, left axis)

The statistical data indicate that from this source the country gets 1.8-2 bln USD (as compared to 2,34
bln USB obtained from exports)®. Another important conclusion is the fact that this source is divided into
two main directions: Russian Federation and European Union countries (the index “rest” from Figure 2
generally de-facto reflects the remittances from EU countries).

A similar situation is relevant for the foreign market place for Moldovan merchandise. Statistics show
that the major part of the exports are designed just for two directions and namely to EU and CIS countries

Figure 3).

Exportul in 2014: Importul in 2014:

W UE (52.3%) Il UE (48.3%)

Il CS! (31.4%) Il CSI1(27.3%)
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Figure 6. External trade of the Republic of Moldova, the main trade partners®

66 Expert — Group. the Republic of Moldova 2015, Report on the State of the Country , p. 18 (authors’ calculations based on the NBS
data, NBM, Eurostat). http://ctjm.org/wp-content/uploads/2015/07/Raport_de Stare_a_Tarii_2015.pdf
%7 The thesis does not have the aim to study the intended subject more deeply, highlighting the real added value volume, created on
the countries territory.
68 Expert — Group. the Republic of Moldova 2014, Report on the State of the country, p. 23 (authors’ calculations based on the NBM
data). http://www.expert-group.org/ro/biblioteca/item/1026-rst-2014&category=182
6 According to the National Bureau of Statistics: http://www.statistica.md/category.php? 1=ro&idc=336&
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At the same time, the quota of the Republic of Moldova in the general volume of trade (exports and
imports) of the main trade partners from EU and EAU is insignificant. This fact does not impose effective
costs for the economies of these countries in case of using the sanctioning policy towards Moldova.

Consequently, while the members of EU have a coordinated external trade policy, the main states of
CIS tend to have a similar coordination policy through the EAU mechanisms. The economy of the
Republic of Moldova remains extremely vulnerable towards the exercising of economic pressures from the
main trade partners.

The next task is the analysis of the impact of economic trade sanctions on the economy of the Republic
of Moldova, and namely the embargo on import.

The main models of the sanctioning theory suggest the main understanding of the nature of their
impact on the economy of the target-country. The trade sanctions of various types represent exogenous
shocks that deprive the external economic relations (especially the trade™). They are characterized through
the presence of the seeking revenues phenomenon and they face with the market incentives as the
reorientation of trade. The relative economic influence of the sanctions on the economy of the target-
country is reflected in the evolution of its terms of trade.

In this thesis is briefly described the impact of sanctions upon the trade as a result of the embargo on
imports, through the economic model of surplus analysis”, which offers the basic framework for
understanding of the general mechanism. The goal of the “sender” consists in “target’s” deprivation of
benefits received from international trade.

Figure 2 presents the initial situation. The following assumptions are made:

(1) There are two countries engaged in trade of a given commodity: the “sender” and the “target”. The
market of the one reflects the market of the other and vice versa.

(2)The prices are set by the world market (both countries are called as “price-takers”). Under the
autarchy, the supply curves are expressed by lines S and demand curves by lines D. After initiating the trade,
the demand curves remain unchanged, whereas the supply curves are given by lines PW.

(3) There is perfect competition.

(4) There are no transportation costs and trade impediments.

Figure 2 proves the effects of sanctions, which were applied to restrict imports, expressed through
import quota. Suppose that in case of introduction by the “sender” of the sanctions on import, they will
diminish the volume of demand for exports of the “target”.

Under free trade, the consumers of the “target” purchase the amount Qp at price P.. The producer
supply Qs and the difference between Qp and Qs constitutes the amount exported to “sender” by the
“target” economy. The introduction of the import quota by the “sender” country against the “target”
country will represent the dark vertical line in Figure 4. This step will decrease the global demand with the
same amount, resulting in a shift in the quantity demanded from Qp to Qp.. The export market of the
“target” reflects the import market of the “sender”, respectively the amount of supply in the “target” will
correspond with Qg,. Thus, the export quota has two effects:

1) Restriction of the volume of goods possible for export, in the “target” country. As a result, the price
in “target” country decreases up to P2, which corresponds to the maximum sizable quantity to be sold Qs..
Price P, is lower than price P, under the free trade, respectively the sales from export diminish, in such a
way reducing country’s revenues. Effectively, the amount of export after the application of sanctions is equal
to Qs2-Qpy, as compared to Qs-Qp before their introduction.

7 In this thesis it is described the main model of the theory regarding to commercial sanctions, the aspects of financial sanctions

exceed this framework.
" On the basis of ideas from the “Economic Sanctions: International Policy Economy at Work”, Robert Eyler (2007)
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Figure 2. The effects of sanctions on imports
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2) On the “sender” side the price raises from P, to P,, thus reducing its market shortage from Qp-Q;s to
Qp2-Qs2. At this price, the “sender’s” producers supply more, whereas “sender’s” consumers will record the
reducing of consumption to Qp..

On the “sender’s” side, the surplus of consumption will decrease, losing the area a in favour of its
producers. But, even in the case of the introduction of partial embargo on imports, the “sender’s” consumers
are in a more favourable position, than under the autarchy. Also, it is important to mention that, the “sender”
country in fixing the quota on import while planning process of the economic attack, must consider the
negative effects which will reflect upon their own economy. Thus, the areas b, ¢ and d correspond to the
reduction of net wealth of the “sender”, conditioned by the impact of the sanctions regime.

In the case of application of the total embargo on target, the situation will be similar to the situation of
autarchy equilibrium.

With reference to the surplus of consumption and the demand of the target, the consumers will obtain
the area e, namely the losses of producers. Beside these areas, the producers also lose areas f, g and h, which
represent the net loss of target country’s wealth.

The difference between prices for goods subjected to the embargo on the import, at the global and
domestic level, corresponds to the size of revenue, which can be obtained from the “target” producers in the
case of export avoiding the regime of applied sanctions. In this case the revenue will be divided between the
producers of the “target” country, “smugglers”, as well as the consumers of “sender” country.

The application of the economic sanctions on import generates a range of risks for the economic
security of the country afferent to the exposure to the external influences”. The main shock is due to the
external demand and foreign trade balance, which would generate the diminishing of imports, simultaneous
growth of inflation and unemployment, decreasing the volume of investments and domestic demand,
putting pressure on the national currency rate, etc. , which ultimately will turn into social-economic and
political destabilization.

The power of the sanctions impact depends on the following factors: 1) the level of trade between
sender-country and target-country; 2) supply elasticity of target-country.

Also, the distribution of adverse effects on different groups inside the economy differs for each country.
In the case of Republic of Moldova, there will be groups, involved in export to each direction. In case of the
Eastern direction these will be the producers of vegetables and fruits, alcohol and non-alcoholic drinks; in
the case of Western direction-primarily are the machines, electronic equipment and their spare parts,
cereals, as well as clothing and accessories.

72 2This conclusion is confirmed by another model of the sanctions theory, demand curve analysis, which demonstrate that, the
application of embargo, total and partial, will affect more the terms of trade of the countries with smaller economies, specialized in
merchandise, which they export.
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Based on the above information, the analysis of provisions of sanctions theory allows us to identify
some recommendations for the case of the Republic of Moldova, in order to reduce the economic security
risks as a result of use of trade sanctions’ tools by foreign forces:

1. Diversifying the export directions
Using the external pressure for fulfilling the internal reforms
Gaining assistance from political opponents of the sender (a.n. “black knights)

Unofficial encouraging activities of avoidance of sanctions, inclusively through third parties

FARE R

Developing an appropriate legal framework to involve the society and its elites

6. Establishing measures oriented towards the destruction of sender’s coalitions (in case of their
existence)

Conclusions

1. Due to a set of objective reasons (the main of which is the process of economic globalization),
currently, the relations between states experience a growth of applied economic sanctions, as a pressure
mechanism in international conflicts.

2. Economic model of the Republic of Moldova, based on a high level of involvement in international
trade, generates substantial vulnerabilities towards the economic security, associated with the dependence
on the external trade partners. One of them is the use of economic sanctions against the RM as a part of
political pressure.

3. The application of these sanctions is made in compliance with the economic sanctions theory. Also
the issue under discussion has not got relevant attention on behalf of the local researches.

4. The economic attack, under its main forms of financial and trade sanctions is oriented to the
formation of exogenous shocks which worsen external economic relations of the target country ,thus
generating negative repercussions on the social economic stability, and implicitly on domestic policy.

S. The sanctions on behalf of the main partners would create major shocks for national economy. To
diminish these adverse effects in the conditions of the current economic model, the economic policy of the
Republic of Moldova should be concentrated upon the diversification of the markets and goods for export.
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CROWDFUNDING: INNOVATIVE INVESTMENT OF DIASPORA
IN THE COUNTRY OF ORIGIN

PhD student Cristina CHIRVAS, ASEM

Emerged recently, as a technique for financing new projects, crowd funding, has evolved rapidly due to the
development of the access to online resources and reorientation of the entrepreneurs to innovative ways of
attracting investment. The article presents the forms through which migrants in the Diaspora can contribute
through the platforms of crowd funding to finance projects in countries of origin. It also, mentions the good
practices and evaluates the methods used by developing countries governments to harness this potential generator
of positive economic outcome. Finally, it describes the stage Moldova currently holds and highlights aspects
designed to boost the participation of Diaspora through crowd funding.

Key words: diaspora, remittances, crowd funding, investment, entrepreneur, platforms, online resources,
development, contribution.

A growing source of financing used by small businesses in the West already made its presence felt in
Moldova. Crowd funding is a technique for project financing using online resources (forums, social
platforms etc.) cut out of crowdsourcing. At its core lies the idea to appeal to the community as a potential
financier for the product. This is a method by which firms which are starting out can get funds based on the
principle “little from as many as possible”.

By crowd funding, an entrepreneur asks for money from a large number of individuals or firms for a
well-defined project. The procedure of fundraising is relatively simple: the project applicant (person,
company, institution, NGO) addresses a crowdsourcing platform (social networks, forums, and twitter) to
promote a project and collect needed money to start his initiative. Financing platforms act as intermediaries
between entrepreneurs and investors, publishing on the internet project campaigns, including the necessary
funds for the project, purpose of the project, fundraising period. Usually charges a fee if the proposed
project has managed to attract the necessary funds.

Although it is known as a relatively new technique, crowd funding has gained proportions along with
the Internet, but the method was used long before the advent of online community. In 1883, Joseph
Pulitzer (American journalist and editor of Hungarian origin) had the idea to appeal to American pride and
asked for small donations needed to raise the pedestal for the Statue of Liberty.

According to the World Bank statement published in 2013 report “Crowd funding’s Potential for the
Developing World”, this form of capital accumulation appeared in an organized way with the global crisis in
2008. Entrepreneurs have begun to confront the unavailability of bank financing for their projects and
therefore had to turn to other sources of capital. It is considered that this technique will explode in the near
future and will represent an important part of large project budgets.

All the Internet did was to provide easier way to spread information and gather people willing to give
money to support specific projects. In other words, it discusses an approach to varied scale. There is a much
wider and sampled audience. In this context, the possibility of creating “community financing” becomes
very high as long as the approach is global.
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Crowd funding is essentially a marketing strategy implemented either before or during production of a
cultural, social or political product (these are the most addressed niches, of course that this technique can
be adapted and used in any field).

Covering the research topic “The Impact of Diaspora on the Economic Development of the Countries
of Origin” in this article, we relied on the role that Diaspora communities play in channelling funds back to
their home nations in the form of remittances. Because much of these funds avoid the formal transfer
channels, we believe crowd funding is a good way to capture them and redirect them to formal remittances
environment. Some crowd funding platforms have been created specifically to capture remittances; others
are actively targeting Diaspora communities in order to connect investors with entrepreneurs and
contribute to the accumulation of cash needed to run specific campaigns.

I chose to detail crowd funding experience in the developing countries, namely in the belief that the
Diaspora can play an increasingly important role in channelling remittances to finance projects and new
enterprises in Moldova.

Key figures on the international market of crowd funding soared in recent years. If 2013 global crowd
funding platforms have harvested about USD § billion, In 2014 the figure was doubled, in 2015 we reached
a market of USD 34 billion, and Forbes magazine estimated that crowd funding platforms will be able to
collect USD 1000 billion over the next 10 years.

The swift development of these types of investments from remittances is due not only to the expansion
of the means of socialization from on-line environment (projects promoted properly are more visible
among potential supporters and can receive up to 75% more contributions than other similar projects that
do not benefit from the same promotion) but also due to the consolidation of Diasporas in countries of
destination of migrants, a constant and significant increase of their members as well as an increase in
financial flows oriented to countries of origin in recent years. According to the UN in 20185, the number of
migrants worldwide amounted to 244 million each sending in their home countries an average of USD
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Figure 1: Migrant remittance inflows, world 2005-2015 (USD million)
Source: World Bank (2016). Annual Remittances Data.
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Figure 2: International migrants by major area of destination, 2000 and 2015 (millions)
Source: United Nations, Department of Economic and Social Affairs, Population Division (20185).
Trends in International Migrant Stock: The 2015 Revision;
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When we mention the importance of Diasporas in promoting investment projects in countries of origin
we mean not strictly the financial transfers, but also the transfer of knowledge, skills and best practices in
development projects and involvement in the work of NGOs in the countries of origin and the support
provided to them.

The specialized literature contains 4 methods of financing through crowd funding:

1. Donation: donating a sum of money without receiving anything in return. This method of financing
is usually characteristic for social projects;

2. Donation with remuneration: donating a sum of money in exchange for goods or services proposed
for implementation by the project founder or simply a symbolic remuneration (a shirt with logo, a ticket to
the show, a postcard with thanks). The most famous project of this kind is Pebble project: for each
minimum donation made, the donor was promised instead a smart watch. In just a few weeks it has
accumulated a fund of USD 10,266,845. This type of financing is specific to creative and artistic projects;

3. Loan: loan of an amount of money that will be reimbursed within a set with or without interest. This
type of financing is typical for projects launched by companies or personal projects;

4. Investing: financing of an enterprise/company in exchange for the right of ownership of its capital in
order to become a shareholder. This type of financing is used for start-ups and enterprises;

However, there are several differences between crowd funding today and public subscriptions of non-
profit type:

« Crowd funding pursues the profit both for the entrepreneur who raises money for the project as for
investors;

« By crowd funding, investors get social parts or shares in the funded project;

« On-line platforms which mediate fundraising usually charge a commission from the total amount of
the money;

« Various governments around the world have strictly regulated crowd funding as a specific method of
financing. (For example in Romania, the State intends to regulate crowd funding through a bill initiated by
the Department for SMEs of the Government, yet in September 2014);

Crowd funding is a real opportunity for countries of origin: remittances flows worldwide according to
the World Bank in 2014 represented USD 580 billion. USD 440 billion was sent to developing countries
(leaders are India, Brazil, Mexico, the Philippines, Kenya and Nepal). In nine of the receiving countries,
remittance flows constitute over 10% of GDP. While remittances are commonly used on short term for
necessities and personal consumption (eg in Moldova according to statistics only 7% of remittances are
oriented to investments), the size of the market led to the decision of some governments to consider
channelling funds on longer terms, by sustainable use such as companies and their funding initiatives which
can lead to the development of the economic environment.
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Figure 3: Crowd funding in developing countries, Top 10 (2015)
Source: AlliedCrows (http://alliedcrowds.com/global, as of 17.04.16)
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In Moldova, the fruition of this type of investment shows real advantages given that according to the
study “Options on the exploit of remittances and savings of migrants for Moldova's development”,
published in 2013 by the United Nations Development Programme in Moldova, in the last 20 years the
volume of received remittances remains the most important source of financing of the current account in
our country, clearly outpacing foreign direct investment, governmental transfers and loans.

Some developing countries have already explored this opportunity. One of the most popular crowd
funding platforms for investments made by African Diaspora is Afrikwity. Thameur Hemdane - a crowd
funding expert and professional in management, finance and information technologies decided in 2013, as a
result of his experience working in financial services and also due to collaboration with numerous
associations in the Diaspora, to launch a crowd funding platform that allow African Diaspora to finance
businesses that have a positive social impact in their home country. The 30 million Africans living abroad is
a vital economic source for Africa. Remittances to their home countries have reached USD 67 billion in
2014 which represents an increase of 250% over the past 10 years. Only a small portion of these funds, 5%
are directed towards investments in African SMEs, even if they contribute with more than 45% of
employment and 33% of the GDP of the continent.

FADEYV is another investment company dedicated to the development of Francophone Africa. All residents
of France who are willing to contribute to the development of entrepreneurship in their home countries can
become members of society and can support the most innovative projects of African entrepreneurs, contributing
to the economic growth of the continent, creating legal jobs and market launch of quality products and services.
FADEV members also receive tax benefits from income tax payments and registration is accessible both within
the organization for Africans in the Diaspora and for the residents of Africa.

Middle East and North Africa experienced a rapid increase in crowd funding. Even though in absolute
terms the given region has not managed to accumulate more than USD 16.4 million in 2015, though the
demographic trend and religious peculiarities predict a significant rise in crowd funding. Islam religion,
predominant in the region is favourable for crowd funding in two respects. First, one of the fundamental
pillars of Islam is zakat, or charitable donations. All Muslims who can afford wealthy are expected to donate
2.5 per cent of their wealth to charity. Estimations vary, but Integrated Regional Information Networks
mention that the annual amounts from zakat range from USD 200 million up to USD 1 billion. If crowd
funding would capture even a small percentage of the total market, it would strengthen a foothold for the
financing mechanism in the region. But what makes crowd funding so attractive is that creditors are not
allowed to collect the interest on loans granted, and the emphasis lies on risk sharing. There are already
several platforms that take advantage of the compatibility between Islam and crowd funding, the most
prominent being Cario-based Shekra.

Crowd funding platforms often function as open markets allowing entrepreneurs and creators of
projects to post their projects and potential donors to allocate funds as it deems appropriate. This market
inherently facilitates access to information, a key obstacle which usually prevents foreign investors to invest
in developing countries. Members of the Diaspora, who tend to get better information about the
investment climate in their countries of origin, can provide an early financial contribution. This initial
support may promote confidence to the company for other investors.

Another important thing for collectors of funds is to create an emotional connection with donors and
often with specific Diaspora communities who better understand the ideas, the context and the importance
of their financial attend without requiring a lot of unnecessary explanations. What remains to do is to
generate convincing arguments that the accumulated funds, no matter how small they are, can make a
difference and especially the transfer process is safe and accumulated resources will be used in an effective
and transparent way. However, Diaspora communities are actually aware of scams and they often
encountered and the political influence within management of financial resources.
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In the Caribbean, Diaspora crowd funding also has a massive impact. ISupportJamaica is a crowd
funding platform developed by the Jamaica National Building Society, one of the largest financial
institutions in the country that aims to promote by crowd funding the flow of capital based on both
donations and loans. Such initiatives help entrepreneurs’ access new ways of capital that will help direct the
nations to engage in forms of sustainable development on long term, and if governments create programs
designed to support such initiatives, crowd funding offered by Diaspora can have profound effects on start-

ups in developing countries.
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Figure 4: crowd funding versus remittances in world, (2014)

Source: Developing world crowd funding, Diaspora crowd funding. Special report oct.2015, Allied Crowds

The relationship between remittances and crowd funding can be easily distinguished and it is expected
that in the near future developing countries governments will begin to make from crowd funding a way of
formalizing the remittance flows.

Such examples already exist, for example in Mexico and Mali there were created ministries or divisions
designed to formalize money transfers from migrants. The most known program is 3x1 Program whereby
every dollar of Diaspora was directed at governmental level. This program was spread to many other
nations in the world. It’s not only helping to finance community projects, but also ensures a stronger link
between Diaspora communities and their families back home. The more connection between the Diaspora
and the community of the countries of origin is closer, the more easily can be minimized the effect of brain
drain, ensured long-term project financing and promoted entrepreneurship in these countries.

Diaspora contribution to the development of local projects through crowd funding was demonstrated by
Lebanese ZOOMAAL. According to the statements of the responsible for platform, Andra Iacob more than
30% of funding comes from the Diaspora savings which support development projects with local impact.

Of course, there is the risk that the projects will not enjoy the support of the community. An analysis
practice of the creators of Tunisian projects carried out on the main foreign crowd funding platforms revealed
that in 2011 there were 100 Tunisian projects which have applied for funding of total 1.9 million Euros.
Although the Tunisian Diaspora transfers annually more than 3.5 billion dinars, only 9 of them have managed
to accumulate about 90 000 Euros. Tunisian success of the projects has been reduced due to the fact that
foreign platforms are not oriented for Tunisia and therefore the message has not reached the communities of
people who show real interest for the economic development of Tunisia. Creating a foreign platform for
crowd funding in Tunisia would undoubtedly be a success factor for Tunisian project financing.

Crestemidei.ro is the only crowd funding platform from Romania which registered so far 14 fully
funded projects in areas such as community, sports, technology, photography, design/graphics and
publishing. From the release date — December 24, 2012 - and so far the total amount of funding obtained
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through crowd funding on crestemidei.ro amounts to about 35,000 Euros. The most successful project
“casino” has been funded with RON 44.225 (101%, by 259 supporters). The campaign managed to raise
the largest amount so far on a Romanian platform of crowd funding (EUR 10,000) mobilizing the
Romanian community in the country and the Diaspora. A transaction over EUR 4,700 came from abroad
on the last day led the project to the stage “Financed”.

In Moldova, the establishment of crowd funding platforms for Diaspora is only in early stage. Even so it
does not represent state controlled forms but only the result of individual private initiatives.

In September 2014, during the VI Congress of the Diaspora there were made suggestions by the 130
delegates and representatives of Diaspora from 15 countries on the establishment of such a platform related
to the launching of special papers of value for Diaspora to attract investments in Moldova and at the same
time to provide a profit to overseas savings they have accumulated and which represent a much higher
proportion than the remittances that they benefit indirectly.

On March 21, 2016, the Office for Relations with the Diaspora in Moldova met with a team of experts
from Columbia University, New York, where they discussed details of a joint study on crowd funding
opportunities in Moldova.

Crowd funding platforms would revive the relationship between local and Diaspora within public-
private partnerships.

Perhaps this mechanism would be fairer to taxpayers in Moldova because of these fees are paid the
public works for the whole country, including for those who are not in the country. Finally, Diaspora’s
primordial privilege would be the right to decide which local project to finance and which not. Thus, local
authorities would receive a strong signal from the Diaspora, if the project is necessary.

In conclusion, following the analysis of crowd funding by the Diaspora remittances, we highlight some
of the most favourable aspects of this type of investment:

1. Diaspora can come up with an early financial contribution in supporting projects in countries of
origin;

2. Crowd funding offers information availability on the investment climate in countries of origin;

3. Diaspora’s participation within projects in the countries of origin can promote confidence in the
given company to other investors;

4. It creates an emotional connection with donors from the Diaspora who can be assured of efficient
and transparent use of resources;

5. LPA can turn to crowd funding platforms for public interest development projects that would absorb
less money from the budget, because it would be covered by the Diaspora;

6. The success of a campaign of crowd funding is the best indicator about the need and viability of a
project baseline;

7. Crowd funding promotes a sense of solidarity and belonging, common participation and civic
engagement of Diaspora;

Studies on the phenomenon of international organizations show that the public is increasingly
interested in information that helps them make decisions and better understand the world in which they
live. This explains the success of crowd funding in the on-line environment and the active role it may play in
the future.
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COMPARING AND CONTRASTING A PAPER OF RICHARD WILKINSON AND A PAPER
OF ALAN DOLAN WITH SPECIAL EMPHASIS ON THE THEORETICAL AND
METHODOLOGICAL ASSUMPTIONS UNDERPINNING THESE STUDIES AND THE
TRADITIONS FROM WHICH THEY DERIVE

PhD student Vladimir SNURENCO, ASEM

This paper will argue that for Richard Wilkinson and Alan Dolan it is their epistemological considerations
determined how the researchers saw their problems, what methods and research strategies they employed and
eventually what type of results they produced. Despite the fact that Wilkinson and Dolan focused on the same topic
— the relationship between income inequality and health — they used different research methods, and reached
opposite conclusions.

Key words: Health inequality, income inequality, epistemology, interpretivism, positivism, etc.

The two studies that have been selected for comparison here are: “Income distribution and mortality: a
‘natural” experiment” by Richard Wilkinson and ““Good luck to them if they can get it": exploring working
class men’s understandings and experiences of income inequality and material standards” by Alan Dolan.
The first section of this essay will focus on the epistemological considerations of the authors. Here I will
argue that while Wilkinson pursues the positivist tradition of social research, Dolan adheres to the
interpretivist tradition of social research. The second section of this paper will examine the relationship
between problem, theory and method in these two studies. I will argue that while Wilkinson uses
quantitative methods and the deductive approach, Dolan employs qualitative methods and the inductive
approach. The third section of this essay will discuss the authors’ findings and the role epistemology played
in producing such results. In conclusion, I will argue that it is epistemological considerations that shaped
the way Wilkinson and Dolan conceptualised their research problems and the way they approached them.
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We believe that in terms of epistemological considerations Wilkinson’s approach of studying social
world was positivist. As a working definition of the positivist approach I use ‘the application of the methods
of the natural sciences to the study of social world’” (Bryman 2004: 11). Wilkinson used extensively
methods from natural sciences. Already in the title of his article Wilkinson claimed that his research is a
‘natural experiment’; and an experiment is a tool used in natural sciences. It means that for Wilkinson
official statistics (secondary data) and its analysis were of primary importance. Wilkinson is not interested
in the qualitative interpretation at all: he did not pay attention to individuals and their sociological
interpretations of income inequality. Instead Wilkinson was looking for certain causality and correlation,
the notions that also belong to the field of natural sciences. Lastly, Wilkinson’s research had another
common feature of positivism — objectivity. Wilkinson claimed that his research was value-free because he
used secondary data sources (official statistics) that are always available and accessible for everybody, which
means that anyone can repeat Wilkinson’s research and come up with the same findings (Wilkinson 2011).
To conclude, according to Blaxter, the classic examples of positivism are ‘quantitative approaches that use
statistics and experiments’ and all of this can be found in Wilkinson’s research (Blaxter et al. 2010: 61).
Therefore, I argue that Wilkinson’s epistemological considerations are positivist.

We consider that in terms of its epistemological considerations Dolan’s approach of studying social
world was interpretivist. As a working definition of the interpretivist approach I use the definition of Max
Weber, who defined it as ‘the interpretive understanding of social action’ (Weber 1997: 88). Dolan
conducted twenty-two in-depth interviews in order to grasp interviewees understanding of social
inequalities in health. He concentrated ‘on the participants’ perceptions and experiences of their incomes
and standards of living and their views on how these were affecting their health’ (Dolan 2007: 712).
Accordingly, Dolan’s findings and conclusions were the product of participants’ perceptions and
participants’ views, but not the product of the researcher’s perceptions of data as it is in the case of
Wilkinson. To sum up, Dolan followed the traditions of interpretivism and conducted a fieldwork to
understand participants’ views and their life context, whereas Wilkinson followed the traditions of
positivism and conducted deskwork in order to explain participants’ life context.

The way Dolan and Wilkinson conceptualised their research problems influenced their choice of
methods. The positivist standpoint of Wilkinson made him choose quantitative methods of research,
whereas the interpretevist approach of Dolan made him choose qualitative methods accordingly. Being a
positivist, Wilkinson believed that he can detect some causality between income inequality and health
inequality himself being detached from the object of his research (Wilkinson 2011). For this reason, he
based his research on the analysis of official UK statistics (the occupational earnings and mortality rates
between 1971 and 1981). Thus, Wilkinson chose the quantitative methods as the most appropriate ones for
the way he conceptualised his research problem. By contrast, Dolan believes that it is the person’s
understanding of his or her relative income position which can give the income inequality its causal force in
provoking health deteriorations (Dolan 2007: 728). For this reason in order to grasp the meaning that
people attach to income inequality Dolan used qualitative methods of research. He carried out twenty-two
in-depth interviews trying to find the psychosocial mechanism through which the interviewee’s feelings
about his absolute or relative income affected his health. Doing this, Dolan was looking for such feelings as
anger, shame and resentment felt by a person as a result of being relatively poorer or relatively richer within
his community. Dolan conducted his interviews in a part of Coventry with an ‘affluent area’ bordering a
‘non-affluent area’ with both ‘affluent’ and ‘non-affluent’” households within each area. During the
interviews, Dolan focused on the interactions which were taking place between ‘affluent’ and ‘non-affluent’
households in the area. As one can see, in both cases Wilkinson and Dolan chose methods which were most
appropriate for the way they conceptualised the research problems they faced. For Dolan meaning and
interpretations were of primary importance and to grasp them he employed qualitative in-depth interviews.

234



SCIENTIFIC SYMPOSIUM OF YOUNG RESEARCHERS

For Wilkinson meaning was not important at all: he believed that a certain pattern of relationship between
income inequality and health inequality can be detected through quantitative analyses of official statistics.

We think that Wilkinson’s epistemological considerations about the social world led him to the
deductive approach. Being a positivist, Wilkinson viewed the social world as being external. It means that he
believed that he could study the social world by doing a deskwork without leaving his cabinet. Thus,
Wilkinson first studied four existing case studies and produced a hypothesis that growing income inequality
among British citizens causes some health deterioration and the growth of mortality rates. Consequently,
he tested this hypothesis using the UK official statistics: earnings data, unemployment data and mortality
data over a period between 1971 and 1981. Finally, he found that there existed a correlation between
income inequality and health inequality in the UK. The fact that Wilkinson’s approach was hypothesis-
testing means that his research was mainly deductive in terms of the role of theory in relation to research.
So, because of his positivist standpoint Wilkinson chose the deductive approach.

We also consider that Dolan’s epistemological considerations about the social world influenced his
choice of the inductive approach. Being an interpretevist, Dolan believed that to find causality between
income inequality and health inequality one needs to study the way ‘how people experience and perceive
their relative (income) position’ (Dolan 2007: 711). In order to grasp this perception he interviewed two
groups of people living in contrasting socio-economic neighbourhoods of Coventry. His objective was to
find out how they perceived their relative income position and how this perception, in its turn, was affecting
their health. It means that Dolan had not had a hypothesis before he approached the problem. On the
contrary his findings resulted from the conducted interviews. This means that Dolan generated his theory at
the very end of his research. This demonstrates that Dolan’s approach was mainly inductive in terms of the
role of theory in relation to research. So, his interpretivist epistemological considerations influenced his
choice of the inductive approach.

We argue that Wilkinson and Dolan had different and, to some extent, even contradicting findings
because they had different epistemological considerations and methods of studying the social world.
Wilkinson found out that there is a causal relationship between income inequality and health inequality.
That is why, according to Wilkinson, the improvements in health can now be achieved not by economic
growth (increase in absolute incomes) but through a fairer distribution of existing income (reduction in
income inequality). This means that the economic growth is no longer that desirable in developed nations,
because economic growth on its own no longer improves health. Wilkinson pointed out that a fairer
distribution of resources within societies is much more desirable because it brings improvements in health.
However, Dolan’s findings undermine those of Wilkinson. Dolan argued that there is no causal relationship
between income inequality and health inequality. He analysed an ‘affluent’ area of Coventry where a part of
population had experienced a sharp drop in their incomes and standards of living. Following the logic of
Wilkinson there had to be some evidence that these ‘non-affluent’ people experienced deterioration of
health which resulted from the fact that the income gap between them and their ‘affluent’ neighbours had
increased. However, Dolan did not find any such evidence: there was no ‘evidence of shame and inferiority’
(Dolan 2007: 711). No doubt, the findings of Wilkinson and Dolan conflict: can they both be right?

There is a weakness in Wilkinson’s research which presents a key to the above question. This key is the
lack of internal validity in Wilkinson’s research which discredits the causal relationship assumed by him. In
fact, Wilkinson found out there was a very strong correlation between income inequality and health.
However, ‘correlation on itself does not prove causality’ (Wilkinson & Pickett 2010: 190). How did then
Wilkinson ascend from correlation to causality? He just called upon common sense saying that there is ‘a
common intuition that inequality is divisive and socially corrosive’ (Wilkinson & Pickett 2010: 195).
However, as Bryman remarked ‘if we suggest that x causes y, can we be sure that it is x that is responsible for
variation in y and not something else that is producing an apparent causal relationship?’ (Bryman 2004:
29). Undoubtedly, numerous factors (besides income inequality) were influencing health in the UK during
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a decade between 1971 and 1981. Therefore, Wilkinson’s research is not a true experiment. Firstly, the key
variables of research were not isolated from the influence of external factors as it should be in a true
experiment. Secondly, the research did not have a control group which means that there was no basis for
comparison. To summarise, various external factors made their impact on health in the UK over a period of
ten years; and for this reason one cannot conclude that it is income inequality, and not something different,
that changed the state of health of the nation, even if there is a strong correlation between income
inequality and health. As a result, Wilkinson was criticized for providing insufficient evidence of causality
(see Muntaner & Lynch 1999, Coburn 2004). What is more, Dolan have not found any evidence of
causality in his research. Indeed, if there was causality between income inequality and health, there would
be a mechanism of transmission of the change in the level of social status and material conditions on the
level of health. However, Dolan found out that ‘non-affluent’ men with ‘lower financial and material assets’
had not experienced ‘negative emotions such as anger and frustration, as well as dents to their self-respect’
in relation to their ‘affluent’ neighbours (Dolan 2007: 729). The following words of an interviewee clearly
illustrated the lack of anger between the ‘non-affluent’ and ‘affluent’ members of the community: ‘Good
luck for them if they can get it’ — it became the title of Dolan’s paper. To conclude, the contradicting
findings of Wilkinson and Dolan can be explained by the researchers’ differences in epistemological
considerations of studying the social world.

Conclusions

This study has shown that the contradicting findings of Wilkinson and Dolan are the outcomes of
different epistemological considerations: the two authors approached the problem of socio-economic
determinants of health using different traditions of social research. Wilkinson followed the positivist
approach. His ‘natural experiment’ produced a solid correlation. It was straightforward and replicable:
Wilkinson repeated the experiment a lot of times between 1990 and present, testing his theory on different
data. However, the direction of causality has remained uneven, and the methods used by Wilkinson have
been hardly useful to ascertain causality. The thing is that in order to prove causality one needs to find the
way income inequality influences the health. In other words, one needs to identify phenomena such as
anger, shame and resentment felt by relatively poorer individuals within society. Unfortunately, Wilkinson
did not succeed in producing such qualitative judgments being armed with only quantitative tools from
natural sciences. By contrast, Dolan’s interpretivist approach was more fruitful when it came to qualitative
judgments. However, he found out that there was no evidence of anger, shame and resentment. In other
words, Dolan pointed out that there was no evidence of the mechanism through which income inequality
was transformed into health inequality. Dolan claimed that the causality which was assumed by Wilkinson
did not exist. Therefore the correlation between income inequality and health inequality could be the result
of other factors (not discussed by Wilkinson and Dolan), for instance, it can be caused by simultaneous
influence of neo-liberal welfare state on income inequality and health inequality, as suggested by Coburn
(see Coburn 2000). Interestingly enough, the two researchers, who worked on the same topic within the
nation, chose different methods and produced strikingly opposite and even contradicting findings. As
Bulmer argues ‘the sociologist’s choice of methods is influenced by the way in which he conceptualises
social reality, and the epistemological principles which underline those conceptions’ (Bulmer 1984: 27). I
believe that Wilkinson addressed the problem from the positivist point of view: he was objective and
separated from the objects of his study whereas Dolan followed the intepretivist approach: he was
subjective and attached to the objects of his study. Consequently, Dolan and Wilkinson produced opposite
and contradicting findings. I argue that different findings are the result of the fact that the two authors
conceptualised the social reality from the standpoints of different traditions of social research: for
Wilkinson it was positivism, for Dolan - interpretevism. Therefore, epistemological considerations of
Wilkinson and Dolan determined how they conceptualised the problem, and how they chose methods and
eventually how they reached their different conclusions.
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SEASONAL FLUCTUATIONS OF PRICES IN THE REPUBLIC OF MOLDOVA
PhD student Vitalie MOTELICA, ASEM

Implementing effective inflation targeting strategy requires the knowledge of all the factors that are responsible
for the inflationary process. The consumer price index includes sub-components, such as trend or seasonality that
makes it difficult to analyse the inflationary pressures for the monetary policy decision making. The annual
inflation indicator eliminates these deficiencies to a certain extent. However, in the decision making process and for
communication purposes, monthly inflation is used as well which, first must be seasonally adjusted to provide
information relevant for monetary policy. In this study we addressed the seasonality issues for both CPI, and for
the main subcomponents of this indicator in Moldova to track the sources responsible for seasonal fluctuations.
The study established that the seasonal factor has moderate positive values in the first 4 months of the year, and
then in the summer months it becomes negative. During the fall and in December, the seasonal factor is back in
positive territory. Furthermore, the largest impact on seasonal fluctuations is determined by the seasonal factor of

food prices.
Key words: Seasonal factors, CPI inflation, monetary policy, inflation targeting strategy

1. Introduction

An efficient implementation of the inflation targeting strategy largely depends on knowing all the
factors that are responsible for the inflationary process and the existence of a true and reliable indicator that
would illustrate price developments. Although there are several indicators that are used to quantify price
dynamics, in order to create and implement monetary policy, the consumer price index is usually used.

The analysis of its evolution, similar to other time series analysis is hampered by the diversity of
components that the structure of a time series might include. It may typically include trend, seasonal factor,
short-term irregularities caused by certain economic processes, as well as certain errors in data collection.
Some of these sub components are impediments in the process of analysis, forecasting inflationary process
and decision making. Therefore, before making any conclusions regarding the inflationary process one
should first address issues like trend, seasonality and other items.

This study investigated the structure, evolution and the impact of the seasonal factors on the CPI.
Given that the CPI, according to the methodology for calculating core inflation, includes 4 important
subcomponents in terms of monetary policy, it was tried to study their seasonal factors. At the same time, to
see the sources of seasonality more clearly, the incidence of homogenous subcomponents’ seasonality
within the CPI was studied.

2. Seasonal adjustment motivation

As it was stated above to initiate an analysis of inflation and the factors that had an impact on it, the
primary data needs to be processed first. In this process, some related consumer price index
subcomponents such as trend and seasonality need to be addressed to enable a proper analysis and forecast
of inflation. A solution is given by calculating the inflation in annual terms. The way that annual variation is
calculated eliminates to a large extent, trend and seasonality as factors. Therefore, with the purpose of
inflation analysis and communication of the monetary policy the annual inflation indicator is usually used.

However, monetary policy decisions need to be based on recent data. But annual measure contains a
large amount of information from previous period’s developments. The events that have happened within
the previous 12 months are reflected by the respective index. Therefore, in addition to annual inflation, the
latest developments need to be analysed, events that occurred in the last 2-3 months. The monthly inflation
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indicator provides a more accurate picture of the recent inflationary phenomenon, particularly true in case
it is adjusted by excluding the less relevant information for the monetary policy decisions.

Therefore, before formulating any conclusions about the factors that determined the price dynamics it
is necessary to eliminate certain irregularities in the data, one of the procedures in this direction is the
seasonal adjustment. In this way monetary policy makers will avoid grounding its measures on seasonal
fluctuations™.

Seasonal adjustment is a statistical technique that eliminates the influence of seasons, holidays, the
beginning of a new school year or other events that occur regularly throughout the year in a time series.
This technique allows the observation and analysis of cyclical developments, trend and other non-seasonal
components of time series. By removing seasonal fluctuations, the time series becomes smoother and it is
easier to compare monthly information™.

In addition, addressing seasonality is also an important issue for communicating monetary policy. The
seasonal factor contained in the monthly inflation, which is publicly disseminated by the statistical
authority, can create excessive inflationary expectations. The monetary authority is supposed to adjust
these expectations and explain that often significant monthly price figures at certain times of the year are a
result of seasonality and are to be diminished when the seasonal effect is negative.

3. Literature in the field

As G. Cecchetti concludes in “Measuring short run inflation for central bankers” monthly CPI variation
contains so much “noise” irregularities that its added value for policy makers is low. For this reason this
information should be processed or adjusted.

Bryan and Cechetti investigated the presence of seasonality in the US data. They concluded that the
amount of the seasonal factor depends largely on each element, which creates difficulty in generalizing
conclusions on seasonal patterns. They also revealed the difficulty in identifying a readily determinable
origin of seasonal variations in prices. According to them, the consumer price seasonality has an
idiosyncratic nature, which is an outcome different from most studies that demonstrate a common seasonal
cycle for the real sector variables. CPI aggregate index shows a reduced seasonal behaviour compared to the
seasonal factor of the individual components. Adjusting components and their aggregation to obtain a
seasonally adjusted index may result in the presence of a seasonal element in the adjusted series, justifying
the seasonal adjusting of total gross series in some cases.

However, there are different opinions that think the seasonal fluctuations would retain useful information
that should be considered in macroeconomic decision making. Although many macroeconomists believe that
policymakers should not be influenced by seasonal patterns in decision making in the process of mitigating
economic cycles, as this simplifies their work when there is no interaction between seasonal cycles and business
cycles, and there are no social problems due to seasonal cycles, J. Miron in “The economics of seasonal cycles”
shows that seasonal fluctuations contain important information about the business cycle and can have a
considerable social impact. This way, seasonal fluctuations should be an important theme in macroeconomic
analysis and not just a subcomponent of a time-series.

4. Methodology and data source

4.1 Methodology

The international practice uses many models and software applications for the decomposition of time
series. The obtained results vary, depending on the method applied. The most popular methods are:

1. X12-ARIMA developed by the US Census Bureau;

2. TRAMO/ SEATS developed by Bank of Spain

& Stephen G. Cecchetti, 1996, Measuring short-run inflation for central bankers, National Bureau of Economic
Research WP nr. 5786
™ http://www.bls.gov/dolfag/bls_ques25.htm
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Generally, there are software programs that facilitate the use of seasonal adjustment models. One of the
most known and used in statistics is Demetra which was developed by Eurostat, which has an easy to use
interface for the methods mentioned above.

In the current study, the adjusting of the data series was conducted via the “Demetra +” application
using the X12-ARIMA model.

It is worth mentioning that during the seasonal adjustment of the CP]I, it’s necessary to decide the
approach used for presenting the seasonally adjusted series, from the following two:

1. The direct approach in which each component series of the CPI is seasonally adjusted. In this case
statistical relationships are not respected, so the CPI is not equal to the sum of the seasonally adjusted
components series;

2. The indirect approach, where the CPI is not directly seasonally adjusted, but it equals to the sum of
the seasonally adjusted series, in this case respecting the statistical relations.

The estimation of the seasonal factors for CPI will use the second method, the indirect one, because it
would present a much clearer picture of the magnitude of the seasonal factors.

4.2 Data

This study used monthly data on the CPI from January 2010 to October 2015. The seasonal factor has
been studied for both the CPI and for its main subcomponents included in the table below (table 1). The
subcomponents of the seasonal factor analysed make up over 85 per cent of the CPI structure. The other
subcomponents have a negligible impact or are not affected by seasonal fluctuations.

Table 1.

Total CPI adjusted 8523 (of 10000)
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S. The seasonality of prices in the Republic of Moldova

The difference between the monthly inflation and the seasonally adjusted monthly inflation is
significant in 2010-2015 (figurel) showing the fact that seasonal fluctuations affected CPI to a large extent
in the sample provided.
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Figure 1. Seasonal fluctuations

The structure of the main subcomponents of the CPI seasonal factor (figure 2) certifies that the largest
seasonal fluctuations occur in food prices. Seasonal factors of the other three sub-components of the CPI
have significantly less impact on the total seasonal factor. In the first 2 months of the year the seasonal
factor has a moderate positive magnitude of approx. 0.2 p.p. (figure 2). In March, the seasonal impact is
neutral, and in April it is slightly positive (approx. 0.1 p.p.). Starting with May, the seasonal factor becomes
negative and its intensity increases from minus 0.2 p.p. to a value of minus 0.8 p.p. in July.

B Food prices @R R cgulated prices EEFF Fuel prices s Core inflation

Figure 2. The dynamics of the CPI seasonal factor and the contribution of each component, p.p.
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In August, it fades towards a value of approx. minus 0.5 p.p. In autumn, the seasonal factor returns to
the positive territory and records the value of approx. 0.4 p.p., in October it reaches the maximum value of
0.8 p.p. In the last two months of the year, seasonal fluctuations lose intensity registering an average value of
0.2 p.p. The evolution of seasonal factors during the year is mostly due to the seasonal factor of food prices,
the intensity of which, in turn, is strongly imprinted by the growing cycle, development, harvesting and
storing local fruits and vegetables.
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Figure 3. Monthly dynamics of the CPI seasonal factor, p.p.

Further, we analysed the seasonality of the subcomponents of the food prices, core inflation, regulated
prices and fuel prices. It was determined that the seasonal factor of food prices is primarily determined by
the vegetables, eggs and fruit, core inflation seasonality is determined largely by the prices of clothing and
footwear, the regulated prices by the health and drugs components’ prices and finally - the fuel component
is determined by the prices of fuel, coal and wood.

6. Conclusions

Effective implementation of the inflation targeting strategy is largely conditioned by the availability of
an effective indicator that would represent the inflationary process. In order to create and implement the
monetary policy a commonly used indicator is the consumer price index. However its monthly variation
includes certain subcomponents that are not so relevant for analysis of the inflationary process and for
reasoning of the monetary policy decision making process. Some research confirms that the seasonal
fluctuations should not be taken into account in the monetary policy decisions.

However, there are separate opinions that argue that the seasonal cycles may interact with the
economic cycles and may even have some social impact, which would motivate taking them into count in
making monetary policy decisions.

This study investigated the seasonal fluctuations of prices in Moldova to see what their origin is, but
also to facilitate further analysis of the inflationary process. The Consumer Price Index and its major
components: core inflation, food prices, regulated prices and fuel prices were seasonally adjusted to show
the magnitude, meaning and evolution of the seasonal factors during the year. Additionally, it investigated
their impact on the dynamics of the entire seasonal factor. The study has established that the seasonal factor
has a moderate positive value for the first 4 months of the year, and then in the summer months it gets a
negative value which gradually increases. In the fall and in December, the seasonal factor is back in positive
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territory. Furthermore, the largest impact on CPI is determined by the seasonal fluctuations of the food
prices.

The study also revealed that the seasonal factor of food prices is primarily determined by the
vegetables, eggs and fruit, core inflation seasonality is determined largely by the prices of clothing and
footwear, the regulated prices by the health and drugs components’ prices and finally — the fuel component
is determined by the prices of fuel, coal and wood.
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ANALYSIS OF ELECTRONIC COMMUNICATIONS NETWORKS
MANAGEMENT SYSTEMS

PhD student Grigore VARANITA, ASEM

The article is dedicated to a comprehensive analysis of the issue of network management, which can be
regarded as a process of monitoring (supervision) and control of a number of distributed systems of large, medium
or small dimentions, where errors or defects occur normally. Currently, the local computer networks are using a
centralized management based on SNMP (Simple Network Management Protocol). The evolution of
telecommunications networks has put the spotlight on other architectures as well, such as TMN and CMIP, but
which seem to have ceded their primacy to SNMP.

Key words: OSI, SNMP, FCAPS, TMN, MIB, SGMP, CMIP and CMOT

I. Introduction

The management of telecommunications networks means coordination of all the resources necessary
for the design, planning, control, simulation, generation, implementation, analysis, supervision, measuring
and testing of telecommunication networks, in order to guarantee that the end user is provided with a
degree of cost-efficient services by means of an optimal distribution of capacity.

The management of networks can be regarded as a process of monitoring (supervision) and control of
a number of distributed systems of large, medium or small dimentions, where errors or defects occur
normally. We can say that network management may contain the following components: network control,
monitoring, maintenance, operation.

In terms of the OSI (Open System Interconnection) reference model, the network management
provides a way to maintain the network functioning and to operate within the established parameters. It
also provides command and control facilities. The network management can be divided into the following
components:
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*  Management of defects- all equipment may be subject to defects at a point of time and the
connections and interfaces may stop. All these jointly may cause the appearance of erroneous information
in the network. The events can be considered defective, though they do not necessarily mean that
something has failed in the network. The events exist in order to inform the management system about any
new things in the system

* Management of configurations — all the equipment seeks to obtain specific configurations or settings.
The configuration settings can be read or entered into the equipment

* Financial management — the billing for provided services is an important component in the
management system. This function is used to apply charges for the use of resources by each department,
user, etc. and also to verify the correctness of charges sent by the service provider

* Performance management— as the number of users and the need for bandwidth is increasing, it is
essential to be able to measure the performance, especially for the fulfillment of a specific SLA (Service
Level Agreement).The performance verification may also be used for predicting eventual congestions

* Management of security — attacks against networks may include unauthorized access, modification of
data or their theft, etc. Security is required to ensure that both the data and the network itself are protected.

All these categories actually describe what is considered in terms of the OSI model as functional areas
of network management. An acronym that identifies these components ofa management system, according
to [14.1] is FCAPS (Fault,Configuration, Accountig, Performance, Security).

II. Critical analysis of the researched problem

Currently, the local computer networks are using a centralized management based on the SNMP (Simple
Network Management Protocol). The evolution of telecommunications networks has also highlighted other
architectures, such as TMN and CMIP, but which seem to have ceded their primacy to SNMP protocol. In
addition, other types of networks, such as WPAN, WLAN, WAN, MAN, WMANemerged, which fact raised the
question whether SNMP can be generalized. In this article we intend to investigate the possibilities to implement
SNMP in any type of electronic communications network.

During the development of electronic communications networks, new concepts emerged, such as
distributed management, integrated management and intrinsic management. Therefore, it is aditionally
proposed to prove that once SNMP has been generalized, we can move on to the next phase, namely the
integrated management.

II1. Our vision on the problem and the results of research

The purpose of SNMP is to provide a simple set of operations (and information obtained through such
operations) that enable the administrator to find out and change the status of certain equipment, provided
they have implemented this protocol. There existed a predecessor called SGMP (Simple Gateway
Management Protocol), which was designed only to control the Internet routers.

In contrast to it, SNMP can control various operating systems and devices. It is the central element of
Internet Standard Management Framework (ISMF), which contains two types of SNMP entities
(managers and agents), an information transfer protocol and the management information itself. The IETF
designers have developed so far three major versions of the protocol.

Structure of the management information (SMI)

The management information is the information about the nodes and equipment subject to
management. It can be organized into variables, everyone maintaining certain aspects or properties of the
network element, according to [3.1] and [2.1]. Each item of information is conceived as an abstraction
using the notion of a managed object. They represent physical or logical resources that are managed, while
the properties of those objects represent the actual information. Since these are only conventions used
between manager and agent, it became necessary to introduce rules. So far, there is a reduced number of

possible data types.
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If there are few possible data types, the implementations can be simplified. Secondly, every object must
be identified.

Generally, a collection of managed objects is called management information base (MIB Management
Information Base). The rules defining these objects, their behavior, the rules defining the MIB are called
structure of management information SMI (Structure of Management Information). Until now, there have
beentwo versions of SMI. SMI is dealing with the rules and conventions for data management, which are
defined in MIB and transported by the protocol. The objectives of the first version of SMI are:

» Specification of the structure and ways of a MIB tree, with precise rules about the location of
objects and places where new objects can be added. The MIB architecture was created using the ASN.1
conventions;

* Specification of the method of defining the managed targets. This means syntax, semantics, data
types, attributes, encoding, etc. The textual definition of every object definition found in the MIB is called
macro. The SMIv2 brought along many improvements. The was an increase in the number of data types in
order to meet the demands of developers (several types of 32 and 64 bits) and the number of objects types.

Management Information Base (MIB)

The Management Information Base (MIB) is a virtual database, which contains the management
information from the managed equipment. The MIB defines the managed objects, whicha manager monitors at
a SNMP agent, according to [4.1]. Each system in the network maintains a MIB that reflects the state of the
system. The MIB does not contain static data; however it is an object-oriented database, which contains a logical
collection of definitions of the monitored objects. The MIB defines the type of data and describes every object.
The MIB has a tree-like shape, where the tree nodes represent the monitored targets.

The objects that are directly related to the SNMP are situated on the Internet branch that contains two
main branches:

+ mgmt=2, which is defined by the RFCs from the Internet Engineering Task Force (IETF) and is the
same for all SNM objects;

* private=4, which is maintained by the Internet Assigned Numbers Authority (IANA) and is defined
by companies and organizations to which each branch is assigned;

* management(mgmt), it is the most used public branch, defines the network management
parameters, which are common for all equipment from all manufacturers. As a continuation of this branch is
MIB-II (mib-2) - a special MIB to be implemented by any equipment supporting SNMP.

Monitored objects

The definition of every objest within the MIB, from the programmingviewpoint, includes the following
elements:

 aname of an object and an identifier (known as OID)

* the textual description of the object

* the definition of the type of object data

* thelevel of allowed access to the object

* restrictions related to dimensions

The SNMP accesses every variable from the MIB, using the OID (Object Identifier), which identifies
the location of a given object in the MIB. The OID reflects the object's position in the MIB tree-shaped
hierarchy, containing a sequence of identifiers, which begin with the root of the tree up to the object. The

"nn

identifiers are separated by ".". Figurel shows a way to identify the object either by textual names of

identifiers or by decimal representation.
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iso=1

org=3

dod =6

intemet=1

mgmt =2 private =3

system =1

I [ 13612111

i o i ih-2 h 7
sysDescr = 1 iso.org.ded.intemet mgmt.mib-2 system. sysDescr

Figure 1. Identification of objects (OID)

Corresponding to every object identifier, we will find the value of that identifier, which identifies the
current state of the object. SNMP uses the identifier in the point decimal format to access the current value
of that particular object.

SNMP Architecture /- SNMP Manager

The SNMPmanager interacts cu the agent by producingthe commands ,get” and ,set” and by receiving
strap” messages, it can also interact with other managers through:

- emitting of a Inform Request PDU, which indicates the alarm;

- receiptof Inform Response PDU, which confirms Inform Request PDU.

ASNMP manager traditionally includes three categores of applications:

- commandsgenerator, which monitors and manipulates data regarding the management for agents;

- notifications generator, which initiates asyncronic messages - Inform Request PDUj;

- receptorof notifications: - Inform Request PDU and SNMP v2-Trap PDU; upon receipt ofInform
Request PDU, Inform Response PDUemits.

The SNMP machine consists of:

* a dispatcher - a traffic managerfor the PDU generated by applications, the dispatcher determins
the necessary type of processing (SNMPv1, SNMPv2, SNMPv3) and passes the PDU to the appropriate
module from the message processing sub-system; after attaching the necessary header, the dispatched
passes the message to the transport level. For the messages received from the transport level, the dispatcher
ensures the passage to the appropriate processing module, which returns the PDU from the message; then
the PDU is directed towards the destination application module;

* message processing sub-system ensures the packaging with the appropriate header for the
messages originating from applications, while for the messages coming from the level of transport — the
extraction of the PDU contained in these messages;

* security sub-system ensures authentication and encryption/decryption functions; can encrypt the
PDU included in the message and possibly some of the header fields; an authentication code can also be
generated, which is inserted into the message header. Similarly, the authentication code is tested upon the
reception of the message, then the message is decrypted. The message processed in this way is returned to
the message processing sub-system.

The SNMP machine for a traditional agent has all the components of the SNMP machine of a
traditional manager, plus an access control sub-system. This sub-system ensures services for the control of
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access to the MIB, as well as for reading and setting the status of the managed objects that can implement
multiple models. REC 2275 defines the VACM (View-Based Access Control) model.

Security-related functions are organized into two separate sub-systems:

- security sub-system processes the messages and provides authentication and confidentiality.

- access control sub-sistemprocesses the PDU from messages and the ensures the control of access
to the management information.

SNMP arhitecture / SNMP agent

The traditional SNMPagent is represented in Figure 2. This Agent may contain three types of
applications:

a) Generator of responses to commands - ensures access to data management. These applications
respond to the receipt of a request by emitting a PDU Response.

b) Generator of notifications - initiates asincronic messages; for this application the SNMPv2 — Trap
or the SNMPv3 — Trap are used.

c) Proxy Forwarder Aplication-re-transmits messages between entities.

SHME

Agent
Frotocal HIB SNNMF Agent

Engine

SIME

RAgent
Protogol MIB SNME Agent
Engine

SHMF
‘ Agent SNNP Agent
Frotocol MIB
Engine

Figura 2. SNMP arhitecture / SNMPagentul

UserSecurity Model (USM)

The USM aims to counteract the following types of attacks:

* change of management parameters, including those related to configuration, commands, record.

* modification of identity (masquerade).

* modification of message flow.In this casethe SNMP is designed to work over a connectionless
transport protocol and there is the possibility that the messages may be reordered, delayed or duplicated to
perform unauthorized operations management.

* interception of information to know the values for the administrated objects and the events which
are notified.

The USM isnot intended to counteract the following types of attacks:

* denial of access to services: the attack consists in preventing the exchanges of messages

e traffic analysis: the attack consists in observing the prosess of message exchange

The lack of action against the two types of attacks mentioned above is justified by the following
considerations:

* denial of access to services cannot be distinguished from network failures;

* denial of access to services affects any exchange of information via the network, counteracting this
type of attack is a matter of global networksecurity;

* the succession of messages of a management protocol is predictable.
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TMN arhitecture

The Telecommunication Management Network, orthe TMN, was for many years one of the most
complex management platform, designed to meet the demands of today's telecommunications networks.
The TMN is a conceptual framework developed by ITU to interconnect various operating systems and
telecommunications networks. It defines the infrastructure necessary for the implementation of
telecommunications service management (5,3].

The TMN as an operational model is designed to achieve two important goals: interoperability between
different platforms and improvement of network functionality, see [6,7]. The standard was published by the
ITU-T in M.3000 recommendations series, which is based on the existing OSI standards. The TMN uses the
concepts from the OSI management system and applies them in telecommunications management. This
means that the TMN is based on the reference modelOSI, CMIP and CMISE for management, GDMOas
rules for the description of management information (similar to SMI from IETF), ASN.1.

It provides a centralized architecture for the management of multi-vendor systems, by the following:

+ Concepts and definitions

* Networks principles, some of them alreadyexisting in OSI standards

* Functional management zones

* Informational model

* Physical architecture

Even if the TNM is conceptually a separate entity connected to the telecommunications network via
interfaces, it can use a part of the network for its own communication, according to [6.17]. As noted earlier,
the TMN concept includes computers, databases, terminals, communication networks. The TMN
architecture is organized so as to be able to interconnect various network elements and the OSS.

The TMN specifies the standard interfaces and protocols used to exchange information between OSS
and network elements and also everything needed for networkmanagement [7,1].

The TMN can be used for a simple connection between the OSS and NE, as well as for networks
composed of multiple OSS and a big number of network elements. Figure 3shows the relationship between
the TMN and the telecommunications network. It consists of a number of management systems (OSS) and
many network elements (NE) connected by means of the Q3 interface.

@‘!}\& '
%L | Network

% m\i elements

Q3 Interface

Management
interface -
[u
I
I o
L I ]
Management Communication network
system

Figure 3.TMN architecture

In order to describe a management system schematically, the TMN recommendations defined an
interface and a number of models;
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+ Alogical model that defines or suggests different levels of management, which can be implemented
starting with the highest level used for corporations management to the lowest level used for network
resource management.

* A functional model that divides both the network and the management process in areas with
specific functionalities. For each of these, the TMN specifies the interfaces and method of interconnection.

* A physical model, which deals with various types of equipment and their interconnection, using the
transmission environment. For example, thephysical model specifies the type of technology, which is best
suited for the TMN (in the case of a link between OSS and NE using the Q3 interface, the recommended
solution is packet switching X.2S or Frame Relay).

CMIP and CMOT architectures

The CMIP (Common Management Information Protocol) is a protocol for network management,
offering implementations for services defined with the help of CMISE (CommonManagement Information
Services), enabling the communication between network management applications and agents. The
combination CMISE/CMIP is based on the OSI reference model (developed by ISO) and was defined
inITU-T X.700 standards series.

Management Models

Network management can be shaped in various ways. From the point of view of OSI, there are three
models. The first model (organizational model) describes the ways in which the management part can be
administrativelydistributed. The functional model describes the managementfuctions and the connections
between them, while the information model provides guidance on how to describe the monitoredobjects
and the information associated with these objects.

For the operation of CMIP a set of protocols has been developed for the levels of the OSI reference
model [8,9].

CMOT management arhitecture

The management of networks that use the TCP/IP set, using the CMIP is known as CMOT. The
equipment compatible with this protocol needs to implement the following protocols: ACSE, ROSE,
CMIP, LPP, UDP, TCP and IP.

IV. Conclusions

The research phase has evidently imposed reorientation to new concepts (distributed management,
integrated management) along with new technologies emerging in the recent years (both in local networks
and in personal networks). The special interest to this subject is also proved by its inclusion as a priority
topic in FP7 international research projects. The project FP7-4WARD (pronounced like the word
"Forward") is entitled "Architecture and Design for the Future Internet’, being a response to the challenges
of tomorrow’s Internet. The current network architectures no longer allow any innovations other than in
the applications part, when actually there is a need for radical changes in the structure and principles used.
4WARD is not aimed at creating evolutionary solutions, but rather at simply rethinking the entire
Internet philosophy, given the increasing demands for mobility and wireless access.

Several types of networks will coexist on common platforms, on which virtualization will play an
essential role. Networks should be self-managing, while applications should be focused on information
objects rather than on network nodes. The solutions will include all types of networks, from fiber-based to
wireless or sensor networks.
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APPROACHES AND DEVELOPMENTS OF PUBLIC PENSION SYSTEM
IN THE REPUBLIC OF MOLDOVA

PhD student Mariana TACU, ASEM,

This study aims to analyse the current public pension system in Moldova under the financial developments,
demographic and political conjuncture. The prospect of effective development of alternative pension schemes in
Moldova will be investigated into ensembles public pension systems operating effectively in some EU countries. The
research will provide workable solutions to reform the public pension system in the country, to ensure fairness and
to respond effectively to social and economic challenges.

Key words: reform public pension system; public pension system, pensions, social security.

Public pension systems are facing with various difficulties in recent years internationally due in large
part to public debt caused by excessive social spending [1]. Pension reform is one of the biggest challenges
facing governments around the world today, especially regarding traditional pension system based on
solidarity between generations [2, page S]. This type of system makes it increasingly difficult situation in
which the number of retirees increases and the number of employed persons decreases and face difficulties
in supplying the population with decent pensions.

The Republic of Moldova is no exception. Social Insurance Budget deficit at national level gradually
increases each year. Among the causes that put pressure on this issue can be listed: the demographic crisis,
labour migration, paying wages in envelopes, etc.

The pension system in Moldova has reached a time that requires fast changes to ensure its
sustainability [3, p. 11]. Reforming the pension system is imperative, socio-economic and demographic
context are deeply damaging, and any adjournment of cardinal changes translates into additional costs for
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Moldova. Keeping the status quo puts viability of the pension system and thus even growth potential. At the
same time, ensuring payment of pensions from foreign sources pension system, reduce financing other
sectors and reduce the chances of successful implementation of other reforms, thus endangering the
achievement of other development priorities [4, p. 3].

Thus, in Moldova, current and future sustainability of the pension system is one of the primary
problems. They require a deep analysis of all the factors that generate imbalances in the system and initiate
effective reforms meant to adjust properly economic cost sharing between different generations in the same
generation.

Pension system in the Republic of Moldova is redistributive and based on the principle of solidarity
between generations, according to which collected contributions are used immediately for payment of
pensions (Pay-As-You-Go) [2, p.5]. The governing principle of redistributive pension systems make an
active group in the labour market is steadily declining balance a population group withdrawn from the
labour market is steadily increasing [8, p. 64].

At the same time, social insurance system is quite complex, as a result of multiple categories of
beneficiaries. The size of the insurance tariff is differentiated by categories of payers: employers, employees
and what operating on their own (individual entrepreneurs, patent holders, lawyers, notaries, etc.), and its
size is adopted annually by Parliament. On the other hand, differ for different categories of payers and the
tax base of which is paid insurance contributions [S].

Laws regulating pension system in Moldova are found in the following acts: [6].

1. Law on state social insurance pensions no.156-XIV of 14.10.98;

2. Law on public social insurance system No. 489-XIV of 08.07.99;

3. Laws annual state social insurance budget.

Table 1.
Rates of state social insurance contributions mandatory for 2015

Categories of payers and insurance  |Contribution rate The payment deadline

Employer to: persons employed by|23% in payroll and other|Monthly, until the 25th of the
individual ~ employment  contract,|payments month following the reporting
contract projects, international month

institutions and organizations, officials
elected or appointed to the executive
authorities, judges, prosecutors,
ombudsmen

Employer for persons employed by|33% in payroll and Other|Monthly, until the 25th of the
individual employment contract or|payments month following the Reporting
other contracts for execution of works month

or services operating in special working
conditions, according to Annex 6 of this
law

Employer for persons employed in the[23% 2 average salaries in|Monthly, until the 25th of the
execution of works or services that meet|the economy projected|month following the reporting
the conditions specified in Article 24|for 2015 month

paragraph. (21) of Law no.1164-XIII of
24 April 1997

Employers in agriculture 22% in payroll and other
payments
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The employer means 16% in payroll and other|Monthly, until the 25th of the month
payments following the reporting month

From state budget 6% to payroll and other
payments

Individual  entrepreneurs; lawyers,|MDL 6372 per year for|Monthly, every 1/12 of the
notaries, bailiffs and mediators who|individual insurance annual amount by the 25th of the
obtained the right to operate, regardless month following the reporting
of the legal form of organization, the month

sole founder of entrepreneur patent
holders

Entrepreneur patent holders, and|MDL 6372 per year for|At the time of application or patent
persons who fall into the categories of{one person, but not less|extension

payers referred to pct.1.1-1.5 than 1/12 of this Amount
monthly.

Source: State Social Insurance Budget Act 2015. (9)

For the period 2015-2017 provided for the maintenance of these allowances until 2017.

Making a foray into the history of the pension system in Republic of Moldova since 1999 showed an
increase of revenue and expenditure budget of state social insurance by about 17% per year (the last 4 years
- 10%) and 18% per year. This increase is mainly due to factors of population aging and the annual
indexation of pensions [7].

Data from the National Social Insurance House (CNAS), certifying that from 1 January 2015 the
average pension in Moldova amounted to 1,087 lei, by 67 lei more than in 2014 due to rises in pension
indexation 6.45 %, which took place on 1 April 2014 the reduced pension does not cover currently no
minimum required for survival.

The total expenditures of the State Social Insurance Budget (BASS) for 2014 amounted to about MDL
12 billion, about 11% of GDP. The budget deficit registered by the State Social Insurance of Moldova
(BASS) in the previous year was about 1.1 billion or 1% of GDP. In 2015, it was estimated a deficit of about
1.4 billion MDL, which also would be fully covered by the state budget. Thus, it appears that loses features
BASS independent budget based on self-financing and sustainable [7].

The redistribution of funds is exposed to several risks, both economic and demographic. These
include: global economic and financial crisis, population aging, slowing income growth compulsory
contributions (about 7.5% per year on average), says the report compiled by the Association of Actuaries
from Moldova (AAM) [7].

The demographic parameters of Moldova deteriorate considerably sustainability of the pension
system. Thus, in recent years, the social security system of Moldova faces an increase in the number of new
retirees settled. During the period 2007-2010, the number of retirement-age grew an average of 1,700
people per year, while in the period 2011-2014, the number of pensioners increased by an average of 11,700
people per year. Another demographically negatively impact the pension system is the aging population.
The ratio of population over 60 years and the total population was 15.2% in 2014, while according to
international practice a population is considered "aging" when the share of elderly exceeds 12% [2, p .8].
According to forecasts for 2020 this percentage will reach 18.2% and 2050 at about 32%.

In conclusion, the current public pension system needs reform in Moldova. A pension system
equitable and sustainable, providing a decent living after retirement, it is essential for social cohesion [10].
Current pension system reform should involve the implementation of a cumulative pension system under
which social security contributions will be invested rather than spent immediately to pay benefits to current
pensioners.
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CONFORMANCE OF UNIVERSITY WEBSITES FROM THE REPUBLIC
OF MOLDOVA TO WEB CONTENT ACCESSIBILITY GUIDELINES

PhD student Mihaela IORDACHESCU, ASEM

It is presented a review of university websites in Republic of Moldova based on manual and tool-supported
accessibility checking. A number of S websites is evaluated against WCAG 2.0 recommendations. They were taken
into consideration only the accessibility techniques and rules for level A — the lowest accessibility level. As a result of
analysis it is concluded that there is a preponderance of university websites that do not meet the legal requirements
regarding the web accessibility. A lot of work and effort has to be done to make these websites accessible.

Key words: university web site, web content, accessibility checking, WCAG 2.0 recommendations.

1. Introduction. Active participation in society requires usable and accessible ICT tools.
Unfortunately, for a large part of the population the web content is difficult to use if not unusable. The
consolidation of an information society in Moldova requires equal access to the information technologies
for all citizens. Most public web sites have barriers that affect the access to information for people with
disabilities.

The accessibility of public web sites is a key quality attribute for the successful implementation of the
Information Society. The purpose of this research is to present a review of accessibility of university
websites in Republic of Moldova. The actuality of the theme derives from the regulations imposed by the
European standards, and by the desire to grant equal access to web resources to every citizen. Development
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and testing according to accessibility rules is both a trend and a necessity. The objective of research is to
find the level of conformance with accessibility rules, in order to understand the current situation. This
information could be further used to improve the websites, to have them more accessible, more user
friendly for any type of end user. A number of 5 websites will be evaluated against WCAG 2.0
recommendations [ 1]. We will take into consideration only the accessibility techniques and rules for level A
— the lowest accessibility level. The analysis of results will reveal the level of web accessibility of university
web sites. As a result of test execution we will highlight the aspects found.

2. Preliminary considerations. According to statistical data provided by Moldovan National Bureau
of Statistics [2], in 2012 there were approximately 183 thousand people with various disabilities. At 10
thousand inhabitants there are 516 people with disabilities, and every sixth person with disability falls into
the category of severe disability. People with disabilities represent 5.2% of the total population and children
with disabilities — 2.1% of all children in Moldova. Accessibility research is a relatively unexplored field in
Moldova and there is little accessibility data related to public web sites.

Testing is the process of analysing a software product to detect the differences between existing and
required conditions (that is defects/errors/ bugs) and to evaluate the features of the software product.

Non-functional requirements (NFRs, or system qualities) describe system attributes such as reliability,
maintainability, scalability, accessibility, usability (often referred to as the “ilities”). They can also be
constraints or restrictions on the design of the system. Non-functional refers to aspects of the software that
may not be related to a specific function or user action.

Accessibility testing is a type of non-functional testing designed to determine whether individuals with
disabilities will be able to use the system in question, which could be software, hardware, or some other type
of system.

Web accessibility aims at enabling all users to have equal access to information and functionalities on
the web. More specifically, Web accessibility means that people with all abilities and disabilities can
perceive, understand, navigate, and interact with the Web.

Web accessibility also benefits people without disabilities. For example, a key principle of Web
accessibility is designing Websites and software that are flexible to meet different user needs, preferences
and situations. This flexibility also benefits people without disabilities in certain situations, such as people
using a slow Internet connection, people with “temporary disabilities” such as a broken arm and people
with changing abilities due to aging.

A quick test to find out how does a website perform for people with disabilities, there is a list of 6 simple
tests that anyone can do without any development knowledge:

1) Unplug the mouse and/ or turn off the track pad;

2) Turn on High Contrast Mode;

3) Turn off Images;

4) Check for Captions or Transcripts;

5S) Click on Field Labels;

6) Turn off CSS.

When talking about web accessibility we need to refer at a concrete level, as Web Content Accessibility
Guidelines (WCAG) has three priority levels:

Priority 1: Web developers must satisfy these requirements; otherwise it will be impossible for one or
more groups to access the Web content. Conformance to this level is described as A. (People with some
disabilities “will find it impossible to access information” in a document that does not pass level “A”).

Priority 2: Web developers should satisfy these requirements; otherwise some groups will find it
difficult to access the Web content. Conformance to this level is described as AA or Double-A. (People with
some disabilities “will find it difficult to access information” in a document that does not pass level “Double-
A”).
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Priority 3: Web developers may satisfy these requirements, in order to make it easier for some groups
to access the Web content. Conformance to this level is described as AAA or Triple-A. (People with some
disabilities “will find it somewhat difficult to access information” in a document that does not pass level
“Triple-A”).

3. Web sites for testing. This research is reviewing the universities websites for accessibility. The
sample consists of top S universities from Moldova according to the Ranking Web of Universities [3].

Below are the web resources for each of the S universities:

1. State University of Moldova, http://usm.md
Technical University of Moldova, http://www.utm.md
Free International University of Moldova, http://ulim.md
Nicolae Testemitanu State University of Medicine and Pharmacy, http://usmf.md

A ol

Academy of Economic Studies from Moldova, http://ase.md
For testing purposes, we have chosen the home page and two other pages for each university, as shawn
in Table 1.

Table 1
List of pages that will be checked for accessibility
Universi
nanf;:reersny Home page URL Second page URL Third page URL
USM USM Home page Bilateral Agreements and Affiliations | Research Units
UTM UTM Home page Faculty of Computers, Informatics | Proposals and

and Microelectronics Suggestions

ULIM ULIM Home page Admission  to  master  (virtual | Contacts
application)

USMF USMF Home page | Affiliations Contacts

ASEM ASEM Home page Reclamation (Ethic Commission) Admission to Master

From the hundreds of pages of documentation on WCAG and the multitude of success criteria and
techniques, we had the challenge of identifying a certain number of techniques that will be suitable and
applicable for all the websites under test. Also, as according to our scope, only techniques having Level A
have been chosen.

After a good analysis and an accurate selection, we come with 11 tests. We have written our tests
coming from success criteria and making it focused to catch a single problem. Also, for each test we have
provided link to the corresponding technique:

TC 01 Ensure all images have a valid ALT attribute (H37);

TC 02 Ensure caption/summary for a table element is provided (H73);

TC 03 Ensure h1-h6 tags are used to identify headings (H42);

TC 04 Ensure that when text is resized content is not lost or obscured (G179);

TC 05 Check that all functionality can be accessed using only the keyboard (G202);

TC 06 Ensure keyboard focus is not trapped in any of the content (G21);

TC 07 Check that each web page has a descriptive title (H25);

TC 08 Check