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Abstract

Intellectual property law has received a
final and official dedication along with the
conclusion of the Convention which led to the
establishment of the World Intellectual
Property Organization (WIPO) signed on
14" July 1967, in Stockholm [1].

According to WIPO, Intellectual Property
covers four main areas:

a) Copyrights for literary and artistic
works;

b) Rights related to copyright — there are
protected  (as  related  rights):  the
performances or interpretations of artists —
performers or interpreters —, producers’
sound recordings or phonograms, radio and
television broadcasts;

c¢) Industrial Property Rights;

d) Other intellectual property rights not
included in the previous categories.

Key words: WIPO, breeder, patent,
industrial property,
J.E.L. classification: K11

1. Introduction

Intellectual property law has received a
final and official dedication along with the
conclusion of the Convention which led to
the establishment of the World Intellectual
Property Organization (WIPO) [1], signed on
July 14, 1967 in Stockholm.

Professor Ioan Macovei, in his work
Tratat de drept al proprietatii intelectuale
("Treatise of intellectual property law"), from
the very beginning, in his the "Foreword",
argues that, within the strategy of economic,
social and cultural development, the
intellectual property is an essential part,
ensuring the protection of human intelligence

works and guaranteeing the capitalization of
the free-market [2].

At the international level, Romania is a
founding member of the World Intellectual
Property Organization and of the World
Trade Organization.

Generally, intellectual property includes
all legal rights arising from intellectual
activities in the literary or artistic, scientific
and industrial fields [3]. In a more technical
sense, intellectual property is also defined as
a domain (a subset in a mathematical sense of
the legal concept of ownership), under a
patrimonial aspect, which refers to the
property resulting from a work of intellectual
creation process of any kind: literature,
science, didactics, method, fine arts etc. [4].

2. Intellectual property law

Intellectual property is inextricably linked
to the legal concept of law because it
involves both moral, as well as patrimonial
attributes [5].

There is, thus, a system of interference of
unwritten moral issues with the legal ones
which have a sovereign nature (belonging to
any law in force at a time) and which are
contained in a system of legal acts
constituting the intellectual property law.

Professor Constantin Turcanu states that
intellectual property is an intangible property,
stemming from human intelligence and
creativity, so it requires adequate protection,
specific and specialized for this type of
property [6]. Intellectual property protection
is provided for the inventions in all fields of
human activity: economic, industrial,
agricultural;  transportation, construction,
tourism, services, commerce, administration;
scientific, literary, artistic, audio-visual and
media [7].
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Professor Viorel Ros says that the
discipline of ‘'intellectual property law"
studies the protection of the intellectual
creation of the authors of works of the mind
and the results of these creative activities in
various forms, but also the protection of the
most important distinguishing signs of
trading activities [8].

In another sense, the "Intellectual property
law" refers to all the rights related to the
protection of the intellectual creation of the
authors of spiritual works and of the results
of creation activities in their most varied
forms, and the protection of the most
important distinguishing signs of trade
activities [9].

3. The protection of the right to
intellectual creation

The idea of protecting these rights was
unanimously endorsed by almost all
countries, for reasons related both to the
interests of authors and to the policy of each
State. Thus, we may clearly draw two main
reasons:

a) The assertion of legality, of the moral
and economic rights of creators on their
creations and the rights of the public to have
unrestricted access to these works, on a
voluntary basis;

b) The promotion of creativity by adapting
legislation in order to encourage a fair trade
through the application and use of these
rights, with direct effects on the development
of economy and society.

4. The recognition of intellectual
property rights

Intellectual property rights are property
rights as all the other rights defined by the
civil law - they allow the creator or owner of
a patent, of a trademark or of work protected
by a copyright to benefit from his/her work
or investment[10].

These rights are outlined in Article 27,
paragraph 2, of the Universal Declaration of
Human Rights which states that "Everyone
has the right to the protection of the moral
and material interests resulting from any
scientific, literary or artistic production of
which he is the author". This dimension of
intellectual property rights protection finds a
new larger and more complex approach in
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article 15, paragraph (1) of the International
Covenant on Economic, Social and Cultural
Rights, by means of which the States Parties
undertake to recognize that every person has
the right to:

a) take part in the cultural life;

b) benefit from the scientific progress and
its applications;

¢) benefit from the protection of moral and
material interests from any scientific, literary
or artistic production of which he/she is the
author.

For this right, the States Parties to the
Covenant undertake also to ensure the full
exercise of those rights and to adopt the
appropriate measures in order to ensure the
maintenance, development and diffusion of
science and culture (paragraph 2) and to
respect the freedom indispensable to
scientific research and creative activities
(paragraph 3).

5. Conclusions

The importance of intellectual property
was first recognized by the Paris Convention
for the Protection of Industrial Property of
March 20, 1883, published in the Official
Gazette no. 77/1998 and the Berne
Convention for the Protection of Literary and
Artistic Works of September 9, 1886. Both
treaties are administered by the World
Intellectual Property Organization (WIPO).

According to article 3, paragraph (1),
section 1 of Law no. 344 of 29.11.2005 on
the measures to enforce intellectual property
rights in customs formalities clearance,
intellectual ~ property  rights  include:
copyright, related rights, the right on
protected product or service marks, the right
on industrial drawings and designs, the right
on geographical indications, the right on
patents, the right on supplementary
protection certificates, the right on plant
breeds.
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Abstract

It is estimated that over 80 percent of the
goods sold on international market are
carried by sea [1] and many times a bill of
lading is required for cashing the letter of
credit. The parties to the sale contract
require that cargo is described as clear as
possible and a certificate of quality is very
often required, while the shipowner will
many times insist that the cargo is described
as generic as possible in the Bill of Lading,
and no references to cargo quality are
accepted.

This paper will explain the reasons behind
such a scrict requirement from the
shipowners point of view and based on recent
legal case will provide practical solutions for
overcoming the potential disputes arising
between shippers, charterers and
shipowners.

Key words: bill of lading, cargo condition,
cargo quality, UCP 600, letter of credit
J.E.L. classification: K33, L91, G10

1. Introduction

According to art. 35 (1) of the United
Nations Convention on Contracts for the
International Sale of Goods the seller must
deliver goods which are of the quantity,
quality and description required by the
contract and which are contained or packaged
in the manner required by the contract”.

The parties to a contract for the
international sale of goods will prefer a
complete and very clear description of the
goods in order to avoid possible claims that
may appear at a latter stage. They will also
include very clear clauses related to quantity
and quality issues, including required
certificates. If the payment is done using a
documentary credit method the parties to the
contract will obviosly discover that in

accordance with UCP 600 the description in
the Letter of Credit should be brief and
should not include excessive detail. An
acceptable description would be "Hardware
items as per buyer's purchase order no.
2334." An unacceptable description would be
a listing of all the various items covered in
the purchase order. Excessive detail does not
add to the protection of the applicant, and
could detract from the beneficiary(ies) ability
to collect.

The commercial invoice is the only
document where the goods description must
correspond exactly with that indicated in the
Letter of Credit. Even the slightest deviation
can be cause for rejection.

Art 15 (1) (a) of The Hamburg Rules
requires the carrier to include in the Bill of
Lading ” the general nature of the goods”
while Art 36 (1) (a) of Rotterdam Rules
requires “description of the goods as
appropriate for the transport”. The phrase “as
appropriate for the transport” is intended to
give the carrier some flexibility to condense
overly long and detailed technical
descriptions. [2] Even if computers have
made fairly easy the reproduction of detailed
technical description the introduction of such
particulars overburdens carriers, custom
authorities, security authorities and banks.

As we have seen above cargo description
may differ between the contract and the letter
of credit and it may also differ between the
Letter of Credit and the Bill of Lading or
other transport document.

According with The Business Dictionary

the quality is a measure of excellence or a
state of being free from defects, deficiencies,
and significant variations, brought about by
the strict and consistent adherence to
measurable and verifiable standards to
achieve uniformity of output that satisfies
specific customer or user requirements. ISO
8402-1986 standard defines quality as "the
totality of features and characteristics of a
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product or service that bears its ability to
satisfy stated or implied needs." [3]

The quality of a product has to be
diferentiated from its condition. Quality is
the inherent nature of a product and may or
may not be influenced by its condition.
Condition is related to the external inspection
of the cargo and to the packing [4]. A
reasonable external inspection is not
necessarily limited to visual inspection,
sounds or smell could also reveal information
that could be included in the Bill of Lading.

Statements as to quality are unuusual in
bills of lading [4]. In Cox v. Bruce (1886) it
was stated that the master has no apparent
authority to represent the quality of goods in
the bill of lading.

2. Cargo condition under maritime
international conventions

When the carrier takes charge of the
goods, he must, on demand of the shippers,
issue to them a Bill of Lading. The Bill of
Lading would normaly include statements as
to the quantity and description of the goods
shipped together with condition of the cargo
at the time of receipt. Such representation of
facts has three important commercial effects:

1. The buyer or the bank is entitled to
reject the documents if the
description of the goods in the Bill of
Lading do not correspond with their
description in the sales invoice;

2. They form the basis of any cargo
claim by the receivers if the goods
are short delivered or in a damaged
condition at discharge;

3. Such statements may seriously affect
the negotiability of the bills in the
hands of a consignee, since the goods
would not be sealable in transit if the
bill of lading disclose that they have
been shiped in a damaged condition.

At common law the shipowner is allowed
to exclude liability for the truth of the
statements related to apparent order or
condition of the cargo or to include a clause
to the effect “condition unknown”.[6]
However a clear statement made by the
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shipowner that the goods were shipped in
good order and condition will overide any
standard printed clause in the body of the bill
of lading indicating that state of the goods on
shipment was unknown.

In accordance with Article III rule 3 of
Hague Rules the shippers is entitled to
demand a bill of lading incorporating a
statement as to the apparent order and
condition of the goods when received by the
carrier. The carrier can not rely on expression
“condition unknown” as this is a tentative to
reduce the obligations of the carrier below
the minimum obligations set out by Hague
Rules and it will be considered null and void.
It is true the most bills of lading contain a
printed clause such as "weight, measure,
quality, quantity, condition, contents, and
value unknown". Such statements related to
cargo condition may protect the carriers only
when the cargo details cannot be verified by
reasonable shipping practices.

Acording to article 16 (2) of Hamburg
Rules ”if the carrier or other person issuing
the bill of lading on his behalf fails to note on
the bill of lading the apparent condition of
the goods, he is deemed to have noted on the
bill of lading that the goods were in apparent
good condition”. This means that in case the
carrier wants to avoid liability he should
include in the bill of lading a statement as to
the cargo condition at the time of receipt.

According with article 36(2)(a) of the
Rotterdam Rules the carrier has to include in
the transport documents a “statement of the
apparent order and condition of the goods” at
the time they are received for -carriage.
Although the carrier has no duty to conduct
anything beyong a ’reasonable external
inspection of the goods as packed at the time
the shippers deliver them” The Rotterdam
rules are the first international rules that are
making reference to “any additional
inspection that the carrier ...actually performs
before issuing the transport document”. This
means that when in doubt the carrier has the
right to perform additional inspection. Is the
carrier under un obligation to perform
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additional inspection when in doubt? It
apears that for the time being he is not, but
there is no guarantee that he will not be in the
future.

3. Relevant cases related to cargo
condition

The following two legal cases have been
selected to illustrate how difficult is
sometimes to draw a borderline between the
cargo quality and cargo condition. The first
case concerned a shipment in May 1995 of
urea in bulk loaded on board the DAVID
AGMASHENBELI at Kotka for carriage to
Beihai in China. A dispute arose about the
condition of the cargo as the master protested
about its moisture, its colour and
contamination. According to shippers’
surveyors (who carried out a random
inspection plus analysis), the cargo’s
condition was normal and had the correct
colour.

The dispute was not resolved before the
vessel sailed, and the master claused the
Mate’s receipt with following wording:
"Cargo discoloured, also foreign materials
(e.g.) plastic, rust, rubber, stone, black
particles found in cargo". This remark was
was worded in very broad terms without
saying anything about the extent of the
contamination or discolouration.

When the vessel arrived at Beihai in
China the Bs/L had still not been issued, but
on the day of arrival the Bs/L were signed
claused with the same, similar wording. The
clausing of the bills caused rejection of the
Bs/L by the buyers’ bank and the market
prices fell. Buyers eventually agreed to buy
but at a reduced price, and cargo interests
sued the carrier.

The question then was argued before the
court where the basic question came to be
whether it is the master’s duty to either
objectively and accurately describe the actual
apparent order and condition of the cargo or
describe the apparent order and condition of
the goods as an ordinary and reasonably
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skilled master reasonably and honestly
believe it to be.

The court held that it was the carrier’s
duty to record the apparent order and
condition of the cargo according to the
reasonable assessment of the master (or other
agent of the carrier). There is no absolute
guarantee of accuracy. The master is required
to exercise his own judgement on the
appearance of the cargo being loaded (and
there is no separate obligation to call in
expert help e.g. a surveyor or other "expert"
with specific knowledge of the cargo in
question).The actual wording of the clausing
is also a matter for the master’s judgement.
[7]

In this specific case, the court also held
that, on the evidence, the cargo had in fact
not been contaminated and that the master
had been wrong to clause the bills with
respect to contamination. The court,
however, also concluded that, on the
evidence, a smaller portion of the cargo had
been discoloured. The correct clausing would
therefore have mentioned the extent (e.g. by
percentage) of cargo being discoloured and
the clausing employed in this case was likely
to cause any third party to believe that a
major part (or all) of the cargo was
discoloured.

The decision is therefore a reminder that,
when clausing a B/L, the master must not
only use his reasonable judgement in
deciding whether to clause, but he must also
be sufficiently specific and precise in his
clausing, failing which the owner may be
held liable in damages.

The second case concerned a shipment in
November 1999 of wheat in bulk loaded on
board the ALIAKMON RIVER at Constanta
for carriage to Hodeidah in Yemen. A dispute
arose about the condition of the cargo as the
master protested about its contamination with
sun flower seeds and other impurities.
According to shippers’ surveyors (who
carried out analysis), the percent of
impurities was 0.6% (out of which 0.2% sun



flower seeds) while according with sale
contract the allowed percentage was 2%. [8]

After the numerous discussions and
negotiations the parties did not reach any
agreement and the master claused the Mate’s
Receipts with the following remark: “sun
flower seeds / barley / maize / corn cockle
are mixed with wheat at loading” and he gave
to the agent a letter of authorisation for
signing on his behalf Bills of Lading that are
in strict conformity with the Mate’s Receipt.
There were some other remarks, but they are
not considered relevant for this paper.

The shippers have not accepted a claused
Bill of Lading due to the fact that according
with the Letter of Credit only a clean on
board bill of Lading was acceptable. The
shippers have consequently obtained a court
order and the cargo was eventualy discharged
and the vessel arrested. After the P&I Club
has lodged a bank guarantee the vessel was
released and the case was referred to
Maritime section of Constanta Court.

The main question under investigation
was if the master was entitled to include such
remarks when it was obvious that the cargo
was in accordance with the sale contract
quality requirements. The court has correctly
reached the conclusion that the master is not
a party to the sale contract and can not be
bound by its terms and conditions. Also the
court held that the master was entitled to
clause the Bills of Lading to reflect the true
condition of the cargo at the time of
shipment. However the court has not went
into details and has not analised if the remark
was too general and a more precise
qualification was required.

This second case is in many ways similar
with the first one and it is now clear that the
master is entitled and is even unde an
obligation to reflect the apparent condition of
the cargo at the time of shipment. If in the
first case it is not very common to find urea
mixed with plastic and other impurities it is
hard to find wheat without any impurities and
therefore much more care in clausing whet
cargoes is required. The shipowner and the
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master should always remember that they are
expected to deliver the cargo in the same
good order and condition it was received and
their clausing should always take this into
consideration. In the second case if the bills
of lading were signed clean on board and at
the discharging port the receivers would have
lodged a claim then is was the duty of the
owner to prove that cargo was not
contaminated by sun flower seeds and other
impurities during the voyage and this should
have been quite easy to demonstrate.

4. Conclusion

As has been seen in this paper there are
significant differences between the various
documents used in international trade and
particular atention is required from all parties
involved in a business transaction. Quality
and condition of the cargo are very different
terms and even if a cargo is in accordance
with sale contract from quality point of view
there are significant risks that the carrier
include remarks about the cargo condition at
the time of shippement and Letters of Credit
can not be cashed without aproval of the
buyer. If the price on market is stable or is
increasing the riskes are limited, but if the
price is significantly decreasing then the
buyer will either reject the cargo or ask for a
significant price reduction.
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Abstract

The events of December 1989 represented
the trigger which determined the future
evolution of Romania from an economic and
political point of view. Among the first
reform measures, adopted after the fall of
communism, were also those regarding
Romania’s commercial policy. Being aware
of the global economy’s globalization trend,
Romania liberalized its external trade, fact
appreciated by the EU. Actually, Romania’s
main objective at that time was joining the
EU. In this paper I have tried to present
aspects regarding the evolution of Romania’s
exports and imports in two time intervals.
The first interval refers to the pre-adherence
period, being marked by the country’s
mistakes during the transition towards a
market economy and the second interval
refers to the post-adherence period, marked
by the rules imposed by the EU and the
effects of the global financial crisis.

Key words: export, import, trade balance,
commercial policy, EU adherence
J.E.L. classification: F15, F41

1.Introduction

The sensible reduction of the level of
customs taxes of the majority of the world’s
countries and the reduction of the
quantitative limitations of international goods
and services trade represent phenomena
which have determined an accentuation of
the liberalization of trade on a global scale in
the last decades.

In this context it was possible a growth in
importance of the role which developing
countries play in the global trade. We should
emphasize in this direction the successes
obtained by the countries which compose the
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BRIC structure. The apparition of new forces
on the global economic scene such as China
and India has made necessary the redefinition
of economic and commercial relations. The
triad USA, EU and Japan which has
dominated the international economy and
trade since the second world war is aware of
the fact that countries such as China and
India should have the opportunity to support
their interests within global institutions, in
this case there exists also the possibility of
their own system of
international economic relations.

The rhythm of the
international economic relations development
in the last decades has made on one side
possible the powerful development of some
countries and on the other has led to the
increase of the interdependence between
with a impact on the

them generating

unprecedented

states, direct
diminishing of their sovereignty.

Romania must also take into consideration
after the fall of

communism, it has been going on the path of

all these aspects as
global development.

2.Aspects regarding Romania’s economic
trade in the pre-adherence EU period

In the period before 1990, Romania’s
external has
influenced by the belonging to the Council
for Mutual Economic Assistance and by the
imposed by the planned
development of the economy.

During the majority of the years between
the end of the second world war and until
1980, the trade balance of Romania was in
deficit. The objective was to pay the external
debt determined a surplus in the trade
balance between 1981-1989 with negative

commercial trade been

necessities
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consequences on the living level of the
population and on the long term development
of Romania.

The option of the transition towards a
market economy which started in 1990
initially determined a reduction of the GDP
and powerful disequilibria on the internal
market. This phenomenon was characteristic
more or less in all former socialist countries.
We should also state that apart from that of
at the fall of
communism, the external debt of Romania

all the other countries

was practically zero.

The fall of the Soviet Union and the
events which marked the Balkans at the
beginning the 90’s determined the end of the
COMECON’s activity, thus significantly
affecting the commercial flows in the area.
The fast liberalization of the external trade
promoted by Romania, but unsupported by
the reforms of the other national economic
domains negatively affected the economic
progress of our country. Losing an important
part of the so called traditional markets the
Romanian merchandise producing companies
which were less competitive internationally
recorded massive increases in inventory, fact
which determined a blockage of the
Romanian economy. Practice the
depreciation of the Romanian lion became
the main policy of export stimulation
promoted by the Romanian decision makers.

Regarding the structure of Romanian
exports in 1990, the biggest weights in the
total exports of our country were detained by
the following products: products of the car
building industry (30,3%), mineral products
(19,6%), metals and metal articles (16,4%),
textiles and leather products (12,7%),
products of the wood industry (10,1%), etc.
We can notice that the big weight detained by
the products of the manufacturing industry in
the total Romanian exports, with the mention
that the majority of the products meant for
exporting came from work intensive fields or
field which a big energy consumption per
product unit.
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Regarding imports, the product categories
which were the best represented in 1980 were
mineral products and the products of the car
building industry. This group of products
belonging to the car building industry is
found well placed both in the structure of
exports and imports, with the mention that
the trade balance of the group was negative
generating aspects regarding the low
competiveness of Romanian products and of
the procurement of financial resources
destined to the payment of imports.

Regarding the geographical orientation of
the Romanian external trade we need to
remark the relative small weight of the trade
with the EU. Thus in 1990, out of the total of
Romanian exports almost 34% had the EU as
a destination, and out of the total imports less
than 10% came from the EU.

The first years of the ninth decade of the
last century were marked by Romania’s wish
to join the EU. We should note that in this
regard the negotiations regarding the
Agreement of Association between Romania
and the EU entered into action on the 1* of
February 1995, this ending the Agreement of
Trade and Economic and Commercial
Cooperation with the European Communities
signed in October 1990. The consequence of
this agreement was the elimination by the EU
of tariff and non-tariff barriers to Romanian
products on the 1% of January 1997,
following their step by step reduction by our
country until zero, process which ended on
the 1* of January 2002.

Romania’s adherence in the middle 1997
at the Central European Free Trade
Agreement (CEFTA) represented a step to
the access in the EU. Unfortunately the
impact of joining CEFTA to Romania’s trade
balance was a negative one, the exports done
by the organization
diminished in the following years, while

countries in the

imports grew.

Specific to the pre-adherence period,
respectively the 1990-2005 interval, is the
fact that both exports and imports were
multiplied just a bit more than 5 times, the



level of multiplication of imports being just
slightly larger than that of exports. If we link
this evolution with the fact that the beginning
basis were completely different, in 1990
Romania’s exports and imports recording
values of 5,7 billion dollars and 9,1 billion
dollars respectively, show that our country
has been net importer, and thus the trade
balance’s deficit accentuates.

During the analyzed period we can see a
significative growth of the commercial trade
between Romania and the EU. The weight of
exports done by Romania in the EU out of
the country’s total exports reached 67,6% in
2006 and the weight of imports in the same
relation was 57,4%. This evolution shows
that Romania did not succeed to take
advantage of the asymmetric reduction of the
custom tariff decrease in its relation with the
EU.

3.The evolution of Romania’s external
trade after obtaining the status of an EU
member country

Romania’s adherence to the EU on the 1*
of January 2007 meant among other things
the application of mutual commercial
policies, our country giving up on all
international agreements in this field. Starting
with the adherence date, Romania has
applied in the commercial relations with the
member countries the Mutual Custom Tariff
whose custom tariffs are in average lower
thanthe ones applied by our country in the
previous period. In the same time Romania
was forced to apply preferential customs
tariffs in conformity with the Generalist
Preference System of the EU, system which
has the aim to stimulate the economic growth
of less developed countries. We should
mention that before its adherence, as a
developing country, Romania was a
beneficiary of commercial preferentials. The
moment of adherence marked an entry on a
powerful competition both within the EU
community and on an international level of
Romanian companies.
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The years 2007 and 2008 touched the
maximum levels both for Romania’s exports
and imports, with the mention that the later
grew on a greater average annual rate than
the first. This phenomenon was possible due
to the stimulation the population’s
consumption, consumption largely satisfied
with imported products. The stimulation of
consumption was determined by credits
which were easily given to the population
and to Romanian companies by a Romanian
banking system controlled an approximate
90% of foreign capital.
balance of trade deficit

The Romanian
in the period
immediately after the EU adherence grew
alarmingly reaching in 2008 the level of 27,9
billion dollars.

With a large degree
openness, approximate 76%, Romania is
strongly dependent on foreign markets. The
propagation of the financial crisis at a global

of economic

level had a powerful negative impact on
Romania external trade in 2009. The demand
reduction on external markets determined a
reduction in Romanian exports from 33,6
billion euros in 2008 to 29,1 billion euros in
2009. For the same period imports also
substantially decreased from 52,0 billon
euros to 35,9 billion euros due to the
austerity measures adopted by the Romanian
government and the harshening of credit
conditions. The positive element of these
turbulences, if we can call it so, was
represented by the reduction of the balance of
trade with 62,3% in 2009 in comparison with
the previous year. The Romanian exports and
imports are expressed in FOB prices and
their levels can be found in the reports of
Romania’s National Bank.

In the years 2010 and 2011 both
Romania’s exports and imports recorded
growth. If in the case of imports, the level
touched in 2011was approximately equal
with the level before the financial crisis
(2008) in the case of exports, their growth
was 33,9% higher in 2011 than in 2008. This
evolution was reflected in the deficit of the
balance of trade which was maintained at



reasonable quotas comparative with the pre-
crisis period.

In comparison with the previous periods,
in 2011 we can find an improvement in the
structure of products of Romania’s external
trade. According to the information offered
by the National Institute of Statistics, the
exports structure contains: cars and transport
41,2%, other manufactured
products 33,4%, raw materials 7,2%, food,

equipment

beverages and tobacco 6,4%, chemical and
annexed products 6,3%, mineral fuels and
lubricants etc. 5,5% and the situation of the
imports is the following: cars and transport
34,6%,
products  30,6%,
products 13,2%, mineral fuels and lubricants
etc.11,3%,
6,8%, raw materials 3,5%..

equipment other manufactured

chemical and annexed

food, beverages and tobacco
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The geographic orientation of the
Romanian external tradewith goods in the
period since the beginning of the crisis has
been characterized by a slight reduction in
the weight of trade with EU countries. This
weight decreased from 74,2% in 2009 to
71,1% in 2011 for exports and from 73,1% to
72,6% for imports. In the last period we have
seen an increase in the commercial trade with
the USA, Brazil, Mexico, Norway, etc and
other countries from Asia, Latin America and
Africa. This has been done with the view of

increasing the  geographic  dispersion
Romania’s external trade.
Romania’s efforts to join the EU

generated an entire series of effects also in
the external trade of our country. The
evolution of the main indexes can be seen in
the following table.

Table no. 1
Indexes regarding the external trade
Romania Czech Republic Ukraine
1994 | 2006 | 2011 | 1994 | 2006 | 2011 | 1994 | 2006 | 2011
Exports bll. $ 6,1 325 | 62,7 | 159 | 854 | 138,5 | 13,8 | 38,9 | 694
Imports bll.$ 6,5 473 | 732 | 17,3 | 82,8 | 133,2 | 164 | 44,1 | 83,2
Trade balance | bll.$ | -0,4 -14,8 | -10,5 | -1,4 2,6 5,3 -2,5 | -5,1 | -13,8
The weight of
the balance of % -1,2 | -120 | 5,6 | 3,0 | +14 | +24 | 46 | -47 -8,2
trade in the
GDP
Coverage
level of % 93,8 68,7 | 856 | 91,9 | 103,1 | 1039 | 84,1 | 88,2 | 834
imports by
exports
Exports/capita $ 267 1511 | 2929 | 1543 | 8372 | 13190 | 269 836 | 1538
Imports/capita $ 285 2200 | 3420 | 1679 | 8117 | 12685 | 319 948 | 1844
GDP bll.$ | 31,8 | 122,6 | 186,6 | 45,6 | 148,3 | 215,6 | 54,2 | 107,7 | 167,0
GDP/capita $ 1398 | 5653 | 8706 | 4421 | 14463 | 20475 | 1055 | 2313 | 3697

Source: http://unctadstat.unctad.org/

In order to present the accuracy of the
measures taken by our country, I have made
a comparative analysis of the indexes which
characterize the external trade. In this regard
countries, each

representing a relatively opposed set of

we have chosen two
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countries. The Czech Republic, as a member
of the Visegrad group, was part of the former
socialist which took radical
measures towards a market economy and
therefore joined the EU in 2004. From the
opposed group I have chosen Ukraine,

countries

former socialist country which hesitated
applying economic reforms and is presently




outside the EU. The analysis started with the
year 1994, because for previous years there is
no available data for Ukraine.

We can observe that if initially Romania’s
GDP was lower than that of Ukraine, in 2011
the situation was inversed. The differences
between the Czech Republic and Romania
have more or less stayed the same during the
studied interval. Regarding the GDP/capita
the discrepancies between the two countries
are much more accentuated.

The exports and imports of the three
countries have known growth, fact that
signifies a good participation to the world
economic circuit, with the mention that
during the entire period the external trade
balance of Romania and Ukraine was
permanently in deficit, while for the Czech
Republic it was in surplus for the last two
analyzed. Regarding the level of coverage of
imports by exports, Romania is closer more
to Ukraine than to the Czech Republic. The
situation is net favorable to Romania in
comparison to Ukraine regarding the value of
exports/capita and imports/capita.

4. Conclusion:

In the last two decades, Romania tried and
partially  accomplished  adapting  its
commercial policy to the main events which
marked the global economy. After a fall in
the beginning years of the transition, both
Romania’s exports and imports grew year by
year until they were marked by the effects of
the global 2009.
Unfortunately, the exports recorded annual

financial crisis in
average growth levels inferior to the ones
recorded by exports, resulting in a negative
trade balance throughout the entire analyzed
time interval. If we take into consideration
the evolution of the former socialist countries
which have stayed outside the EU, in our
case Ukraine, we can see that Romania,
through joining the EU chose the correct

solution. When referring to the Czech
Republic, one of the former socialist
countries which adopted very quickly
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economic reforms, we can say that the
economic evolution of Romania was under it
possibilities and under the goals of the
population.
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Abstract

Current economic and financial crisis is
considered to be the deepest crisis to date.
Some experts believe that the current crisis
began following publications in the press
about U.S. banks instability, which led to loss
of credibility banks, and others believe that
bankers are responsible for the crisis
because they had cash reserves of state
interest. These are just opinions, but in fact
the causes are more complex as both
macroeconomic and microeconomic.

Economic effects were felt worldwide, but
different from state to state depending on the
regulations and its level of development.
Crisis governments have taken steps to
protect  the national economy  both
individually and collectively (at EU level).

Keywords: financial crisis, economic crisis,
leverage, bubble, gross domestic product.
J.E.L. classification: F62, F65, F68

1. Introduction

Current economic and financial crisis is
unprecedented in the last half century. The
economic downturn extends to USA, Europe
and Japan and is shaping up to be more
painful than the 1981-1982 economic
downturns. Beginning of the crisis led to a
massive loss of confidence both in the
business sector and the consumers, both
responding by restricting spending. The
global financial crisis became apparent in
July 2007, when the loss of investor
confidence in mortgages secured U.S. led to
a liquidity crisis caused a substantial
injection of capital into financial markets by
the U.S. Federal, Bank of England and
European Central Bank. The crisis worsened
in 2008 as the world's stock markets
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collapsed and went into a period of acute
instability. A large number of banks, lenders
and insurance companies went bankrupt in
the aftermath. A large number of banks,
lenders and insurance companies went
bankrupt in the aftermath.
Federal Administration U.S. housing collapse
is often held responsible for the production
crisis. But the vulnerability of the financial
system was caused by complicated financial
contracts and operations and leverage subject
(borrowing a joint effect on the profitability
of own funds, which may improve if
borrowed capital brings more income than
the interest due), U.S. monetary policy
setting a negligible price for credit and thus
favoring a very high leverage effect and, as
John Bellamy Foster American economist, a
"hypertrophy of the financial sector”.
Beginning with failures of large financial
institutions of the United States crisis rapidly
evolved into credit crisis, deflation and sharp
reductions in shipping, causing several
European banks to fall in various stock
indexes, and large reductions in the market
value of stocks and commodities worldwide.
Initially triggered in the United States, the
crisis has spread to Western Europe and
against the background of globalization,
rapidly spread worldwide.

2. Causes of economic crisis - financial
crisis

Root causes of the current global financial
crisis are so  macroeconomic  and
microeconomic in nature. The two types of
cases were interdependent in the production
crisis.

One cause deep economic  crisis
macroeconomic and financial was ample
liquidity created by major central banks of
the world and a desire for oil and gas
exporting countries to limit currency
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appreciation. Also, there was a saturation of
savings generated by increasing integration
into the global economy of countries (China,
Southeast Asia generally), with high rates of
accumulation and the global redistribution of
wealth and income country exporters of
goods (oil, natural gas and so on).
Supersaturated with ample liquidity and
savings available for investments have
created resources, including sophisticated
financial instruments, hardly understood by
some investors. [5]

Consequences of the existence of
abundant liquidity were very low interest
rates and their low volatility. Risk margins
were also very low. Together, these effects
lead to increased appetite for assets with high
returns. In addition, reduced market volatility
has created a tendency to underestimate the
true risk of complacency and investors.

Together, low interest rates, the appetite
for assets with high returns, low vigilance
towards risk and price signals masked small
margins on financial markets and led to

insufficient understanding of the risks
involved.
Against this backdrop operated as

aggravating, and a series of microeconomic
causes. The first question is securitization
frenzy that led to becoming opaque financial
market. Cracks in the business model of
rating agencies, outsourcing rational in terms
of private but socially inefficient for
deregulation and increased international
competition may be considered in turn causes
micro.

Finally, the demand for liquidity,
combined with the loss of trust between
banks, resulting in the pursuit of cash and the
effective interest rate began to rise.

In the U.S. and some European countries,
governments and central banks responded by
improving liquidity, providing government
guarantees for loans, recapitalize financial
institutions; ensure the latest issued by
insured banks, preventing disorderly collapse
of large interconnected firms, buying shares
in banks, coordinated interest rate cuts.
Although such measures have been
implemented after 17 months from the onset
of turbulence, the market remained opaque,
which amplified the financial crisis and
facilitating its passage in the real sector, first
in the U.S., and in other developed countries.
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3. Consequences of economic - financial
crisis

International economic and financial
crisis are multiple and varying degrees affect
the countries involved are unfavorable global
economic growth.

The most important effect, so far, is the
failure of banks and credit of the U.S. and
EU member states following the entry of
default and asset recovery impossible
especially in real estate. [2]

The economic downturn caused by the
chaos in the financial system weakness
profound public, business groups and
political leaders. Trying to prevent mass
bankruptcy of banks and insurance funds,
governments in America and Western Europe
nationalized much of the domestic financial
system which is contrary to the principles of
modern capitalism and empowers the state to
the detriment of private sector depreciates the
validity of "values" associated with "free"
market and erode economic model image
promoted by the United States in the world.

Unprecedented government intervention
through massive infusions of funds
"borrowed" the financial system by
purchasing shares in bankrupt institutions
and reducing taxes, does not guarantee
restoration of public confidence in the
banking system and investment in real estate
funds and ability of authorities to regulate
credit markets to prevent toxic speculation,
abuse and corruption.

In 2008, the shares offered in international
markets have lost between 20 and 70% of the
value taken in 2006 and 2007. Political
leaders in many countries, afraid of the
drastic consequences of the crisis, I agree that
the priority must be to prevent the collapse of
the international financial system. They are
aware that States, individually, can not
restore confidence in banks and investment
than if they coordinate crisis. However, under
pressure from local political leaders of many
countries are inclined to act strictly national
interest and to use protectionist measures to
defend their own institutions of crisis and to
prevent their acquisition by foreign interests.

Other effects of the financial crisis
concerns on rising inflation, interest rates and
unemployment, devaluation of national
currencies and increasing current account
deficits and public debt. [1]



The financial crisis was initially triggered
in the United States. Administration led by
President George W. Bush dominated by
preachers "free market economy" degraded
authority bodies responsible for regulation of
financial institutions and gave free hand
"trick" financial.

In the absence of limits imposed and
enforced by state authorities, some banks,
investment funds and insurance companies
without the necessary coverage have lent
considerable for "customers" who had no
ability to pay rates. These loans, with
considerable interest, were "repackaged" in
foreign complex and seemingly attractive
toxic, which then were sold profitably as
legitimate financial products many local and
foreign investors.

Creditor’s  excess spread globally.
Excessive availability of credit funds created
many "bubbles" (stock trading is a group at
high volumes which differ considerably from
the intrinsic value or real them) hyper
inflated credit market for single-family
houses, buildings, cars, student and credit
cards. Ingenious financial manipulations
were extended to loans made by regional and
local governments, the industrial and
commercial loans to grants of shares and
markets for natural resources. During the
banking crisis, increasingly more loans
remained unpaid, the property has declined
and many companies went bankrupt. Losing
capital, banks can not grant -credit. In
America, unpaid loan losses could amount to
over $ 2 trillion.

Lack of regulatory rules and attitude
"laissez faire" (an environment where private
parties are free to trade without being
constrained by state intervention, including
regulations, taxes, tariffs and monopolies
applied.) of the American government and
contributed to the formation of hedge funds,
where investors could participate only very
rich and wealthy institutions. Transparent and
manipulative managers of these funds were
involved in all kinds of dubious transactions
that helped precipitate the financial crisis.

In 2007 and 2008, American citizens have
lost a third of their personal property. Values
of houses and buildings, estimated at 13
trillion dollars in 2006 fell below 8 trillion in
2009. During the same period, private
pension funds have been devalued from 11 to
8 trillion. These enormous losses shocked
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American population. To avoid worsening of
panic, the U.S. Federal Reserve made
promptly to the pension fund an amount of
540 billion and 700 trillion allocated for use
by banks and insurance companies failing.

In January 2009, the share of U.S. stock
markets fell by 50% from the value it had in
the first half of 2007. These losses have
reported that the United States is in the worst
recession of the past 75 years. In recent
years, government deficit spending in
Washington has created huge debts.

In  September 2007, the federal
government owed 5.8 trillion, equivalent to
41% of gross domestic product. Because of
the worsening economic situation and the
measures additional government debt crisis
still grow with 3 trillion U.S. dollars, while
the GDP and state tax revenues have declined
substantially. Present value of debt, interest
on borrowed funds only requires the U.S.
government to pay $ 12 billion annually.

Over half of the loans of the American
government were made abroad, especially in
China, Japan and oil-exporting countries in
the Gulf region If these countries were to
decide to get rid of accumulated foreign
currency, the U.S. dollar would collapse,
which would have adverse consequences for
both the U.S. and global economy.

Financial and economic crisis in America
has expanded rapidly in the world. Europe
went into recession. Trying to stabilize
domestic financial entities and to revive the
economy, governments in Western Europe
have invested huge amounts in domestic
financial structures, nationalized a large part
of banks and cut taxes to stimulate the
economy. [1]

Industrial  production in developed
European countries such as Germany,
France, England, Italy and Spain fell in 2009
by 20-25%. Unemployment, lack of

consumer confidence and feeling insecure
people increased in most EU states. The
German government has allocated 100 billion
to guarantee loans granted by banks. Because
the effect was insufficient, the government
ordered that another 60 billion would be
allocated to stimulate the economy.

Great Britain's GDP declined alarmingly
in recent years. Trying to survive, British
companies have turned to the state. In
January 2009, the British government has
allocated 20 billion pounds as collateral for



loans made by banks to small and medium
enterprises, which is far too little to cover
domestic debt of British firms worth over
500 billion pounds. [5]

So far, China has resisted the best current
crisis. Although exports fell, imports fell
even more; so that China's foreign trade
balance remained positive, amounting to 460
billion dollars. The huge foreign exchange
reserves, with great capacity to stimulate
domestic consumption and strong trade
surplus, China's economic rise will continue.

In Russia, the financial crisis has ravaged
spectacular. Since last year the international
market price of crude oil fell by two-thirds,
oil export revenues have deteriorated
substantially. Reacting to the ruble
devaluation, foreign and domestic capital
flight resumed abroad. In 2009, the stock
market fell by 70%. Instead of taking
measures of monetary policy, the Russian
government decided to tackle the economic
crisis and political repression control
information. As "not to scare people," he
allowed the media to discuss the financial
and economic crisis. [4]

During the international financial crisis,
the requirements for natural resources,
products and services decline, which
negatively affects countries with export-
based economy. Exports from Taiwan, Japan
and South Korea have deteriorated from 25
to 50%. Global economic growth, which was
5% in 2007, fell to 3.1% in 2011. Many
developing countries survive the export
process raw materials and agricultural
products. IMF has enough funds to save the
most underdeveloped states hit by the
recession.

From a geopolitical perspective, the
financial crash of 2007-2008 diminished
influence, prestige and credibility of America
in world economic. The economic recession
that started in the U.S. and the nationalization
of financial institutions has compromised, at
least temporarily, effective overall promotion
of American capitalist economic model,
considered in the past as the most capable of
creating economic progress and prosperity.

In the past, the United States and Western
Europe were the main sources of private
capital to the rest of humanity, which gives
the  Euro-Atlantic = democracies  great
influence abroad. Budget deficits and
deterioration of financial institutions, this
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influence will diminish. In the future Euro-
Atlantic community governments will be
reluctant to engage in costly actions abroad.

Despite government efforts, Western
capital markets will not recover for several
years’ previous vitality. Banks hit by losses
from devaluation unpaid loans and
investments will be required to restructure
and reduce their number of employees. More
cautious in future, they will only lend to
customers who can prove that they will pay
those rates.

Unprecedented financial interventions by
governments of countries affected by the
crisis, with the intent to restore vitality
financial institutions and stimulate economic
activity, drastic as it is, does not guarantee
restore public confidence in the banking
system, investment funds and in the capacity
to regulate credit markets to prevent
excessive speculation, abuse and corruption
sanctioned.

Inevitably, people will have to pay
considerable taxes, to cover the debts
incurred by governments intended to stem the
damage global economic recession. Member
considerable financial interventions could
ensure not only the survival of viable
businesses and other entities or inefficient
parasitic actually deserves to be removed or
to fail. [2]

Economics are still "science" true, in the
sense capability to explain what happens to
predict events and to provide valid solutions.
Specialists in the economy had not
anticipated the onset and evolution of the
current crisis. Their conflicting
recommendations on measures to be taken to
restore confidence in the financial system and
to settle current economic depression reflects
ignorance embarrassing.

4. The economic-financial crisis in
Romania
International  financial crisis  were

extended to the Romanian economy..

However, in terms of direct impact, the
banking system was less affected by not
being exposed to toxic assets and because
prudential and administrative measures
adopted over time by the National Bank of
Romania.

Indirectly, however, the international
financial crisis and especially its obvious



consequence - the recession in developed
countries - Romanian economy extends
across multiple channels. Commercial
channel, slowing export growth or even
reduce them. Financial channel, limited
access to external financing and thus restrict
lending volume, and creates difficulties in
private external debt. Exchange rate channel,
reducing external financing reflected in
national currency depreciation. This had the
effect of monetary and currency market
manifestation of moments of panic and
speculative attacks, like the one in October
2009 in Romania, which necessitated central
bank intervention. Finally, channel wealth
and balance sheet effects, damage occurs to
the net assets of people and companies, due
to the large share of loans in foreign currency
(leu depreciation related) and falling asset
prices and capital from speculative values,
unsustainable (type "bubble").

Propagation of these effects is the degree
of uncertainty about economic developments
variables to be extremely high. This
contributes, in turn, increase the negative
effects of the crisis has on expectations and
argumentation degree of caution for
consumers and businesses.

In Romania, the adverse effects of the
crisis response may be similar to that made
by some European countries and the U.S.
There are some differences between the
Romanian economy and the economy, not
simply allow copying package of measures
developed there. In essence, it is about the
fact that the Romanian economy has a large
current account deficit, indicating
dependence on external financing. We have
to choose between reducing the deficit or the
orderly reduction of the market in the current
voltage and mistrust, with dramatic
consequences for the exchange rate and
economic growth.

Even if the economic adjustment process
performance can not be accurately planned,
however, to promote coherent and credible
economic policies could avoid a disorderly
adjustment. The government should avoid
emotional approach to crisis under pressure
from trade unions and employers, which
would lead to measures to stimulate domestic
demand, complicating bringing the current
account deficit to a sustainable level. Only a
concentration of macroeconomic policy mix
adjustment process external imbalance
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(current account deficit) and domestic
(budget deficit) may lead to support a soft
landing of the economy and improving
investor sentiment.

If all these steps are followed, there is a
high probability that investors improve their
perception concerning Romania and prefer to
invest here than in other countries in Eastern
and Central Europe. High probability but not
with certainty equals: it is conceivable
scenario in which, although the Romanian
authorities do everything you need, foreign
investors may not react positively and treat
its neighbors Romania undifferentiated. High
probability but not with certainty equals: it is
conceivable scenario in which, although the
Romanian authorities do everything you
need, foreign investors may not react
positively and treat its neighbors Romania
undifferentiated. = Awareness  of  this
possibility, however, should not lead to
defeatism and abandonment so necessary
adjustment measures. A coherent risk for
such an orderly adjustment of external
imbalances is the weather becoming more
pessimistic developed by different
institutions economic growth in Romania and
going to anticipate negative growth. The
danger is that political factor, giving
credence to these forecasts could treat
emotional problems, adopting and pay the tax
cuts, which would only aggravate the crisis.

In conclusion, the private sector has
already reduced its external deficit in past
years, but it remains relatively high. At the
same time, fiscal policy has been cyclical and
contributed to increased external deficit of
the Romanian economy. The analysis of the
stance of national fiscal policies finds
evidence that the quality of fiscal policies has
improved in two ways: they are more clearly
countercyclical — or less procyclical — and
they are more readily used to restore
competitiveness than to attempt to boost
demand when competitiveness is eroded. [3]

Also be better prepared for EU funds
absorption and adoption of financing
agreements with international organizations
from the European Commission and
European Central Bank. The private sector
must restore the correlation between wages
and labor productivity to ensure external
competitiveness. These policies would
reduce uncertainty and restore confidence in
future economic developments.



5. Conclusions -
economic crisis

Output measures of

One of the first steps taken by financial
institutions (the Federal Reserve and U.S.
Treasury) was addressing the TARP
(Troubled Assets Relief Program), that
sought to take over toxic assets from banks'
balance sheets "weak" and then auctioning
them on the open market for their real price
discovery and to establish a market for these
assets. Another measure was to provide state
guarantees for debts of poor quality. To
prevent abuse, providing security has a price:
either in the form of special taxes or
accepting as stricter regulations, or setting a
franchise to which losses had been incurred
as of that financial institution.

Institute ~ of  International  Finance
suggested reconsidering risk management
practices, compensation policies, evaluation
of credit, ratings and transparency of
activities, both at the level of financial
instruments and financial institutions.

Stimulus packages, ad hoc measures or
accelerate the implementation of planned
measures before, but tax cuts are among the
main anti-crisis solutions recommended
worldwide.

Financial advisory company Deloitte has
put together all these measures, making a
catalog of tax solutions used worldwide.

According to the report, several EU
countries have already implemented a series
of anti-crisis measures:

- The most popular measure (effective in
89% of the EU) is the exemption from capital
gains. Often, this fee will be applied for a
certain period of time for homes used for
personal use.

- In 11 states operate a mortgage guarantee
fund to support individuals who face
mortgage payment problems. Several states,
including Poland, Hungary, Slovenia and the
UK such funds launched in 2009 as part of a
package of anti-crisis measures.

- Bulgaria introduced tax exemption for a
period of five years for investment in
disadvantaged regions and reductions or
exemptions from taxes on income for young
families who pay interest on housing loans.

- The Czech tax rate was reduced from 21%
to 20%, and social health contribution rate
for employees and employers has been
reduced.
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- In Hungary proposed a series of tax
measures aimed at taxing consumption, not
income.

- UK reduced VAT rate for a period of one
year from 17.5% to 15% and allowed to
postpone paying taxes for companies that
have been affected by the crisis.

- Both Holland and Spain, have introduced
incentives related to accelerated depreciation
for investments made in 2009.

- The Belgian Government has reduced VAT
rate for new housing construction, from 21%
to 6%.

- In France and Germany have been taken to
support SME. Thus, from January 1, 2013,
French companies such may take into
account the losses incurred by foreign
subsidiaries in determining income tax. On
the other hand, Germany has raised the
economic indicators by which a firm can
enter the SME.

- Lithuania introduced a 20% flat tax, income
and profits and all VAT of 20%.
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Abstract

In the lights of the recent crisis, the
monetary policy became the most important
weapon that an economy must rely upon,
considering that the banking system was the
first one to be affected by the crisis and then
the effects had spread upon the entire
economy. In order to avoid lack of liquidity
and therefore a major crisis of the banking
system, China adopted a stimulus package
through which inserted large amounts of
money into the economy in order to stimulate
loans. As previous crisis proved, a “credit
boom” is dangerous because it eventually
leads to a high number of nonperforming
loans. Although is effects are visible after a
period of time, precautionary measures have
to be taken by the monetary authorities to
avoid spreading an unhealthy financial
system.

Key words: Banking system, monetary
policy, nonperforming loans, crisis
J.E.L. classification: G15, G21, H81

Introduction

There are a lot of lessons that have to be
learned from this recent economic crisis. One
of them is the importance of credit boom and
moreover the highest attention that has to be
addressed to nonperforming loans. Due to the
fact that banks are the reason that a lot of
governments had to use large amounts of
money in order to assure liquidity it is clear
that nonperforming loans are a reflection of
how useful the measures against the crisis
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proved to be. And this indicator it is also in
the end a reflection of how efficient was the
monetary strategy used. It is difficult in this
days to avoid that a loan becomes
nonperforming  because  the  general
uncertainty. Mainly for the householders the
threat of unemployment is real and an
important incentive to avoid contracting
loans. Taking into account the general
unfavourable economic conditions it is also
the case of firms and enterprises. In general,
nonperforming loans are a reflection of how
commercial banks learn to manage the losses
that arise from nonperforming loans. If the
ratio of nonperforming loans from the total
loans is growing, it means that the problem is
of the bank and it can be solved by helping
this certain bank through tightening
regulatory details. If the problem is generated
at an entire group of banks, then it is a
warning signal that the entire system is in
need for a reform. The Central bank has to
elaborate the best possible laws relating
crediting in order to avoid nonperforming
loans to become a national problem and a
reflection of poor monetary policy tools
implementation.

Overall, the main objective of China’s
monetary policy is, according to its Central

Bank “to maintain the stability of the
currency value to advance economic growth”
(1]

Even since 1953 China adopted a long
time plan for achieving economic growth
through a series of 5 year plans. Through
this, the Central Government would elaborate
the

economic strategies, plan investments and
set the tool through whch to gain economic
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power. So it was obvious that the Central
Bank had to

elaborate the monetary strategy in order to
facilitate this economic growth

Only the last plan adopted in 2011 was
created taking in mind the people, social
consensus and consider solutions to reduce
social inequality. But in the end it is safe to
say that the ultimate plan still remains
maintaing the impressive two figures growth
in the years of 2000. Regarding the monetary
policy, this plan aims at total liberalization of
the interest rate and improving the
transmission mechanism of the monetary
policy. Through the years, sincel984 when
Central Bank of China became solely
responsible for the monetry policy, the
monetary policy evolved considerably.

An analysis of nonperforimg loans it is
crucial because a high ratio of this loans will
eventualy threaten monetary expansion. And
monetary expasion was the main weapon that
China used in order to achieve the true goal
of the monetary policy: economic growth.
Alltough the monetary expansion was based
on increasing money supply it was achieved
by credit liberalization and granting loans
indirectly through the Central Bank. It
supplied liquidities through the state owned
banks, many of the times at negative interest
rate. More recently, we saw a jump from
money supply to credit rationalization.[2]

A lot of voices state that this control
strategy of monetary policy through
monetary mass is not very efficient
considering that most of the powerfull
countries use interest rate as the most
important instrument of controlling monetary
policy. Also, there are several other voices
that state that the impact of the interest rate in
China is not very usefull., due to a lot of
factors. First, we can state the lack of total
liberalization of interest rate system, the
interest rate on deposits and loans is dictated
by the Central Bank. China’s financial
system is controlled by four commecrial state
owned bank that own 80% of the entire
banking system assets. Moreover, they
absorb 70% of the deposits and 80% of the
total loans.[3]

It is obvious that this four banks form an
oligopol and due to the different market
segments they are adressed to, do not
compete against each other. Due to this high
rate of deposits they gain gives a high profit
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rate so they are less sesitive to interest rate
movements [4].

Another reason are consumption habits.
This because the population of China is well
known for their high savings rate, thus
consumption is not sensitive to changes in
investment rate. The lack of materialism,
patritism and the regime disctated this high
savings trend. The economic theory suggest
that a high consumption rate is directly
connected with the increase in incomes.
Consumption is expected to grow once the
incomes are growing this is not the case of
China.

There are a lot of voices that link this
monetary policy that China conduceted in the
recent years with the crisis in 2007. The
economists  O’Brein and Brown (1992)
stated that one of the crucial factors that led
to a drop in monetary transactions is drop in
the number of loans granted. This would
eventually affect also the offer and the
demand. Demand because the population will
be self- effacing in acquiring new loans due
to drop in purchasing power and the
economic uncertainty in general. According
to them, the offer will be affected by
deteriorating price assets and the new
regulations in granting the loans.

It is obvious that due to unfavorable
economic conditions there will be an increase
in non-performing loans. And this indicator
reflects directly on the health of the financial
and banking system. Another study was made
by Maggi and Giuda in 2009. They tested the
effects of nonperforming loans on the
structure of costs of commercial banks. The
study proved, by an econometric analysis that
the threat that some loans could become
nonperforming is highly dangerous and it is a
reflection of the financial system in a country.
And the effects will be on the entire banking
system not only upon the bank that generated
the loan itself. Another series of economists
demonstrated this connections like Kwan and
Eisenbeis (1994), Hughes and Moon (1995),
Resti (1995), Barr and Sems (1994).

This threat that the increase in NPL will
affect the entire banking system is prooved
by Hou and Dickinson in 2007 . They called
this fenomenon “credit crunch”- lending
becomes more expensive and harder to get.
Therefore, all this effects will be seen in a
restrictive monetary policy and further on in
a drop in economic growth.



Other studies were concentrated on
prooving a very real connection between
macroeconomic uncertainty and bank loans.
Baum Etal ( 2001) and then Calza Etal in the
same year demonstrated a cointegration
relation between GDP, interest rate and bank
loans. This studies showed that in the long
run there is a positive connection between the
number of loans granted and GDP and also a
negative relation between GDP and the
interest rate on the short and long run.

Non performing loans
NPLs | Total Assets (%)

T4 T4 T=0 T+ T+
{Quarters
—Past

Source: IMF, 2012
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This crisis was not a typical one, if we
consider this trend of nonperforming loans.
As we can see above, before nonperforming
loans rose sharply. This recent crisis overall
has a different effect. We can see that NPL
rose gtradually and lower than in the past.
There are several reasons for this. the
unability to repay the loans started only when
the crissis afected the real economy and
households.

Another significat reason could be that,
compared with other crisis, the expansionary
monetary policy adopted by a lot of coutries,
including China supported banks and the
interest rate was kept at a low level. In other
crisis, the interest rate was the first to rise in
case of risk of default.

In USA, the country that started the crisis,
NPL increased from 1.8% to 2.6% in 2007
and 4.9% in 2008. According to Mwansza
Nkusu in 2011, there are some relevant links

and causes of a NPL increase shok such as[5]:

- If house prices increase by 6.1%,
NPL increases by 0.3%, and after 4 years it is
1.5% higher than before the increase in house
prices
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- If inflation increases by 1.6%, NPL
will increase by 0.3% and by 1.6% after 4
years

- If the credit ratio to GDP decreases
by 1%, NPL will increase by 0.3% and with 1%
after the fourth year

Moreover, the study prooves that any
deterioration in  the  macroeconomic
environment that turns out into a lower
economic growth or even a negative one, is
ussually associated to with debt problems
that  directly translates into  higher
nonperforming loans. The crisis are the best
way to analyze the overall effects of this
indicator. There are several phases that past
crises responded to[6]: first, containment, to
deal with acute liquidity stress and to
stabilize  financial liabilities; second,
resolution and balance sheet restructuring,
which involves removing insolvent financial
institutions  from  the  system  and
recapitalizing viable ones; and, finally,
operational restructuring to restore the
financial  soundness and profitability of
viable institutions and asset management to
rehabilitate nonperforming loans. The recent
crises followed this pattern through the first
phase, but subsequent policy responses have
been less forceful, at least for the major
countries.

It is difficult to make a aproper analysis
on China’s real level on NPL because as the
Central Bank president said, the number are
not quite accurate and do not reveal the real
number of NPL. This because some banks
manage to restructure or roll-over bad loans
before the 3 months period after which are
classified as “non-performing”

According to Central Bank of China,
nonperforming loans are[7]:

- Loans which repayment of principal
or interest have been overdue for more than 3
months

- Any loan of which the principal
debtors and surety have been sued for non-
payment or the underlying collateral has been
disposed, although the repayment of principal
or interest have not been overdue for more
than 3 months

The most important year to look upon
when performing an analysis on chinese
banking system and loans is 2009. This was
the year when monetary mass increased
tremendously. The economic stimulus
package was a reaction to the global crisis



through which the government pomped huge
amounted of money in the economy- 4
trillion yuans. It was a measure of
implementing trust in a global imbalance
financial sistem. It was the most important
tool that the government used as an anticrises
tool. The most important targets of the
package were: infrastructure, science and
technology and social security.

Considering that most of the money were
granted through state owned banks its
sufficient to say that this banks were in fact
the end beneficiary of the money. The state
council increased the credit quota for the
Development Bank, Import — ecport Bank
and Agricultural Bank as a measure of
stimulating consumption. But there other
state owned banks involved like the
Construction Bank, Industrial and
Commercial Bank for Development so it
quickly became unclear which bank founded
which program. In the end the constribution
of the Central Bank to the entire stimulus
package was in fact 1.18 trillion RMB.[8]

The difference was covered by bank. The
state guarantees, the collaboration between
this banks in order to found a big
infrastructure project for instance became the
most important tools in what quickly became
an alarm system regarding the number of
NPL thta could appear in the future. Below
there is an evolution of bank loans in China
from 2005:

Evolution of bank loans in China april 2005-
april 2012
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As it was expected, in the period just after
the economic stimulus the number of bank
loans exploded. So, in the first trimester of
2009 the entire value of the loans was 4.58
trillion yuan ( more than 1 trillion a months-
as a comparison in april 2012 trilion was 682
millions yuan). The threat of nonperforming
loans started to appear. This fears were
amplified because the majority of those who
contracted the loans were state owned
companies, the private ones could not get
access that easily. For example, the
respresentative of one the biggest private
companies in China New Hope Grup, stated
that state companies are priviledged in public
auctions, alltough the overall costs prooved
to be higher. There were a lot of debates
regarding the auction for building a new
railway. For its construction they imported
technology form Japan and Germany at very
high cost, so naturally huge amount of loans
were contracted.

Evolution of NPL % of total loans granted
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Alltough we see a drop in the evolution of
nonperforming loans in China, looking at the
overall number of loans that increased
significantly, we might say that this drop is
insignificant. Overall, there is a 2.27% ratio
between the percentage of NPL and the
percentage of total loans. The year of 2012
could be the first that will announce a
significat increase in NPL. This year, 16 of
the chinese banks reported an increase in
non-performing loans ratio. Overdue loans

01.06.2011 |



increased by 81.6 %, 63.2 %, and 62 % in
the first six months of 2012, according
to the interim reports.

NPL of commercial banks at the end of 2009
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Note:The commercial banks include the state-
owned commercial banks, joint-stock commercial
banks, city commercial banks, rural commercial
banks and foreign banks. The major commercial
banks include the state-owned commercial banks
(SOCBs) and the joint stock commercial banks
(JSCBs). The SOCBs include the Industrial and
Commercial Bank of China (ICBC), the
Agricultural Bank of China (ABC), the Bank of
China (BOC), the China Construction Bank
(CCB) and Bank of Communications (BOCOM).
The JSCBs include CITIC Industrial Bank,
Everbright Bank of China, Huaxia Bank,
Guangdong Development Bank, Shenzhen
Development Bank, China Merchants Bank,
Shanghai Pudong Development Bank, Industrial
Bank, China  Minsheng Banking Co.,
Evergrowing Bank, China Zheshang Bank and
China Bohai Bank[9].

We see a major role played by city
commercial banks in the context of
nonperforming loans. Due to a some kind
privileges that the state owned banks appear
to benefit from the state, it is safe to say that
this banks face greater risks. According to a
report of China Economic Weekly this banks
face high non-performing loan ratios, poor
capital adequacy ratio and limited market
penetration. A significant amount of NPL are
also accounted for by the four state owned
banks, thus prooving that this indicator could
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threaten in the future China’s banking health
and also the entire financial stability.

Conclusion

It is yet to see in the case of China how
nonperforming the loans granted through the
economic stimulus will turn out to be and
what will the effects be on the monetary
policy. To burden the economy with huge
amount of money to avoid lack of liquidity
for the banks was the main objective of the
authorities in order to maintain the
appearence of a safe financial environment
and to create the ilusion of a country with
good economic growth in the overall
economic instability around the globe.

In 2008, Laeven and Valencia analyzed
42 crisis episodes and the result was that
average annual credit growth to GDP prior to
the crisis was about 8.3%. Between 2009 and
2010, this atio for China reached 27.8% and
20%.

Non-performing loans ratios in recent crisis
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According to this analysis, after a period
of credit boom there are always, sooner or
later a high number of nonperforming loans.
The effects of NPL on the economy is quite
real and posses a real threat. A lot of
countries sufferend from it, maybe the most
relevant example would be Japan. They
started to suffer from the NPL in the early



1990. And the NPL ration started to peak
only in 2002, after the dammage to the
banking system was already done. And the
best example is Thailand that never quite
recover after this huge NPL ratio.

The real effects of the nonperforming
loans after the recent crisis in USA is yet to
be seen, alltough some effects were obvious
just after the lending. In this conditions, it is
safe to say that China will see the downsize
of the economic stimulus only when it will
already be to late. By pumping money into
the economy the monetary mass increased
and so the Central Bank had to adopt
measures of attracting liquidity into the
financial system in order to prevent further
accumulation of monetary mass due to
massive foreign exchange aquisition.

Non-performing loans will directly reflect
on Central Banks monetary policy strategy.
This because the Central Bank sets the
interest rate on deposits, on loans and by
setting the reserve ratio it indirectly dictates
the loans that commercial banks can give.
And with all the voices that criticise
monetary policy in China, this anticipated
boom of nonperforming loans can do a lot of
damages.
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Abstract

Definitely one of the most controversial
terms in recent history, globalization (also
spelt globalisation) was called “the most
abused word of the 21" century” by The
Economist. Many authors fear that it is
bound to become the cliché of our times. The
concept behind the word radiates such a
multiplicity of phenomena that in time it has
received a tremendous number of definitions
given by various people in various contexts
having various purposes in mind. The
concept of globalization is relatively new
compared to the process or historical trend
of globalization which dates a long time back
in the history of mankind. Thomas Friedman,
author and New York Times columnist,
perceives globalization as the chief force
shaping and moulding the world today.
Globalization is a word used in Anglo-Saxon
literature. The Francophone literature uses
another term — mondialisation. Though often
treated as synonyms, in French, globalization
is seen as a stage following mondialisation, a
stage that implies the dissolution of national
identities and the abolishment of borders
inside the world network of economic
exchanges.

Key words: globalization, mondialisation,
market, multinational corporations.
J.E.L. classification: F60

1. Introduction

Human interaction and world commercial
relationships over long distances have existed
since forever. The earliest form of
globalization began with the rise of trade
links between different parts of the world in
the third millennium BC, later continued
during the time of Ancient Greece, the
Roman Empire in Europe, the Persian
Empire, the Han dynasty and the Mongol
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Empire in Asia, the Muslim traders. The Silk
Road is a marvelous example. The Silk Road
or Silk Route is a modern term referring to a
historical network of interlinking trade routes
across the Afro-Eurasian landmass that
connected East, South, and Western Asia
with the Mediterranean and European world,
as well as parts of North and East Africa.
Extending 6,500 km) the Silk Road gets its
name from the lucrative Chinese silk trade
along it, which began during the Han
Dynasty.

Later on came the rise of maritime
European empires, in the 16th and 17th
centuries, first the Portuguese and Spanish
Empires, and later the Dutch and British
Empires. The Age of Discovery, the two
World Wars, the Great Depression, the
Bretton Woods Conference, GATT and WTO
are only several of the many landmarks in the
long history of globalization.

International business, international trade,
trade agreements, economic blocks and
special trade zones, tax havens, global
information system, the internet, international
tourism, multilinguism, anti-globalization
movement, international migration and
global work-force are only some of the
numerous aspects generated by globalization.

Globalization has many dimensions and
many nuances once it ceases to be conceived
as a single entity. We can, for example, speak
of the globalization of education, of
technology, of science, of medicine, of
politics and culture, (that is why some
authors prefer to talk about globalizations
and not about globalization, or even about

global system) and of world economic
governing systems like liberalism and
socialism.

2. Globalization and mondialisation -
etymological differences

Globalization, mondialisation,
mundialisation, wordwide — out of these



four terms, globalization is the one you hear
most often.

Globalization is a word that constructs
itself naturally in the English language by
combining the word “global” with the
standard suffix “ization”. It obviously must
mean ‘“to become global” or “to make
global”. A brief examination of the
etymology of the word "global" establishes
its root in the Latin word globus or "ball",
thus suggesting inclusiveness and
completion, conveying a sense of the earth as
an all-encompassing whole. Global as an
adjective has a geometrical and geographical
sense. Globalization refers to the globe, to
the shape of globe and hence, with regard to
the earth, to the shape of the earth. Even
though the term globe was coined as early as
in 15" century, common usage of term such
as globalization did not begin until about
1960.

Theodore Levitt, American economist,
professor at Harvard Business School and
editor of the Harvard Business Review, is
widely credited with having coined the term
globalization in one of his articles titled
“Globalization of Markets” which was
published in 1983.

However, the term was in use well before
that. The word globalization entered the
Oxford dictionary in the 1930s and the
Merriam-Webster dictionary in the 1950s.
“Undertaken entirely”, this is the meaning
attributed to the word global by Western
languages. Besides, the term means
“homogeneity” in French. Hence the term
implies both “entirety” and “homogeneity”.
Derrida pointed out that the word
globalization is itself becoming global to the
point of imposing itself more and more, even
in France, in the rhetoric of politicians and
the media.

In the 1960s, the Canadian philosopher
Herbert Marshall McLuhan coined the term
“global village” to refer to the collective
identity of humankind in the new age of
electronic technology and instantaneous
movement of information. Today the term is
mostly used as a metaphor to describe the
Internet and World Wide Web. Later on
McLuhan started to use the term “global
theater” to point out the shift from consumer
to producer, from acquisition to involvement,
from job holding to role playing.
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But there are voices who raised the
question (a tautological one at first sight)
whether globalization is indeed global.
Nobody can deny that there are regions of the
world which are not touched and influenced
by globalization. They are totally isolated
and therefore excluded from today’s global
changes. So the world falls into one of the
following two categories: players and passive
observers in the game of globalization.

As a term, mundialization is often used in
the same manner as globalization but it has
different roots and so carries different
connotations and denotations.

Mondialisation and mundialization take
us back etymologically to the Latin mundus
or "world", a word dense with social and
religious meanings but lacking the geometric
totality imparted by "globe" or "global".
They refer to far more than spatial
dimensions or geographic confines. They
imply social and historical sense.

When we speak of “our world,” we
usually mean the manners and customs,
ideas, language and the like which are in our
particular community or communities of
reference. It is not geographic at all, though
place may be a part of it. When we speak of
the world at large, we are referring to the
peoples and cultures around the globe. With
these connotations in mind, we can see that
mundialization thus would mean that some
aspect of some part of the world at large has
been globalized, that is, has undergone some
sort of transfer, and, most would agree, some
sort of transformation in the process.

Mondialisation breaks down frontiers and
brings forth harmony. It started as an attempt
to widen industrial markets and to stretch
them to the geo-political blocks, a process to
extend capitalism to the rest of the world. It
creates a web of connections between
participants —  countries, = companies,
individuals — to such an extent that decisions
made in one part of the world echo to many
other parts of this system. It is like a law
which applies to all four corners of the world.

In conclusion, mondialisation can only
imperfectly be translated as globalization.
Mondialisation has richer connotations and a
broader scope of meaning, implying an
infinite process encompassing the whole
world — micro- and macro-cosmos, the Earth
and humanity. Globalization is a process that
by comparison takes place at a smaller scale.



But they both revolve around the concept
of world interdependence.

3. Globalization and mondialisation -
conceptual differences

Whether we speak of globalization or of
mondialisation, we speak in fact of a very
natural process belonging to the societal
nature of human beings. It is common
wisdom to present globalization and
mondialisation as something positive and
closely associated with human progress.
Though often imprecisely used to describe a
set of complex processes and realities, they
are nonetheless perceived as unavoidable or
ineluctable and irreversible. Also, both
indicate  something in motion and
development, in other words, a process.

The distinction between globalization and
mondialisation is the way in which the latter
may be said to provide the conditions of
possibility for the former. Mondialisation
refers to putting mankind in close contact and
it is a natural phenomenon and globalization
is a modern form of the somehow ancient
mondialisation.

Planetary space does not result from the
historical past but from new factors (energy,
techniques, strategies, productive forces).
Globalisation names a process which
universalises technology, economy, politics,
and even civilization and culture. But it
remains somewhat empty. It is a kind of
mondialisation without the world.

Globalization leads to a whole governed
by the same rules. Mondialisation entails that
when certain events happen and certain
decisions are taken in one corner of the
world, the consequences will be felt in
another corner of the world. They refer to all
those processes by which the peoples of the
world are incorporated into a single world
society, globalization retaining a mainly
economic sense and mondialisation a mainly
social one.

Globalization is about maintaining the
logic of the local markets, while
mondialisation implies the brutal inter-
connection of the markets.

Globalization as ongoing process by
which regional economies, societies, and
cultures have become integrated, is first and
foremost a process of bringing world
economies closer to one another leading to
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the emergence of an international network of
social and economic systems. The term is
used to describe a whole set of complex
processes, such as the mutation of industrial
functions, market growth, and the
synchronism of financial centers.

Ultimately, anything can be globalized.
The word most usually refers to different
national economies becoming integrated
through flows of goods and services, capital
and labor — in other words, it depicts a global
market. But the word globalization can also
apply to global culture, global society, global
community, global ideas, global beliefs, and
so on. The number of possible definitions for
globalization is virtually limitless.

Globalization is a consequence and a
condition of the capitalist system. It makes
mondialisation come under the influence of
economics. Globalization is world economy,
economic liberalism, modern capitalism, in
other words a modern capitalist society
which has a global scale. It goes along
modernism and capitalism. It translates into
economic liberalism being spread from
developed countries to undeveloped or
developing ones.

Already in 1848, Marx predicted that the
mechanisms of the capitalist society would
penetrate everyday life. Instead of a liberal
focus on the local or the national, he foresaw
the capitalist discourse weaving universal
interdependence between nations. As such,
the world market stands as a popular example
for what we today call globalization. Marx
viewed globalization as the exponential
growth of the global market and an increase
in interdependence, his view still being very
much valid nowadays.

Globalization has also been defined
through the perspective of multinational
corporations. It has been said that it is
nothing more than the product of these
companies. In their quest for profit, these
super-companies try to maximize profits by
looking for cheaper labor, for example. For
them, globalization can be defined as the
freedom to invest where and when they
please, to produce what they please, by
getting supplies and selling where they
please, and by having to put up with as few
constraints as possible with regard to
working rights and social conventions.



4. Conclusion

Globalization is beyond any doubt an
extremely successful catchword to use when
referring to the new development of
contemporary societies all over the world.
And a hot topic to write about.

Globalization is largely thought of as an
intrinsic ~ characteristic of the human
evolution, in which geographical areas that
are miles apart and different from many
points of view are indissolubly intertwined.

After its heyday in 2000 and 2001,
globalization started to take on positive
meanings. Thus it lost its polemical status.
And, as a consequence, it lost its appeal as a
concept in such a way that many believe it is
on its way out.

Globalization is seen as a stage following
mondialisation, a stage that implies the
dissolution of national identities and the
abolishment of borders inside the world
network of economic exchanges.

Furthermore, there are visible differences
in terms of the connotations applied to these
two words and the concepts behind them:
generally speaking, more  negative
connotations are applied to globalization
which is generally seen through a business
lens  (large  multinational = companies
outsourcing labor where it is cheaper and
where there are not as many regulations, or
global warming, for example), rather than
mondialisation seen through a government
lens (government aid and international
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cooperation  between
instance).

The fact is that, when analyzing the
process of globalization, we conclude that the
world is ever changing — the world is
gradually becoming the only world and
globalization begins to refer to agglomeration
and has significant consequences on
everyday life. There are authors who believe
that the globalization model is cracking up at
the moment and there is no new model to
replace it in the future.

governments, for
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Abstract

Effects of the worst crisis since the Great
Depression are still being felt throughout the
world. While emerging economies have found
their way out, due to sound economic
Sfundamentals, developed economies are still
struggling. The crisis unfortunately proved
the damages caused to real economy by a
non-regulated global, interconnected
financial system. This article aims assessing
the performance of recent regulation
measures and provides additional regulation
paths enabling financial stability.

The first section briefly summarizes the
factors having allowed the development of
the current financial and economic crisis.
The second section analyses the links
between financial markets and real economy,
both in developing countries and in advanced
economies.

The third section addresses the necessity
to regulate the financial system.

The  forth  section  assesses  the
effectiveness of existing regulation policies,
particularly the Basel Il Recommendations
and the Dodd-Frank Act, in the US.

The fifth section proposes
regulation solutions and concludes.

different

Key Words: financial crisis, regulation,
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Introduction

We are now reaching the end of the
deregulation era that started more than thirty
years ago in the United States. After the
Second World War, souvenirs of the Great
Depression started to fade, preparing a
perfect playing field for debt accumulation.
In the 1980s, with the election of Ronald
Reagan at the White House, starts a
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progressive retreat of the State Intervention
in the economy. The movement had already
been started by its predecessor, Jimmy Carter,
who had deregulated sectors such as aviation,
road transport, as well as oil and gas
distribution. Ronald Reagan continued in this
path with finance deregulation. The first law
in this direction was the Monetary Control
Act, adopted in 1980, lifting the ban on
deposit remuneration by commercial banks.
It was followed in 1982 by a new law, Garn
St. Germain Act, relaxing restrictions on the
types of credits that banks may consent,
opening the path to increased competition,
concentration and high risk taking among
commercial banks. The final step was made
under the Clinton presidency, when, in 1999,
the Glass-Steagal Act, separating commercial
from investment banks, was aborted [4].
Meanwhile, remaining rules were not
updated to cope with new developments in
finance and especially the soar of the
“shadow banking”, which had become, by
2008, more important than the traditional
banking system (20 trillion against 11 trillion
dollars) [7]. The same deregulation processes
took place in other developed economies in
Europe, though somehow later (excepting for
the U.K.) and at a different pace.

Considering the impacts that the financial
system has on governments, real economy
and society in general, it is vital to reconsider
the financial system’s functioning and try to
imagine the best ways to ensure global
financial stability, a necessary condition for
attaining long-term sustainable growth.

Section 1. Factors
Financial Crisis

leading to the

As mentioned in the Introduction, a
deregulation process was deployed in
developed countries starting with the 1980’s.
This movement was supported by politics,



but also by mainstream economics, which
embraced the “market efficiency and auto-
regulation” theory. Combined with some
other factors, such as technological progress,
very low inflation and loose monetary
policies, the souvenirs of the Great
Depression faded away and so did the
aversion to risk-taking, both of banks,
investors and private consumers.

Soon after the deregulation process started,
the concentration of very large financial
institution has reinforced. A BIS report
shows that bank concentration, while having
remained constant for almost 50 years,
between 1930 and 1980, has since more than
three folded [2].

Low risk aversion and moral hazard made
financial institutions take more and more
risks. At the down of the crisis, these highly
concentrated and interlinked institutions had

increased  significantly their financial
leverage. Between 2004 and 2007, the
leverage ratio (total assets divided by

common equity) increased from 27 to 33 in
Europe and from 15 to 18 in the United
States. Liquidity ratios were at historical
levels (which make sense considering the
abundance and low cost of liquidity in those
years). Too big to fail financial institutions
would now take huge risks as they know their
impact on the rest of financial institutions and
the real economy is so huge that governments
will not afford no to come to their rescue.

However, when crisis do occur and
governments are forced to intervene, bills
tend to be very spicy, putting a strain on
governments finances, particularly in those
countries where financial institutions
represent a large part of the country GDP.
This is a vital issue, as the repeated
government support to these institutions
raises the question over the fairness of the
system and the distribution of costs: while
benefits go to stockholders and well paid
traders, losses are socialized and paid by the
taxpayers.

An economist that has finely developed a
theory on debt accumulation and the
subsequent crisis was Hermann Minsky. In
the “financial instability hypothesis”, he
explained that long periods of economic
stability favor debt accumulation, as agents
are less risk-averse: investors embark in more
risky projects and banks pay less attention to
credit allocation. However, the excessive
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debt ratio of the economy may become a
vulnerability factor when things start going
bad, because collective efforts to pay debts
created a downward movement on assets
prices and increases the debt value. Irving
Fisher once said: “the more the debtor pays,
the more he owes”. If the process continues,
impact may be felt in the real economy, as
consumers cut their expenses to repay debt,
economic activity declines, and
unemployment rate raises, and deflation may
gain the economy, increasing de facto the
real debt value [4].

Section 2. Links between the financial
system and the real economy

In order to apprehend the increased “role
and impact of the financial system on
macroeconomic decisions and on financial
stability, it is useful to study the links
through which financial crises may have
negative impacts to the real economy.

In the advanced countries, the crisis
started in the financial markets and gradually
spread in the real economy. Banks’ ill
balanced sheets needed government rescue,
thus increasing public deficits and public
debt. Banks’ troubles and increased risk
aversion brought with them the “credit
squeeze”, spreading the financial crisis to the
real economy (despite central banks efforts to
provide banks with liquidity in order to
support credit to the real economy). Firms
started  having  financing  problems,
bankruptcies followed, as well as a depressed
economic environment. Declining economic
activity started raising unemployment and
activating automatic  stabilizers. Public
deficits widened as the amount of fiscal taxes
fell and unemployment and social benefits
climbed. For developing countries, financial
crisis usually takes the form of retreating
capital flows from these markets, due to
investors’ risk aversion (this is what actually
happened after the crisis burst in the
developed world) or because of deteriorating
fundamentals in the receiving country (Asian
Crisis, Brazil, Argentina).

This  distinction between financial
channels in developed and developing
countries is crucial in defining future
regulation: while advanced economies should
focus on regulating the “arm’s length” part of



finance”, developing and emerging countries
might pay more attention to capital controls.

Section 3. The need for regulation

Considering what we already know on the
effects of the crisis on the world economy,
the answer might seem obvious, and it
actually is. But I think it is important, given
the fact that less than five years ago, the
world and economic thinking included was
embracing the “efficient market theory”, to
address the problem and deduct the logical
solution. The Stiglitz Report (page 115 —
French Edition) offers a simple solution to
the problem.

Table 1. Regulators’ dilemma

Bail-out No bail-out
Regulation A B
No regulation C D

Source: [9] Rapport Stiglitz “Pour une vraie
réforme du systtme monétaire et financier
international apres la crise mondiale”, 2012

Considering a big complex financial
institution in difficulty, its bankruptcy would
create important damages to the financial
system and to the real economy. Two
alternatives are possible before the crisis
bursts: regulation or no regulation. Two
alternatives are available after the crisis
burst: bail-out or let die the institution.

A free market fundamentalist would
choose the “D” option, no regulation and no
“saving”. In real life, however, the “D”
option is not a realistic one, as in almost
every country there is a financial institution
so big and complex that its disappearing will
negatively affect the economy, so, de facto,
government will come to its rescue. The
remaining options are “A” and “C”. As the
State cannot afford not to save these
institutions, economic efficiency requires the
choice of the “A” option, “regulate” and
“save”.

This judgment is applicable for big
complex institutions, but also for smaller
ones, but interconnected, as their negative
effect on the economy might prove important
as well.

The Stiglitz Report raises another
interesting point about regulation. It is true
that regulation attracts innovation, as the

financial system tries to counteract regulation.

It makes an association with the fiscal
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measures, which have the same functioning,
as firms and private tax-payers do their most
to counter these rules (usually called “fiscal
optimization”). In fiscal matters, the State has
not decided to stop taxing; instead, it deploys
dynamic measures, which progress in the
same time as the “innovation” in fiscal
optimization.

That being said, regulation measures
already exist and updates have recently been
made, as we shall analyze in the next section,
but succeeding the regulation process is a
very difficult task because of the large
perimeter and the rapid evolution in financial
innovation.

Section 4. Recent regulation measures

The most notorious set of regulation
measures are the Basel recommendations.
The word “recommendation’ has all its place,
as the Basel Committee does not impose, but
suggests sets of regulation measures, it is
then up to each country to adopt, or not, the
proposed rules. Historically, Basel rules
imposed a capital adequacy on the
engagements taken by banks, that is,
blocking capital according to risk weighted
assets.

Various critiques were adressed to these
rules. Firstly, it only concerns the assets
published in the balanced sheets. The
securitization process escapes completely (it
is true that securitization developed mostly
after the first Basel rules adoption,
nonetheless, these rules failed to rapidly
adapt to the financial innovation). Next,
Basel rules are critized for their pro-cyclical
bias, though Basel III has absorbed this critic
and established counter-cyclical buffers.
Indeed, theses regulations put an emphasis
on risk-sensitive models in which risk
estimates are supposed to be based as much
as possible on market developments [6].

Last but not least, Basel rules often came
too late, not to mention the laps of time for
their adoption and implementation by
national regulatory bodies, when the
implementation is decided. In the mean time,
finance instruments evolved rapidly and
regulation lagged behind.

Basel III rules did innovate with the two
liquidity ratios proposal, the Liquidity
Coverage Ratio (LCR) and the Net Stable
Funding Ration (NSFR), asking banks to



increase their liquidity in order to resist to
stress-test conditions. Banks will have until
2015 and 2018 respectively to adapt and
fulfill these new obligations, if their national
regulators adopt the recomandations.

However, regardeless of the quality and
efficiency of the Basel rules, supposing that
the most advanced economies will all adopt
them, which is far from being accomplished,
the slowness of the process makes the
implementation already inefficient. The crisis
burst in 2008, first Basel rules updates came
in 2010, Europe decided to implement the
recommendations, here we are, end of 2012,
5 years after the first signs of financial crisis,
with Basel texts waiting to be voted by the
European Parliament and with no step made
towards the implementation process. Basel
IIT rules will become obsolete by the time
they are actually implemented.

Supposing they will be implemented, the
Basel III recommendations may have
significant impact of banks’ profitability and
balance  sheet structure. = Undeniably,
implementation will increase their ressources
cost, lowering profitability. In order to
respect these ratios, banks will have to either
recapitalize (difficult in a context of
deceiving results and weakened market
confidence), either restructure their activity
portfolio, focusing on those activities that
consume the least common equity possible.
This strategic change of portfolio activities
may take the form of asset selling (ex.
Leasing activity sell-out), as well as a
reduction of the trading activities and a
slowing down in new projects development
(from credit lines to external growth). These
changes will most probably have very
negative effects of small and medium
enterprises, which already don’t have access
to market funding and will find themselves in
a critical situation when banks will stop
lending them as well.

The United States chose their own
regulation process and, in 2010, The Dodd-
Frank Act was signed, aiming at improving
market transparency and reducing the risk of
systemic default. It encompasses regulation
beyond futures exchanges by including
swaps, which become subject to clearing and
exchange like trading. Furthermore, dealers
and major participants to swap deals are
subject to capital and margin requirements.
Among the most important measures, is the
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requirement for financial institutions to
produce their own “living-wills” when there
is no sensible procedure for shrinking them
or reducing their complexity. The second
idea is the introduction of a special resolution
authority, in order to avoid too slow banking
procedures or not taking into account
externalities. This authority could intervene
prior to a declaration of insolvency.

However, for the time being, the Dodd-
Frank Act has encountered problems in
implementation and discussions are still
being held on various items.

The problem with these solutions is that
they are local and aimed at strengthening
existing rules or including some missing
elements and pay no attention to the
restructuring of the financial system.

Section 5. Additional propositions to re-
regulate the financial system.

This section analyses some other solutions
available to re-regulate but also argues for a
stronger restructuring of the financial system
in order to ensure financial stability and a
solid playing field for sustainable economic
growth.

Increasing capital requirements and
liquidity standards, as realized in the Basel
recommendations, are useful but very
insufficient, especially for systemically
important financial institutions. For the latter,
accrued surveillance and a specific set of
policy instruments are needed: the creation
by financial institutions of living wills (to be
used in case of a crisis blow up, update it and
keep regulators informed about it), the
creation of authorities entitled to intervene
when liquidation procedures are considered
too slow, in order to prevent contagion risks.
Some other measures could include the
automatic conversion of the “bail-in” debt
into capital, the interdiction, when the
institution goes bankrupt, to be bought by an
even large institution and, of course,
introduction of size caps, in absolute value or
as a per cent of the GDP.

Some other studies focus on more macro
prudential policies. Among the propositions
made by the Stiglitz Report, the UNCTAD
(Trade Development Report, 2011) but also
some economists such as Allen (2011), the
following ones seem appropriate and have a
reasonable chance of being implemented.



For instance, a first suggestion is the
diversification of the institutional framework,
giving a larger role to public, regional and
community banks [10]. Public banks have
long been criticized for many years, as they
had access to public resources, by opposition
to private financial institutions. With the
recent rescues of big private banks, the
criticism is no longer true, and it may even be
reversed, in the sense that private banks,
while receiving aid from governments, have

retained control over profits and management.

Therefore, contrary to public ones, where
government invest resources but also gets
benefits, private banks proved to be a net loss
for the public system. Allen has recently
conducted an analysis that highlights three
important advantages of having, in a diverse
financial system, some public banks. The
first one relates to the proven resilience in a
context of crisis and their role in
compensating for credit crunch. It is well
known that small and medium firms suffered
the most from this crisis, as banks cut their
lending and this category was the first one to
be touched, especially in Europe, where
private equity is less developed. Even if
efforts were made, notably by the European
Central Bank, who lend billions of euros to
the most important banks in the Euro Zone in
order to stimulate credit in the economy,
banks preferred to invest in government
bonds or to place the liquidity in the deposit
facilities with the ECB. The idea of public
banks is gaining field, for instance, in France
the “Banque Publique d’Investissement” is
now being created. A second favourable
aspect of publicly owned banks is that they
support activities that bring much better
social welfare than the private banks and
provide wider access to financial services.
Finally, they may also help promote
competition in situations of oligopolistic
private banking structures [1].

Shin, on the other hand, suggests limits on
the liabilities side, especially on those
resources that do not come from deposits, in
order to prevent excessive credit growth [8].

Restructuring private banks is a very
strong proposition, sustained both by the
Stiglitz Report and some economists such as
Reddy and De Grawe, but it presents more
obstacles for real implementation, because of
political pressures, conflicts of interest and
powerful lobbying. Separating activities of
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investment and commercial banks could be
the next important step towards the
restructuring the financial system, after the
creation of public banks. The logic behind
this idea is that financial institutions
nowadays resemble a lot in their structure.
Universal banks, which used to collect
deposits and allocate credit to the economy
and also ensure the payment system, became
more and more involved in investment
banking activities, becoming therefore, more
fragile and more exposed to contagion. Two
solutions are thus possible, impeding
commercial banks to embark in trading
activities, for its clients or on its own and, in
order to overcome the too big to fail problem,
dismantling very large financial institutions.
Empirical evidence shows that, beyond 100
billion of assets, there are no economies of
scale [3].

Last but not least, it is important that
regulation be focused on activities and
instruments rather than institutions. This way,
including in the regulation framework the
“shadow banking system” should be
conceivable: money market mutual funds,
asset backed securities markets financed with
repos, they all function as banks, they all
borrow short and lend long, assuring a
transformation process.

Conclusions

The ongoing financial crisis has proved

the powerful impacts that the current
financial system, through its size and
interconnectedness, has on the world

economy. The crisis put on the table the need
to restructure the financial system, in order to
ensure financial stability. While some timid
efforts have been made to re-regulate, no
fundamental step has yet been taken in the
way of restructuring the system. However,
some broad conclusions can already be made.

First of all, in order to be efficient, the
regulation perimeter must cover all
institutions and instruments. Without an
articulated and global regulation, regulation
arbitrage will certainly emerge: activity will
be progressively transferred towards the
“shadow banking”, markets with fewer or
without regulation systems. These policies
must be concentrated on activities, and
instruments, on one hand, and on institutions
of systemic importance, on the other hand.



Nevertheless, no one can guaranty the
exhaustiveness of regulation measures and

their force to reach the entire financial system.

That is the reason why regulation must focus
as well on transmitting the good incentives,
aiming at restricting risky activities and limit
the damaging consequences playing [8].

At the international level, a universal
coverage of the regulation should enable
limiting  national  financial  systems’
exposition to risks coming from countries
that would fail to implement an efficient
regulation policy. Additionally, attention
should be paid to detect anti-loyal stratagems
of developed financial centers to preserve
their privileged positions.

In the second place, it is important, for
succeeding in the financial stability objective,
to reach international cooperation. A global
integrated financial system cannot be
regulated on a national basis. All countries
are concerned by financial stability and
regulation measures are only a part of it.
Attention should also be provided to the flow
of short term capital to developing and
emerging countries, for their potential
destabilizing effect on macroeconomic
variables [5].

Until the problem won’t be addressed
globally and there is no real political
willingness to tackle the problem, reforms,
already timid, will stay local and a new
financial crisis may hit again. It will maybe
be the slap that will wake us up.
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Abstract

The on-going financial crisis, resulted
from increased financial deregulation, easing
monetary policy and a blind belief in
financial markets’ efficiency and auto-
regulation, is still haunting the world
economies. While the developed ones are still
struggling to find growth, the impact on
developing countries is mitigated. The
purpose of this paper is to assess the
economic and social impacts of the financial
crisis fall-out on the developing countries.

The first section briefly summarizes the
factors having allowed the burst of the crisis
and its contagion to the real economy. The
second one analyzes the transmission
channels of the crisis: terms of trade,
volatility in commodity prices, poverty climb
and income inequality. The third section
gives some insights on the capacities of
developing economies to respond to such an
adverse external shock and the outstanding
pressure. Forth section suggests possible
solutions while acknowledging the limits of a
theoretical exercise. The fifth section
concludes.

Key Words: financial crisis, developing
countries, interconnectedness, capital flows
JEL Classification: E44, F32, F33, F43

Introduction

In guise for the Introduction, I would like
to explain the reasons for choosing to study
the impact of the financial -crisis on
developing economies.

The first one is the increasing contribution
of developing countries to world GDP
growth. During the last 6 years, 74% of the
world growth was due to developing
countries, against 22% to the developed ones.
This feature is in sharp contrast with their
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respective contribution to global growth in
previous decades, attesting for their
increasing role on the world scene (these
calculations include the BRICs):

Graphic 1.Regional contributions to world

GDP growth (1970 — 2012)

-]

0-_- — i
= [ ]

1 1 1 1 1 1
15T0= 1975- 19E0- 1585 1960- 15965 D000 005
1975 1980 19E5 1560 1995 000 3005 302

B Do Copeec] el MO
Ssla and T Faaic
smrca
B Loon Armanca ared T Canibiboan
EE Economies in ansiton
— Wit GOF growdh

Source: [8]. UNCTAD Trade and
Development Report, p. 4

Secondly, developing economies suffered
from an exogenous adverse shock, by
contagion from advanced economies. Having
specific macroeconomic features, different
from the developed world, the channels
through which developed countries’ crisis
affects them are specific, and so are their
subsequent responses.

Last but not least, assessing the facets of
the interconnection between advanced and
developing economies provides a useful
insight in identifying solutions to support
global financial stability and growth.

Section 1 - Financial Crisis genesis

The financial crisis that started on the US
housing market carried the developed world
into the worst recession since the Great
Depression. Advanced economies’ recession
weakened global demand and influenced the
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world terms of trade, thus spreading the
initially local crisis throughout the world.
The last forty years were marked by a
significant deregulation process, product
innovation and technological revolution; all
comprehended in the general belief in the
“market efficiency theory”. Low inflation,
abundant and cheap liquidity and blunt
confidence into the efficient and auto-
regulated financial markets, all competed in
the emergence of a general perception of low
risk, thus pushing investors and speculators
to more and more risk-taking [6]. The crisis’
burst wiped-out well accepted fundamentals,
calling into question economic theories,

financial institutions, governments and
macroeconomic thinking in general.
Despite irrefutable benefits of the

financial system — principally the improved
access to borrowing, available to more far-
away markets, at competitive costs — the risks
carried by the systemic nature of the financial
sector have proved pitiless. Through its
interconnectedness with the real economy,
financial distress may have long lasting
effects on economic performance [6].

The common sense suggests that financial
stability should be a continuous concern for
the developed economies and international
institutions, such as the IMF. This concern
could translate into a better incorporation of
the linkages between financial system and the
real economy, as well as of the impacts that
policies and developments in other
economies may have on the domestic and
financial sectors [1].

Section 2 — From the financial to the
economic crisis, from local to global:
transmission channels

In advanced economies, the crisis started
in financial markets and gradually attained
the real economy. Banks’ ill balanced sheets
needed government rescue, thus increasing
national public deficits and exploding public
debt. Banks’ difficulties and increased risk
aversion translated into a “credit squeeze”,
spreading the financial crisis to the real
economy. Firms started having financing
problems, bankruptcies followed, as well as
the emergence of a gloomy economic
environment. Declining economic activity
caused raising unemployment and activated
automatic stabilizers. Public deficits widened
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as fiscal taxes dropped and unemployment
and social benefits amplified.

In most developing countries, the crisis
was initially felt in the real economic sector
and then spread to the financial sector, except
for those which benefitted from significant
capital flows from foreign investors.

The main channels through which the
crisis spread throughout the world were the
following:
= Direct Financial Channels: while
very important for developed economies,
with widely developed financial markets and
a high degree of financial integration, this
channel was less powerful for developing
countries.

. Indirect financial channels: most of
the developing countries, excepting a few
emerging economies, have limited borrowing
capacity on international financial markets.
In the aftermath of the crisis, in a context of
squeezing market liquidity and high risk
aversion, developing countries access to
international markets, if available, was
accompanied by high interest rates, damaging
to the macroeconomic fundamentals such as
fiscal balance and public debt. Another
important  indirect financial  channel,
especially for emerging markets, is the
sudden switch in foreign capital flows, as
well as foreign banks’ willingness to
continue financing credit in these markets,
while they suffer pressure from their own
domestic markets.

. Economic channels: the advanced
economies’ recession weakened global
demand, which had negative impacts on
developing countries, especially exporting
ones. The following chart illustrates the crisis
effects on the world economy GDP in the
aftermath of the crisis fall-out.

Graphic 2.GDP trend, international
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Indeed, the last twenty years have
witnessed an increased liberalization of trade,
making  developing  countries = more
interconnected with the world economy.
Trade openness, calculated as the ratio of the
sum of exports and imports to GDP, has
increased substantially since 1991 and has
been accompanied by an acceleration of
growth.

Graphic 3. Growth and trade openness —
developing countries
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Commodity exporters are generally

twofold affected, through a lowering global
demand and falling commodity prices,
triggering an important reduction in their
revenues and GDP.

Graphic 4. Commodities price 2002 - 2012
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The strong volatility observed in
commodity prices is striking. In the aftermath
of the global crisis, the decline in commodity
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prices had negative effects on export
countries, both through the terms of trade
deterioration and the fall in external demand.

Furthermore, while export developing
countries are sometimes equiped with fiscal
redistributive policies aimed at helping the
poorest, commodity-importing  countries
suffer from rising import bills, particularly
for food and fuel, thus limiting their
development capacity but, most of all,
inducing damaging effects on household
budgets. It is well known that food and fuel
represent more than 80% in certain
developing countries households’ budget.
This feature makes them dependant on
commodity price evolution and aggravates
the already large income inequality.

Not the least, recession in advanced
economies may generate a drop in
remittances and in financial aid, especially
those intended to low income countries.

Section 3 - Developing countries
responses, threatens ans opportunities

Compared to advanced economies,
developing countries, except for some
emerging economies, cannot afford to

implement policy instruments necessary to
counteract an adverse external shock, for
various reasons.

Firstly, people have fewer resources to
face crisis, income inequality is more
stringent, and poverty touches important
parts of the population, so the poorest are
immediately touched in the case of an
adverse negative shock. Secondly, automatic
stabilizers are weak or inexistent, as social
protection systems are embryonic, which
intensifies the already negative impact
outlined in the first point [4]. Thirdly, the
weak borrowing capacity on international
financial markets limits their capacity of
implementation of counter cyclical policies.
Therefore, various countries are constrained,
for instance, to adopt cyclical fiscal policies
as their fiscal revenues diminish during
recession time and they cannot benefit from
adequate financing for maintaining existing
public expenses, not to mention expanding
them. Meanwhile, entrepreneurs and private
investors are confronted with credit
constraints and a climb in borrowing costs.

[7]



Fourthly, financial interconnectedness
plays a crucial role in exacerbating already
existing risks. Countries having totally
liberalized their capital accounts and
borrowing on international financial markets
are the ones the most touched by external
shocks. [7]

Capital account liberalization is a thorn-
bush issue, as many developing countries
have been constrained by international
institutions, IMF included, to liberalize their
capital account in exchange for support
programs [3]. While capital account
liberalization may have significant benefits
for the receiving country, such as enforced
access to capital and capital investment
endorsement, it also poses some risks, such
as pressures on currency appreciation
(eroding the economy’s competitiveness at
exports), asset bubbles and capital inflows
volatility, i.e. drastic reverse when a switch

in international investors’ risk appetite occurs.

Graphic 5. Net private capital flows towards
developing and transition economies, 1980-
2010 ($ millions and as percentage of
recipient countries’ GDP)
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As we can observe in the figure above, the
financial crisis caused an abrupt shift in net
flows towards developing  countries.
However, once the turmoil calmed down,
sound fundamentals (notably in emerging
markets), health sovereign and balance sheets
and low US real interest rates contributed to
drawing inflows to developing countries
again. While inflows are recovering at a fast
pace, their volatility and composition
(portfolio inflows gain place against foreign
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direct investment and bank lending [5])
requires increased consideration and fine-
tuning macro-economic management. These
developments in the inflows trend make a
point in adopting capital account controls,
even if IMF historically prohibited capital
account controls and recently shifted towards
a softer view [1,5], issuing a set of capital
account measures applicable under special
circumstances and for a limited period. (That
being said, its work was not well received by
emerging markets, which plead for
independent macroeconomic policies
implementations).

Another feature of the developing
countries, most specifically emerging
economies, is a significant current account
surplus position, as they are net exporters on
world markets. This allows them to either
reduce foreign debt or accumulate foreign
assets, including international reserves. After
having gradually reduced their foreign debt
ratio, emerging economies used their current
account positions to accumulate huge
amounts of international reserves. While
concentrated in China, the unprecedented rise
in international reserves has been a
widespread phenomenon in the developing
world, especially after the asian crises in the
1990s, aimed at preventing currency
appreciation, especially in the case of volatile
capital flows.

Graphic 6. Reserves of developing developed
and transition economies and China
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Despite  widely improved external
positions, emerging countries  proved
vulnerable in the global crisis because of
greater integration and interconnectedness in
unconstrained global finance. They were
definitely less impacted than developed
countries, due to their sound economic
fundamentals, low debt ratios and important
foreign reserves, but still, the GDP and trade
slowdown in the aftermath of the crisis testify
for the increasing interconnectedness of the
world’s economies.

Conclusions

The current crisis has highlighted the
increasing  interconnectedness  between
finance and real economy, as well as between
different economies around the world.

While the negative effects of the Western
Crisis to the Developing Countries are rather
obvious, the solutions are less obvious, for
various reasons.

Firstly, developed countries, while having
officially escaped from recession, are still
facing difficulties to return to economic
growth. FEurope’s case 1is even more
worrying; caught out in a political and
economic crisis, growth is weak, economic
climate is gloomy and unemployment has
reached historical peaks. Countercyclical
policies have worked rather well in the
aftermath of the crisis, but left behind
important public deficits and debt ratios. This
actually made politicians embark into
austerity policies, hindering the already weak
signs of recovery and aggregate demand.
Notwithstanding, Europe also faces structural
deficit problems: health and retirement
expenses should hike by 2030 as the “baby
boom” generation grows old, thus requiring
important and painful reforms.

Today’s Europe has its hands tied up, at
least until a political consensus is reached. At
the moment, Europe is not talking with one
voice, so it is rather utopian to think that
Europe will embark in discussions on world
economic development, while it’s hard for it
even to look after its own problems.

We talk about the nonsense of the pro
cyclical policies imposed to developing
countries. The Euro Zone actually applies the
same treatment to its suffering members,
conditioning help packages on governments’
engagement to apply restrictive policies in
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order to reduce public deficits and debt ratios.
But everyone knows that the debt ratio is
dependant on two factors: the public deficit
accumulation and the GDP growth. Cutting
expenses in a moribund economy will only
worsen the situation, as aggregate demand
falls and brings with it GDP losses. While
governments must implement optimal
expenses and avert waste, it has to be very
careful not to further depress an already
suffering economy.

Given the degree of globalization of the
economy, the strong links between most of
the economies in the world and the increasing
role of international finance, the only solution
to ensure global financial stability and sound
growth is a world-wide negotiation of a
financial reform. It seems maybe unrealistic,
but, for the moment, no other solution has
proved useful.

This leads us to the obvious conclusion
that financial stability should be a continuous
concern to developed, developing and least
developed economies, as well as international
institutions, because, in an integrated world
economy, one’s actions may have important
spillovers on the rest of the world. This
concern should translate into a better
incorporation of the linkages between the real
economy and the financial system, as well as
the impacts that policies and developments in
other economies may have on the domestic
and financial sectors.

While developed countries will probably
try to make progress financial activities and
financial markets regulation — though, for the
moment, the starting block is rather
disappointing —, developing countries should
support initiatives in that direction, because
they are indirectly impacted, but they should
also push for an agenda that helps them deal
with problems specific to developing
countries and for which advanced economies
are not completely irresponsible. Among
theses problems, let us note the exchange rate
policy, the management of the balance of
payments and the stock of foreign exchange
reserves, management of capital flows in
order not to shatter its financial and real
sectors when capital flows abruptly fly off,
resulting from a change in the investors’ risk

perception.

Global cooperation should enable address
developed world’s problems —  vast
interconnected,  non-regulated  financial



system, less prospects for high growth and
aging population -, those of emerging
economies — capital flows management,
exchange rate policies, reserves accumulation
and not to forget the least developed
countries, the most vulnerable in the
economic process, for which supporting
programs must be provided as well as
specific aid, especially when they suffer from
exogenous adverse shocks|[2].
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Abstract

The paper explores the effects of foreign
direct investments on the human capital
accumulation in the case of the Romanian
economy. Using data for 1995-2010, the
study shows that it is strong relation between
FDI flow and the share of the tertiary
educated people in the population aged 20-
24. This is suggesting that there is a
beneficial effect of the FDI flow in the
economy, stimulating the demand for a high
quality human capital.
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1. Introduction

The flows of foreign direct investments
(FDI) are the largest and the most stable
sources of private capital for developing
countries and economies in transition.

It is very well recognised aming the
economists the beneficial effects for the
economic growth, employment, national
productivity.

There are several channels trought wich
the flows of FDI into developing countries
may increase economic growth. An example
is via technology transfer [10], [9]. Another
is the raise of the plant productivity in the
host countries [1], [6]. Furthermore, FDI may
increase the relative demand for skilled
labor and lead to a rise in the skilled labor
share of total wages, as multinational firms
are often more skilled-labor-intensive than
the rest of the economy|[18].

The above considerations are suggesting
that there is possible a causal relationship
between FDI and human  capital
accumulation. From the perspective of host
countries, especially in the developing world,
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FDI is typically considered by several
authors as an essential deliverable package of
capital, technology, management skill, and
know-how.

The present study aims to explore the
impact of the foreign direct investments on
the human capital accumulation in the
Romanian economy.

The paper is organised as follows: after a
short literature review on the relation
between FDI and accumulation of human
capital, the methodology and data are
described and the main findings are exposed.
The final section is dedicated to conclusions.

2. FDI and human capital accumulation: a
short literature review

There are several aspects of the FDI
impact on the host countries analysed in the
empirical studies.

First of all, FDI has a favourable impact on
the rate of [71,181,[12],[13],
[15],[22],[16].

Positive effects of FDI on growth or
productivity spillovers are attributed to De
Gregorio (1992) Blomstrém et al. (1992,
1994), Bende-Nabende and Ford (1998)
Zhang (2001) for the majority of East-Asian
economies and Latin America and Baldwin et
al. (2005) for nine OECD countries.

Furthermore, the inflows of FDI add to
total capital stock in host countries and raise
the marginal product of skilled labor relative

growth

to unskilled labor. As foreign affiliates are
typically more skill intensive than domestic
firms in developing countries, the increase in
foreign investment may enhance the demand
for skilled labor. Furthermore, if foreign
firms introduce new products or processes to
the domestic market, domestic firms may
benefit from the accelerated diffusion of new



technology [21] and the resulting rise in labor
productivity further enhances the need for
skilled labor. Due to the lack of well-
educated workers in developing countries,
the higher skilled
accompanied with the inflows of FDI leads to
higher wages of skilled versus unskilled labor

demand for labor

that raises a worker’s incentive to acquire
more education.

The relation between education and FDI is
studied by several authors. Hoffman (2003)
constructs a general equilibrium model and
theoretically shows that an education subsidy
under investment liberalization can lead to
equilibrium with a much higher level of
skilled labor in the economy.

Egger et al (2005) uses cross-sectional
data of 79 countries and finds that net inflows
of foreign direct investment raise
participation in higher education.

As analysing method, a crosssectional
time-series analysis is more likely to fully
characterize the effect of FDI on human
capital accumulation, because it takes time
for FDI to affect the return to education and
labor earnings and therefore the individual’s
educational choice. It follows that data
including time series variation in FDI and
education are likely to be able to show the
relationship between them.

Furthermore, the causal relation may go
from education attainment to foreign
investment, because regions with better
educated population maybe more attractive to
multinational companies. There is an array
of works that stress the positive role of FDI
conditioned on adequate local factors
especially human capital. For example,
Borenztein et al. (1998) in their study of 69
developing economies for 1970-1989
concluded that the effect of FDI is dependent
on the human capital stock. Bengoa and
Sanchez-Robles (2003) reached the same
conclusion for Latin America based on
economic stability and liberalized financial
markets. We can conclude that human capital
is a factor of the "absorptive capacity" of FDI

in the economy.
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We can conclude so far that when we
discuss the relationship between human
capital and FDI flow in the host economies,
human capital plays a dual role: as
determinant of the FDI flow (a factor of
attractivity for FDI) and as effect of the FDI
flow, through the mecanism of economic
growth. It is demonstrated by several
empirical studies that economic growth
stimulates the demand for education which
leads to accumulation of human capital and
increase of the human capital stock in the
economy [5].

There are some empirical studies
demonstrating that the proportion of higher
educated people is influencing significantly
the economic output in  Romania The
composition of human capital in the economy
is important for growth, meaning that the
tertiary education as a measure of the quality
of human capital is an determinant of the
economic output and its dynamic [20] .

Summarising the above considerations, the
paper aims to demonstrate that FDI flow has
a positive influence on the human capital
accumulation and the economic growth is
determined by FDI flow and human capital

stock in Romania.

3. Theoretical approach, methodology and
data

We explore the effects of FDI on the
human capital accumulation in the Romanian
economy, using the following variables: FDI
flow, GDP per capita and human capital.
Human capital is expressed by the percentage
of tertiary educated people (ISCED levels 5-
6), data for 1995-2010, from EUROSTAT
data base. The values for FDI flow and GDP
per capita are collected from UNCTAD data.

We assume that the human capital is
positively influenced by the flow of ISD.

EDU _SUP = f(ISD) (1)

Assuming that (1) is a linear
dependence, all other factors being
constant, the regression equation use
could be:

EDU _SUP = B, + B,ISD + ¢ 2)



where: [, is a constant, A is the

regression coeficient and ¢gis the
standard error.

Assuming that there is a time lag when
the educational stock increases as a
consequence of a increased level of FDI
flow, the equation (2) is re-written as
follows:

EDU _SUP, = B, + B,ISD, , + & (3)
where t is time.

If we check the joint effects of FDI
flow and human capital on the economic
growth, we use the following regression
equation:

PIBC = f3, + B,ISD + B,EDU _SUP+& (4)

where PIBC is GDP per capita.

4. Main findings

As we can see in the Table 1 there is
strong correlation between the share of the
tertiary educated people in the population
aged 20-24 and the flow of ISD. The model
is statistically validated due to the fact that

the p-value is lower than 0,05(the
significance treshold).
Table 1
Human capital as dependent variable of FDI
SUMMARY OUTPUT
Regression
Statistics
Multiple R 0,66
R Square 0,44
Adjusted R
Square 0,40
Standard Error 3,10
Observations 16
ANOVA
Signific
df SS MS F ance F
Regres 0,00
sion 1 105,35 105,35 10,98 5
Residu
al 14 134,27 9,59
Total 15 239,61
Standa Lowe
Coeffi rd r Upp
cients Error t Stat P-value 95% %
Interce 2,19 6,88
pt 4,541 1,0940 4,15 0,001 4 7
0,00 0,00
ISD 0,000 0,0002 3,31 0,005 0 1

Source: authors calculations using Excel Data
Analysis application

The three variables: human capital and FDI
flow and GDP per capita are very strong and
positively correlated.
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Table 2

Simple correlation
coefficients

Human capital-FDI 0,66

flow

Human capital -GDP 0,95

per capita

FDI flow -GDP per 0,80

capita

Source: author's calculations

Using the regression equation 3, with a
time lag of 1 year, considerind that in one
year the impact of the FDI flow's growth can
be captured in an increase of the education
demand, we obtained the results presented in
the Table 2.

Table 3

Human capital as dependent variable of
FDI for the previuos year

Regression Statistics

Multiple R 0,863
R Square 0,7448
Adjusted R Square 0,7251

Standard Error 2,0921

Observations 15
ANOVA
Significance
df SS MS F F
Regression 1 166,04 166,04 37,93 3E-05
Residual 13 56,902 4,38
Total 14 222,94
Standard P- Lower Upper
Coefficients Error t Stat value 95% 95%
1E-
Intercept 4,0787 0,7595 5,37 04 2,44 572
3E-
ISD 0,0008 0,0001 6,16 05 SE-04 0,001

Source: authors calculations using Excel Data
Analysis Application

The econometric model can be validated,
as the SignF is lower than 0,05(the
signficance threshold).

When FDI flow increases with 1 dolar, the
share of higher educated people increases
next year with 0,0007 percentage points. It
is not a spectaculous increasement, but is a
positive effect, statistically validated (p-value
is lower than 0,05 (the significance
threshold).

If we check the joint effects of the FDI
flow and the human capital on the economic
growth, the findings show (Table 3) that they
are beneficial to the evolution of GDP per
capita in the case of Romania.

The econometric model is statistically



validated, due to the fact that sign F is lower
thant 0,05 (the significance threshold).

Table 4
GDP per capita, as dependent variable of
FDI and human capital
SUMMARY OUTPUT
Regression Statistics

Multiple R 0,9847

R Square 0,9696

Adjusted R Square 0,9649

Standard Error 523,09

Observations 16

ANOVA

Significance
df ss MS F F

Regression 2 1E+08 6E+07 207,1 1E-10

Residual 13 4E+06 273625

Total 15 1E+08

Standard P- Lower Upper
Coefficients Error t Stat value 95% 95%

Intercept -641,9 276 -2,326 0,037 -1238 -45.6
ISD 0,2026 0,042 4,8219 352 0,112 0,293
EDU_SUP 523,9 45,144 11,605 3(])52; 426,4 621,4

Source: authors calculations using Excel Data
Analysis Application

Based on the above findings, the main
conclusion is that in virtous circle of growth,
the FDI flow induce economic growth, wich
stimulates the demand for high quality
human capital and this lead to the
accumulation of human capital in the
economy. Further, an increased level of
human capital in the economy is leading to a
higher level of the absorptive capacity of FDI
in that economy:

5. Conclusions

Human capital, expressed by the
percentage of the higher educated people in
the population aged 20-24, is positively
influenced by the FDI flow, the relationship
being statistically validated. This influence is
transmitted through the mechanism of
economic growth.

As determinant of economic growth, the
FDI flow stimulates the demand for tertiary
education and accumulation of high quality
human capital.

The findings of the study confirm the
general results regarding the positive effect
of FDI flow on human capital accumulation.
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We have to mention the limits of the
study, especially the low number of
observations and the omission of other
factors that can influence the results
(economic, absorptive capacity of the
economy, economic recession and wider time
lags in the technology transfer).
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Abstract

Until recently the Russian economy was
one of the fastest growing economies in the
world. The economic growth brought an
improvement in the standard of living of the
average Russian citizen and also brought an
economic stability that Russia had not
experienced in at least a decade. This strong
economic performance had been a major
factor in the popular support that the Russian
leadership enjoyed and was also arguably a
factor in the boldness with which that
leadership reasserted Russia’s status as a
world power, challenging the United States,
Europe, the neighboring former Soviet states
in economic and national security areas.
However, as it has been the case with most of
the world’s economies, the Russian economy
has been hit hard by the global financial
crisis and the recession.

Cuvinte cheie: Economic Development;
Foreign Trade; Inflation; Weaknesses.
Clasificare J.E.L.F5; O1; O4;

1. Introduction

Considering the situation ‘on surface’ we
see that Russia has some of the world’s
largest reserves of oil, natural gas and other
raw materials, many of which are critical to
industrialized countries. Many European
countries and former Soviet states are highly
dependent on Russian natural gas. Russia is a
significant player in a number of issues
critical to the United States, such as nuclear
proliferation by Iran and North Korea.[1]

Russia is also a member of the G-8, group
of highly developed economies and has been
a member of World Trade Organization -
WTO since 22 August 2012, becomes the
156th WTO member. [2]
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While the U.S. exports to Russia are still

relatively small, Russia is an important
market to the U.S. exporters of poultry,
energy equipment, and technology. Russia is
also an important supplier of a number of raw
materials that are critical to the U.S.
manufacturers.
Despite all these facts, the crisis has deeply
affected the Russian economy. To better
understand the internal mechanisms of the
crisis processes[3] it is important to look
more closely at the model of growth that
evolved in Russia in 1998-2007 and on
fundamental problems of the Russian
economy, given that at present, growth is
based on increasing the amount of knowledge
and the number of innovations per adapt
them rapidly and widely available.[4]

2. Economic Development: 2001-2008

The Russian economy bounced back
quickly from the 1998 crisis and enjoyed
over 9 years of sustained growth averaging
about 7% due to a devalued ruble,
implementation of key economic reforms
(tax, banking, labor and land codes), tight
fiscal policy, and favorable commodities
prices. Real GDP has increased 6.9% on
average per year in contrast to an average
annual decline in GDP of 6.8% during the
previous seven years (1992-1998). The
positive GDP trends are reflected in other
measurements that point to an improved
Russian standard of living throughout the
period.

Table 1. Selected indicators of the Russian
economic development 2000-2008

2000
2001
2002
2003
2004
2005
2006
2007
2008

GDP, % 10 (5,14,7|73[72|64|7,7|8,1|5,6




Industrial
production, %

Fixed capital
investment, %
Federal

government 0,8 3 |14|1,7|44|75|7,4]5,5(40
balance, %GDP)|

17,4 10 | 2,8 |12,5{13,7{10,9|16,7(21,1|9,8

Inflation % |20,2[18.6|15,1| 12 {11,7[10,9/ 9,0 [11,9 133’
Current 08
account,  |46,8|33,9]29,1|35,4|59,584,4(95,6|76,6|"
- 9

billions of $

U“emp%’ymem’ 10,5/9,0(8,1]8.6|82|7.6[7.2]|61(63

Oil prices 22.,8|27,6|37,6 95,
$/barrel) 2353777777 T |50-3(61,2(69.5
Reserves

(including 124,182,|303,|478,|427

gold), billions 28,0136,6/47.5/76,9 5 2 7 8 |,1
of §
Source: BOFIT  Russia  Statistics[5],

Historical Crude Oil Prices [6]

Average real wages in Russia increased
10.5% per year from 1999-2008. In addition,
real disposable income (the income that the
average Russian resident has available from
all sources after taxes) grew 7.9% from 1999
to 2008. The Russian unemployment rate also
declined during the 1999-2008 period, from
12.6% to 6.3%.

Household consumption and fixed capital
investments both grew by about 10% per year
during this period and replaced net exports as
the main drivers of demand. Inflation and
exchange rates stabilized due to a prudent
fiscal policy (Russia ran a budget surplus
from 2001-2008).

Graphicl. Exports driven by oil price
2000-2008

312002 2005 PO0E JO05 2006 I00T J00E

Source: Constructed according to Russian
Statistics Agency data [7]

Russia’s foreign trade has increased
sharply in the last ten years (1999-2008).
During that period Russian exports grew
close to 525%, from $75.5 billion to $471.6
billion and Russian imports rose close to
640%, from $39.5 billion to $291.6 billion.
As a result, Russia has experienced rapidly
increasing trade surpluses. Its merchandise
trade surplus rose from $36.0 billion in 1999
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to $179.7 billion in 2008. Russia’s current
account balance (which includes balances on
merchandise trade, trade in services,
investment income and unilateral transfers)
increased substantially, from $24.6 billion in
1999 to $102.3 billion in 2008. As a result,
Russia accumulated one of the world’s
largest foreign reserve holdings that have
skyrocketed from $12.5 billion in 1999 to
$427.1 billion at the end of 2008.

3. Weaknesses of the Rusian Economy

Unfortunately, the Russian achievements
of the recent years were based on weak
foundations. Russia was unable to properly
cope with the growing stream of petrodollars.

Despite the favorable picture, Russia has
been plagued by continuing problems. The
dramatic improvements in the performance of
the Russian economy initially occurred not
because of the right policy, but despite the
lack of it. Inflation, while down from the sky-
high rates of the 1990s, inflation rates
remained high. From 2006 to 2008, the
consumer price index rose by 9.0%, 11,9%
and 13,3%, respectively. The life expectancy
of the average Russian citizen, particularly
males, remains low for a developed country.
In 2006, it was 73.2 years for a Russian
woman and 60.4 years for a Russian male.
Increases in alcoholism and other diseases,
such as tuberculosis and others which have
been nearly eradicated in developed
countries, have contributed to the relatively
low life span, especially for males. It is also
explained by the poor and deteriorating
health system which has been slow to adjust
to the transition from central planning.

It must be noted that Russia’s economic
growth was largely concentrated in a few
sectors. Nor were the benefits of growth
widely distributed throughout the society.
More than one-third of the population of the
Russian Federation continued to live below
the poverty line. The Russian economy faced
several weaknesses:

3.1. An overvalued exchange rate.

In recent years Russia has suffered from
the “Dutch disease” — a dramatic appreciation
of the real exchange rate of the ruble that
undermined the growth of all industries
except for those in the resource sector. The



Russian Central Bank was doing the right
thing by going against the grain and
accumulating foreign exchange reserves to
prevent the appreciation of the ruble, but it
did not do it fast enough, which resulted in
the growing ratio of Russian prices to foreign
prices. As a result, the Russian non-fuel
industries could not compete with the foreign
producers, so imports in real terms grew
faster than anything else in the national
economy. The growing trade surplus of
recent years is mostly due to constantly
increasing fuel prices, whereas the growth of
the physical volume of imports (fivefold in
real terms in 1999-2008) greatly outpaced
the growth of exports in real terms.

3.2. Poorly diversified economy and
export structure.

The Russian economy is too dependent on
the oil and gas exports that account for one-
half to two-thirds (depending on world fuel
prices) of total Russian exports. The
prosperity of recent years was mostly based
on growing world fuel prices. A simple
calculation shows the importance of the
windfall oil revenues for Russia: the Russian
GDP at the official exchange rate was
about $1 trillion in 2007, whereas the
production of the oil and gas sector, which
employs less than 1 million workers, is
valued at about $500 billion at world oil
prices of $80 per barrel. When oil was priced
at $15 a barrel in 1999, Russian oil and gas
output had a value of less than $100 billion.
The difference, $400 billion, is the fuel
windfall profit that literally fell on Russia
from the skies.

Graphic 2. Russia’s export structure, min$
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3.3. Low spending for investment and
public goods.

The government failed to channel the
stream of ‘petrodollars’ into repairing the
“weakest link” of the national economy —
provision of public goods and investment
into non-resource industries. Investment and
government consumption amounted to about
50% of GDP in the early 1990s, fell to below
30% of GDP in 1999 (right after the 1998
currency crisis), and recovered only partially
afterwards — to about 40% of GDP in 2007.
Instead of using windfall petrodollars to
repair the weakest link — state capacity to
provide public goods — the government, on
the one hand, decreased tax rates, allowing
petrodollars to leak into personal incomes,
and, on the other, maintained a budget
surplus that expanded to nearly 10% of GDP
and was used to finance the accumulation of
foreign exchange reserves in the Central
Bank and the Stabilization Fund.

3.4. High income inequalities.

Before the collapse of the Soviet Union,
the richest 20% of the Russian population
accounted for 30.7% of Russian income,
while the poorest 20% accounted for 11.9%.
In 2006, the richest 20% held 46.8% of the
income, while the poorest 20%’s share had
declined to 5.4%. The middle 60% of the
population’s share had declined from 57.4%
in 1992 to 47.8% in 2006. The two sets of
income distribution measurements mean that
while the Russian standard of living has
improved, a small segment of the population
is enjoying close to half of the benefits. In
1995 there was no person in Russia worth
over $1 billion, in 2007, according to Forbes,
Russia had 53 billionaires, which propelled
the country to the second/third place in the
world after the US (415) and Germany (55) —
Russia had 2 billionaires fewer than
Germany, but they were worth $282 billion
($37 billion more than Germany’s richest). In
2008 the number of billionaires in Russia
increased to 86 with a total worth of over
$500 billion — one-third of the country’s
GDP.



Conclusions:

These weaknesses an overvalued
exchange rate, poorly diversified economy

and export structure, low spending for
investment and public goods, and high
income inequalities - were partially

concealed by high oil and gas prices in 2000-
08, but were revealed during the Global
economic crisis, as oil prices fall. Foreign
exchange reserves of over $550 billion (as of
early October 2008) provide some room for
maneuver and a chance for a “soft landing.”
At the current rate of depletion ($20 billion a
month), Russia still has some time to adjust
to the terms-of-trade shock. But even if oil
prices do not fall faster, at the end of the day,
there is no way to avoid devaluation and real
restructuring in order to tackle the root
problems rather than their symptoms. It is a
paradox, however, that the need to deal with
these weaknesses becomes more acute with
the depletion of the required financial
resources.

In fact, the right question to ask about the
recent performance of the Russian economy
is why Russian growth rates lagged behind
the growth rates of other countries and were
not even higher in 2000-2008 despite a
nearly fivefold increase in average annual oil
prices. The answer may be disappointing, but
is hardly disputable — Russia did not manage
to use its growing resource rents in the best
possible way.
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Abstract

The global financial crisis, brewing for a
while, really started to show its effects in the
middle of 2007 and in 2008. Around the
world stock markets have fallen, large
financial institutions have collapsed or been
bought out, and governments in even the
wealthiest nations have had to come up with
rescue packages to bail out their financial
systems. Despite official attempts to designate
Russia as a safe-haven in the stormy sea of the
global financial crisis, the crisis has deeply
affected the Russian economy.

Russia’s fiscal decline —from an average
of 7 percent annual growth before the crisis
to a loss of 7.9 percent GDP in 2009 — is the
highest figure among G20 countries.

Cuvinte cheie: Global Economic Crisis;
Anti-crisis Policy; Business; Inflation.
Clasificare J.E.L.F2; O1; E6;

1. Introduction

As the case with most of the world’s
economies, the Russian economy has been
hit hard by the global economic crisis and
resulting recession, the effects of which have
been apparent since the

last quarter of 2008. Even before the
financial crisis, Russia was showing signs of
economic problems when world oil prices
plummeted sharply around the middle of
2008, diminishing a critical source of
Russian export revenues and government
funding.

In 2008, it faced a triple threat with the
financial crisis coinciding with a rapid
decline in the price of oil and the aftermath
of the country’s military confrontation in
August 2008 with Georgia over the break-
away areas of South Ossetia and Abkhazia.
These events exposed three fundamental
weaknesses in the Russian economy:
substantial dependence on oil and gas sales
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for export revenues and government
revenues; a decline in investor confidence in
the Russian economy; and a weak banking
system. Europe’s decision to temporarily
suspend deliveries from Russia — after
Moscow’s January 2009 dispute with
Ukraine — also drove prices down.

2. Effects of the Economic Crisis

The rapid decline in world oil prices
discussed earlier has been a major factor in
the overall decline in Russia’s economy.
Russian government revenues are expected to
be adversely affected because of the drop in
oil revenues, but also because of the decline
in income tax revenues, which will cause the
Russian government to incur a budget deficit
for the first time in ten years, a deficit of
perhaps 8% of GDP. Russia has also been
adversely affected by the world-wide credit
crunch that ostensibly began with the
proliferation of subprime mortgages in the
United States and the subsequent burst of the
real estate bubble. Because low interest credit
was not available domestically, many Russian
firms and banks depended on foreign loans to
finance investments. As credit tightened,
foreign loans[ 1] became harder to obtain.

Table 1. Selected indicators of the Russian
economic development 2006-2009 Q1

2006 | 2007 | 2008 28?9
GDP, % 77 | 81 | 56 | -9,8
Industrial
production, % 6,3 168 | 21 |-143
Fixed capital |7 151 1| 935 |.156
investment, %
Federal
government 74 | 55 | 4,0 | -0,6
balance, %GDP
Inflation % 90 [ 11,9]|13,3| 54
Current account,
billions of $ 95,6 | 76,6 | 98,9 | 11,1
Unemployment, %| 7,2 | 6,1 | 6,3 | 94




Oil prices
($/barrel) 61,2169,5|95,1 | 44,1
Reserves
(including gold), |303,7|478,8|427,1|383,9
billions of $

Source: BOFIT Russia Statistics [2],
Historical Crude Oil Prices [3]

The economic downturn is showing up in
Russia’s performance indicators. Although
Russia’s real GDP increased by 5.6% in 2008
as a whole, it increased more slowly than it
did in 2007 (8.1%) and grew only by 1.2% in
the fourth quarter of 2008.

In 2008, Russia’s real GDP was only 8th
among the 15 former Soviet states
(Azerbaijan’s GDP  increased 10.8%,
Armenia 10.0%, Uzbekistan 9.0%, Tajikistan
7.9%; Kyrgyz Republic 7.6%; Moldova
7.2%; and Armenia 6.8%).[4]

The economic slowdown has been
reflected in the Russian ruble exchange rate
as well. The ruble has been declining in
nominal terms because foreign investors have
been pulling capital out of the market to shore
up domestic reserves, putting downward
pressure on the ruble. The ruble had declined
as much as 45.6% between July 29, 2008 and
April 21, 2009; it has recovered somewhat
so, that by June 5, 2009, it had depreciated
31.8% since July 29. Russian official
reserves have declined substantially in part
because of Russian Central Bank has
intervened to defend the ruble and current
account surpluses have shrunk. Russian
official reserves declined from $597 billion at
the end of July 2008 to $384 billion at the
end of February 2009, although they have
increased to $404 billion by the end of May
2009. Another sign of financial trouble for
Russia was a rapid decline in stock prices on
the Russian stock exchanges. At the close of
business on May 10, 2009, the RTS index [5]
had lost 62% of its value from its peak
reached on May 19, 2008, although the index
has shown signs of rising recently. (The RTS
Index is a free-float capitalization-weighted
index of 50 Russian stocks traded on the
MICEX-RTS Stock Exchange in Moscow,
Russia. The list of stocks is reviewed every
three months by the RTS Information
Committee).
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3. Russia’s Anti-crisis Policy

The major peculiarity of the Russian anti-
crisis policies was the decision by its leaders
to gradually devalue its currency—known as
stepwise devaluation—after months of
expectation in November of 2008. Such
devaluations are rarely recommended. They
tend to create expectations of a continuous
cycle of currency depreciation, and
consequently, a vicious cycle easily arises
leading to excessive depreciation of the
currency.

Observers believe that the Prime Minister
Putin adopted the stepwise devaluation
policy over the objections of practically all
others involved. He apparently based it on

arguments that it would maintain the
currency’s stability, whereas a one-off
devaluation — usually the preferred

alternative — might have led to difficult-to-
forecast reactions of the public. At the same
time, gradual devaluation gave economic
agents ample time to adjust their assets
through the privatization of currency
reserves. This meant that the authorities did
not have to fulfill their initial promises to
provide foreign currency support to all
companies and banks with foreign debt.
Apart that, the Russian government has
responded to the crisis with various measures
to prop up the stock market and the banks.
The packages, valued at around $180 billion,
are proportionally larger in terms of GDP
than the U.S. package that Congress
approved in September 2008. In mid
September, the government made available
$44 billion in funds to Russia’s three largest
stateowned banks to boost lending and
another $16 billion to the next 25 largest
banks. It also lowered taxes on oil exports to
reduce costs to oil companies and made
available $20 billion for the government to
purchase stocks on the stock market. In late
September, the government announced that
an additional $50 billion would be available
to banks and Russian companies to pay off
foreign debts coming due by the end of the
year. On October 7, 2008, the government
announced another package of $36.4 billion
in credits to banks. In 2009, the government
changed strategies by focusing on
macroeconomic  measures rather than
measures to assist specific industries or
firms. For example, the government reduced



the corporate tax rate from 24% to 20% and
the tax rate on small companies to try to

stimulate investment. The government
expects to rein in expenditures as it
anticipates lower revenues but still

anticipates its first budget deficit in 10 years,
which the government will be able to finance
at least for the time-being from accumulated
reserves. While cutting expenditures might
be considered fiscally responsible on the one
hand, it could retard government investment
in obsolete infrastructure and expenditures on
pensions and other social income transfers,
contributing to a drag on the rest of the
economy.

4. Present Situation

4.1. Export.

Economic recovery was primarily export-
driven in the second half of 2009. Resumed
growth in Russian exports correlated with a
recovery of global trade. Yet even though
exports grew, they only reached, but did not
exceed, the pre-crisis level. While in normal
economic conditions a small increase in
exports might have triggered economic
growth, in the current post-recession
economy exports alone are insufficient to
support Russia’s recovery.

4.2. Industry.

Industry, a critical component of the
Russian economy, is performing below its
pre-crisis level as well. The only growth of
note has been in those industries that
benefited directly from the boost in foreign
trade.

4.3. Household Income.

Unemployment remains high, with the
official numbers skewed because they fail to
include many unregistered foreign workers,
who dominate the construction and retail
industries. Ye, despite high unemployment
rates, household income has grown in the
past two years due to increased government
spending on wages and pensions. This
growth in income contributed to an increased
flow of imports into Russia, affecting
Russia’s trade balance. The crisis also
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changed Russia's position in terms of
attracting foreign direct investment (FDI).
Surprisingly, Russia is among the top five
developing countries in terms of attracting
FDL. [6]
Table 2. Selected indicators of the Russian
economic development 2009-2011

2009 | 2010 | 2011
GDP, % -7,8 4,3 4,3
Industrial
production, % 9.3 8.2 47
‘leed capital 15,7 6.0 8.3
investment, %
Federal
government -5,9 -4,1 0,8
balance, %GDP
Inflation % 8,8 8,8 6,1
Current account,
billions of § | 150 | 7L1 | 9838
Unemployment, %| 8,2 7,2 6,1
Oil prices
($/barrel) 53,48 | 71,21 | 87,04
Reserves
(including gold), | 439,0 | 479,4 | 498,6
billions of $

Source: BOFIT Russia Statistics [7],
Historical Crude Oil Prices [8]

Despite its deficiencies, Russia successfully
responded to the global crisis, and as oil
prices are rising again, it does not face any
serious problems in the immediate future.
But the global crisis has exposed the severe
structural problems that have been plaguing
the Russian economy for decades. For the
country to enjoy again the growth it had
before the global crisis, it urgently needs a
comprehensive reform. The current system is
no longer suitable for the challenges ahead
and is facing a dead end; it is not sustainable
in the long run and must change. But, as it is
typical of a country suffering from a resource
curse, the Russian leadership will likely
delay reforms as long as oil prices stay high.
Reliance on energy rents to once again fuel
Prosperity while ignoring fundamental
reforms will only slow growth in the long run
and eventually lead to bankruptcy. How long
will the Russian society be willing to live
with low growth, which is inevitable without
serious reforms? Will the government remain



popular if real disposable income rises at 1 to
2 percent per year rather than 9 to 10
percent?

Among the severe structural problems are
poor infrastructure; excessive regulations;
energy inefficiency; high public spending,
especially on pensions; heavy dependence on
commodities, especially oil and gas; and
widespread corruption and weak rule of law.
Even without the global crisis, these
problems would have inevitably led to an
economic collapse (or at least a significant
slowdown) by the end of the decade. Many
economists note that a slowdown in some
important sectors began well before the crisis,
and the causes were purely domestic, having
nothing to do with the global environment. [9]

Russia is an important international
power, but it does not have sufficient
resources to be a global superpower. Russia’s
conventional forces, even when they are
eventually reformed will have only a limited
capacity to act beyond the country’s borders.
More importantly, the Russian defense-
industrial base will have to be fundamentally
restructured to support even that capacity.

As the economic crisis has demonstrated,
the model Russia’s present leaders have
chosen — growth without development,
capitalism without democracy, and great
power foreign policy without international
appeal — can run only so far. Unless the
country modernizes, Russia will further
marginalize its position in global affairs.
Russia’s foreign policy is as much in need of a
fundamental overhaul as are its economy and
social and political systems. Instead of
pursuing a separate course, Russia should
aspire to integrating itself into the world
economy.

The Russian leadership has a great
opportunity to change things for the better.
On the one hand, it is evident that the current
economic model cannot deliver sufficient
growth in the next several years. On the
other, the Russian regime does not face any
apparent immediate internal or external
problems. Therefore, the Russian government
can launch reforms if it so desires. The
president of Russia himself has expressed the
enormous challenges his country faces in his
September 2009  manifesto-article, “Go
Russia!” — “Should a primitive economy based
on raw materials and endemic corruption
accompany us into the future?”” he asks.
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Only time will tell if this stark analysis of
Russia’s structural challenges will prompt the

leadership to pursue the much-needed
reforms.
Conclusions:

Russia rises and falls with oil prices,
which have a huge impact on the real,
external, fiscal and monetary developments.
It is open whether Russia will be able to
reduce its vulnerability to oil price
fluctuations by generating non-oil growth.

Russia’s  unfavourable business climate
remains a serious impediment for non-
commodity and commodity sector

development alike. In fact, global economic

crisis revealed those weaknesses of the

Russian economy:

e An overvalued exchange rate;

e Poorly diversified economy and export
structure;

e Low spending for investment and public
goods;

e High income inequalities.

Keeping in mind that the government did
not take any measures and did not held any
reforms, the effects of the crisis were quite
dramatic. Crisis resulted in:

e Loss of 7.9 percent GDP in 2008;

e Drop in export prices;

e Decline in some export volumes;

e Massive outflows of portfolio investment
and capital flight.

In fact, Russia managed to survive and to
respond to the global crisis, basic indicators
are growing again and even if Russia is not
able to develop a healthier model for
sustained catch-up growth based on
investment, innovation and human capital
accumulation, and continues to rely on
commodity exports, this would still be a
reasonable basis for economic growth,
provided  commodity  prices  remain
sufficiently high and Russia’s natural
resources are skillfully managed.
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Abstract

The present paper brings forward the
psychological effects of the financial and
economic crisis upon individuals. Following
the empirical research as well as the specific
literature, we discovered that the greatest
psychological effect of the financial crisis
upon individuals is created by the financial
stress. Moreover, the study shows that the
financial stress, as a psychological effect of
the financial crisis, is associated with the
fear of not being able to accomplish the
financial needs, the impossibility to have a
high standard of living, a lower self-respect
and the withdrawal form former social
groups.

Key words: psychological effects, financial
and economic crisis, behaviour, financial
stress, mental health.
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1. Globalisation and financial crises

The moment when  globalisation
exacerbated, financial crises appeared. These
crises reveal the price instability on the
financial markets, as well as the “lack of
cash”, without which the geo-economic
system cannot function. Throughout history,
examples of economic crises are numerous
and unpleasant, but the world economy
“memory” has only kept the following: the
great stock market crash (The Wall Street
Crash) in 1929 which triggered “the great
recession” that lasted until 1933; the stock
market crash in 1987, which was the greatest
crash recorded in a single day, and then there
are the emergent markets crises of the 90’s
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which involved significant geopolitical and
€conomic repercussions.

At the moment we are in the middle of the
most serious financial crisis compared to the
great 1929-1933 crisis. At a glance, this
crisis, which started in the USA, resembles
the others very much, but there is also one
significant element which makes the
difference: it designates the end of an era of
credit expansion, which has the dollar as a
currency reference [1]. The US government
wish for the Americans to be able to buy a
house has forced FED to cut the refinancing
interest rate of commercial banks by 1% a
year since the 90’s. Given these facts, banks
granted credits with an interest rate of 2-4% a
year, which led to an unprecedented “real-
estate boom”. Since 2000 and until 2005 we
assisted at a real-estate frenzy that was
supported by a market quota increase of over
50%. This overwhelming increase actually
favoured speculations on the value of both
the houses and the loans. Thus, when we
expect the house value to be higher than the
loan, the tendency is to purchase as many
estates as possible (in 2005 more than 40% of
the real estates were holiday residences or
investments). Since 2005, the inflation
danger which was threatening the USA,
forced FED to increase the interest rate up to
5% a year. Therefore, commercial banks
operated an interest rate rise of 6-8% a year.
These doubled or even tripled interest rates
have led to the impossibility of instalment
payments and to foreclosures [2]. Thus,
millions of people couldn’t cope with FED’s
new interest rates, and banks suddenly found
themselves in the possession of an impressive
number of houses, which they tried to
auction, thus unbalancing the interbanking
relations. The major cause that created the
crash in the international banking relations



was the fact that American banks succeeded
their refinancing by selling the high risk real
estate contracts (the contracts with a low
payment capacity of the population) to other
worldwide  investment  banks  (UBS-
Switzerland, Deutsche Bank - Germany).
What did the other countries hope for
regarding the crisis? The answer is simple.
They wished to avoid contagion, which
developed during the crises in the 90’s. But
the story seems to have repeated, and the
whole world economy “is catching the
American flu”. Contagion, or the domino
effect seems to function really well [3]. In the
US, the economic crisis started in 2007,
while the European and the continental
economies were perfectly going on. Now,
after five years, the international media
announces significant downsizing in many
states and on different continents.

2. Psychology and human behaviour

Psychology is a developing science with
the goal to understand, discover and explain
human nature — the mental process and the
behaviour which make us what we are and
separates us from other beings. Personality

psychology, which is part of social
psychology, studies the influences of
information, situations and of other

individuals on people and tries to understand
the changes of personality caused by them.
That is, personality psychology investigates
the individuals’ ideas, feelings and
behaviour.

Behaviour is the externally observable
response of a person to an environmental
stimulus.  According to  psychology,
behaviour presents an intellectual feature, as
well as an intentional and an emotional one
[4].

Behaviour, which depends both on the
individual and on the environment, but
mostly on the economic environment, always
makes sense. It corresponds to seeking a
solution or an object likely to reduce the
needs of the individual. In the economic
literature, classical and neoclassical theories
describe man as rational and able to make the
best decision. This “perfect man” was called
Homo economicus [5]. Meanwhile, research
determined homo economicus “to change his
style”, which led to the dissolution of a
rational Homo Economicus. The change of
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style was supported by the development of
the limited rationality that considers human
beings as unable to make efficient decisions
because they cannot have all the data and do
not efficiently anticipate the outcome. Thus,
if we take limited rationality into account, we
may say that the greatest psychological effect
of the crisis upon the individuals is the
financial stress.

3. Financial stress

According to the American Psychological
Association, the most common source of
stress is money, or the lack of money [6]. Is
present in people’s life from all social classes
and it appears where the individual cannot
cope with changes.

Generally, stress may be defined as an
unpleasant feeling that appears with the fear
of loss or when threatened by something such
as economic and financial crises, which are
external stress factors to individuals. More
precisely, financial stress may be perceived
as breach in the daily program of both the
individuals and the financial markets [7].

According to Chinese culture, risk has a
double meaning, being a combination
between danger (crisis) and opportunity.
Following this line, we may interpret
financial stress in the same dimension.

e Financial stress as danger. Financial
stress is different form one person to
another and it may appear under several
forms, starting with the threat to lose
one’s job. Such features are: the fear of
being unable to meet one’s financial
needs, a lower standard of living, a lower
self-respect and the withdrawal form
former social groups when financial stress
appears.

o Financial stress as opportunity. Financial
stress may also lead to positive changes in
one’s life: finding a job, or improving the
ability to manage personal finances.

The intensity of the financial stress is
mostly measured by the lapse of time which
postpones the purchase of household
appliances, the rhythmic payment of bills (a
major stress factor), the decrease of the living
standard, the lack of cash flow, the
possibility to lose one’s job [8].

Generally, it is very difficult to assess the
cost of financial stress for both the individual
and the society as a whole. However, the cost



may be set according to the effects that
financial stress has upon the individual
mental health, as well as upon the economy.
Within the economy, financial stress may
reduce job performance and productivity,
thus creating a gap within the business
development and the general economic
system.

Figure 1. The individual financial stress
outcome

-

Individual financial stress

Decreased
performance
and productivity
at work

Affects the
evolution of business

Affect the overall
2conomy

Source: Authors’ research

4. The impact of the economic crisis upon
the individuals’ mental health

Sanity is very important as it allows the
individuals’ personal development in the
emotional, psychological, intellectual and
social dimensions. Moreover, it is beneficial
for the job atmosphere, in order to determine
an economic growth and a social
development.

It is expected that an economic crisis
affect the mental health of the individuals.
Sanity problems caused by the economic
crises produce chaos in the community,
within the country, and at the level of world
economy.

Table 1. The significant element of the
population’s sanity

Protection factors Risk factors
Social capital and Poorness and high
social protection debts
Children’s health Unhealthy food,
before and after birth mental health
heredity
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Balance at work and Unemployment,
at home job insecurity,
stress at work
Healthy life style Alcohol and drug
addiction

Source: World Health Organization, Impact
of economic crisis on mental health, 2011

The different personality features of
individuals make them react differently when
facing the economic crisis. Thus, they may
experiment a constant search to find solutions
to overpass the crisis, they may ask for extra
state incentives or social protection, or they
may increase consumption and ignore the
crisis. On the other hand, they may develop

anxiety issues and display nervous
breakdowns due to a constant feeling of
helplessness.

The world economic situation

demonstrates that the crisis started in 2007
affected the population on three different
channels:

o Channel 1 — the stock exchange and the
real-estate market (this level has affected
the investors who had resources and
invested in securities or over-the-counter
derivatives, but also on the estate market);

e Channel 2 — banks (this category includes
people who have financed their purchases
by obtaining bank loans);

e Channel 3 — pay cuts and layoffs (it
affected people whose salaries decreased
and those who lost their jobs due to
downsizing or to bankruptcy) [9].
According to World Health Organization

studies, the present crisis has significantly

affected Europe. Thus, Europeans lost their
jobs and the vulnerable groups, such as
people with low incomes and very poor
people, were socially excluded. World Health
Organization includes children, single parent
families, unemployed people, ethnic
minorities and old people among the
vulnerable groups. Poorness affects children
in their cognitive, emotional and physical
development, as well as their life-long health

and wealth [10].

Besides the negative effects of the
economic crisis on the individuals’ mental
health, there is also the opportunity to
strengthen economic policies of social
support.

The health system cannot assure the
individuals’ sanity without the help of the



state. Thus, the side effects of the economic

crisis may be diminished by economic policy

measures:

e creating active programs for the labour
market (programs to keep jobs, or
requalification programs to reintegrate
people on the labour market, special
programs for young, unemployed or
disabled people);

e family support programs (support for
further study, for maternity leave and for
the child-raising leave);

e a significant increase of the alcohol price,
as well as lower distribution, which
determines a decrease of alcohol
consumption;

e medical assistance for people with a high
risk of mental health problems;

e programs to cut people’s debts to the
state.

5. The psychological impact of the
economic crisis upon the Romanians

Nowadays, Romania — an emergent
economy with severe systemic problems
(inflation, unemployment, corruption,
education, EU funds absorption,
infrastructure, and loan-dependent) which is
open to the external market — was deeply
affected by the present unfavourable
economic situation.

Connecting the Romanian economy to the
international economic flows favoured the
development of contagion (generated by the
US sub-prime crisis) inside Romania. The
moment the sub-prime crisis burst continues
the timeline design of the other economic and
financial crises.

According to the Oxford Dictionary, the
term ‘“‘contagion” is defined as the
communication of disease from one person to
another by close contact. However, the word
comes from Latin and is made up of con
(with) and tangere (touch) [11]. The theory of
contagion which was developed by Mori
Kogid si Kok Sook Ching in 2009,
demonstrates that no country in the affected
region cannot avoid contagion of such an
economic crisis... [12].

After 8 years of economic (2000 - 2008)
and very sure on itself, Romania is now
dealing with the reverse situation which has a
major psychological impact upon Romanian
consumers and investors. Thus, due to a long
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lapse of economic growth, the present
economic crisis is psychologically difficult
and rather impossible to accept for the
Romanians.

The channel that favoured the appearance
of the financial stress in the case of
Romanian consumers and investors are the
same (the stock exchange, the real-estate
market, the pay cuts and layoffs). However,
we wish to add a fourth level that has a major
psychological impact on the Romanian
population, and that is the media.

Figure 2. The channels that send financial
stress

Stock
market
and
F.eal estate

Channels
thateasing
financial
stress

Banking

system

Pav cuts
And
layoffs

Source: Authors’ research

The year 2008 came with the same crisis
situation for the Romanian Stock Exchange
and determined the decline of the equity
market. The equity market faced two
important phenomena that had a negative
impact on the investors:

e institution investors were out of the
market until the emergence of positive
signals on the market evolution;

e risk aversion, Romanian investors
preferring to protect themselves against
any risk which could threaten their
investment.

The investments on the real-estate market

that were based on buy cheap, sell expensive

have worked until mid-2009, when investors
considered them a free lunch. Starting with

June 2009 and until June 2010, real estate

investments started to record a major

decrease, with a 30-40% loss of the
investment.

Banks represented the second channel that



had a psychological impact on the
population. Actually, this channel is closely
connected to the third one, which deals with
pay cuts and layoffs. Most Romanians have
asked for bank loans in order to purchase real
estates or household equipment. Pay cuts and
layoffs do nothing but higher the risk of
default of borrowers to banks, thus causing
losses on both sides: borrowers are left
without estates or purchased goods, and
banks face foreclosure.

Just as the economic crisis, the media is a
constant figure in people’s lives and it has a
significant psychological effect on the
population, because the human brain
processes the information according to word
utterance, attitude and voice volume. In the
article “What are the psychological effects of
the financial crisis?”  published in
Psychologies Magazine, Radu Craciun,
investment manager at Eureko Pensions,
considers that: “there is a terrible “noise” in
the media regarding the crisis. It is a situation
where professional opinions, rational and
non-biased voices cannot be heard at all.
Unfortunately, people look for the extreme
and farcical opinions, as the decent ones are
not “spicy” enough for the audience. This
media bombardment artificially augments the
stress factor and creates misinformation”.

6. Conclusions

The effects of the economic crisis are
numerous and omnipresent, thus creating
vulnerability within the daily activities.
Therefore, we can say the appearance of an
economic crisis triggers important changes
for the individuals on the one hand, and
represents a major challenge for the
governments dealing with the crisis. Hence, it
is very important to model efficient measures
in order to overcome the economic crisis
(creating active programs for the labour
market, medical assistance for people with a
high risk of mental health problems,
programs to cut people’s debts to the state,
reintegrating the unemployed on the labour
market). Moreover, there are other important
measures that help people to overpass the
economic crisis, such as promoting stress
management by psychological support as
well as professional career guidance systems.
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Abstract

In the five years since the accession to the
EU in Romania's foreign trade occurred
significant changes, particularly complex.
The instrument of accession of Romania
became part of an economic and customs
union, the prospect of European monetary
union membership. Opportunities offered by
free access to European markets were
accompanied by threats of increased
competition for foreign domestic products.

Keywords: foreign exchange policy,
competitiveness, Europenean Union,
Romania’s foreign trade, volatile exchange
rates

Jel Code: F50, F59

1. Introduction

This paper presents the evolution of
foreign exchange policy and its impact upon
Romanian trade competitiveness  with
European Union and is structured into 6
sections. In first section is presented the
subject of the paper, section 2 is a review of
of the relevant literature of international
trade and the factors that influenced its

evolution. Section 3 presents some
characteristics of the Romanian foreigh
policy, developing VAR model and

analyzing the interactions between exchange
rate volatility and exports to the Euro zone.
In section 4 is presented the analysis of the
impact of exchange rate volatility on
Romanian exports to the Euro zone and in
section 5 the prospects of Euro adoption. The
paper ends with some conclusions.
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2. Literature review

Factors of a country’s foreign trade
development have been approached in
several theoretical works. Ricardian
model, of the nineteenth century,
proposed specialization of a country for
those goods in which it has comparative
advantage. Hecsher-Ohlin model, in the
first half the last century, states that a
country should export those goods that
can be achieved with inputs which are in
abundance, instead importing goods
which consume rare and expensive
inputs. Rybczynski made a few decades
later, the theorem which bears his name
and which revealed the role that trade
plays in performance-intensive inputs.
Stolper-Samuelson theorem stated that an
increase in the relative price of a good
will increase the efficiency of factor used
intensively efficiency while decreasing
other factors. Krugman and Obstfeld

approached the mechanisms through
which FDI can help a country's export
growth: the transfer of modern
technologies, taking advantage of
multinational experience in foreign
markets.  Dornbusch  and  Fischer

explained the role that exchange rates,
both nominal and real ones, exercise in
analyzing a country's exports. Currency
depreciation leads to cheaper exports that
become more competitive, while
strengthening the national currency make
them more expensive and thus causes
loss of competitiveness of exports.


mailto:mihaela_c_muntean@yahoo.com
mailto:cos_nis@yahoo.com
mailto:manea_danielaludmila@yahoo.com

3. Characteristics of the Romanian foreign
policy

The literature has highlighted the impact
that developments in exchange rates may
have on trade. A very strong currency
reduces the competitiveness of local
producers,  encouraging imports  and
discouraging exports. In contrast, a weak
currency cheaper domestic  products,
increasing their competitiveness. Sometimes,
states face substantial current account deficits
resort to currency devaluation to stimulate
net exports. However, this measure has some
major drawbacks, the effects of inflation and
that impact on competitiveness can be
decreased with the increased price of
imported raw materials.

Using foreign policy to increase foreign
trade competitiveness has some features the
exchange rate regime.

In 2005 the central bank formally adopted
a new policy on money, based on inflation
targeting. In principle, this arrangement
requires that the central bank to refrain from
massive intervention in the forex market,
acting only when the exchange rates reach
levels that threaten to jeopardize the
macroeconomic balance.

In practice, inflation targeting has brought
significant changes in foreign policy, central
bank interventions still remain crucial for the
formation of exchange rates.

In general, exports and imports Romania
reacted substantially to the strengthening or
weakening national currency, which would
justify consideration of the application of
active foreign policy towards current account
balance. However, currency depreciation has
had significant impact on prices, which could
jeopardize the National Bank of Romania
(NBR) anti-inflationary policies. In addition,
designing foreign policy and other
constraints involved:

- major differences between real interest
rates prevailing internal and external;

- presence of massive speculative
currency market in Romania;

- substantial funds sent the country of
foreign nationals working abroad;

- foreign capital inflows.

In developing foreign policy should be
considered and the prospects of euro
adoption, obligation assumed by Romania's
EU accession. This process requires certain
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conditions, some of which are difficult to
follow for the Romanian economy.
However, even where the criteria for joining
the euro zone could be met in order for euro
adoption issues involved potential effects on
trade. It can be assumed that the euro
introduction  will  substantially reduce
international transaction costs and bring more
stability to exchange rates. However, besides
these beneficial effects for exporters, joining
the euro zone could encourage imports.

4. Analysis of the impact of exchange rate
volatility on Romanian exports to the Euro
zone

In recent years Romania's exports to the
Euro zone rose steadily, becoming one of the
main components of trade balance. In
assessing the consequences of joining the
euro area is important to analyze how the
volatility of exchange rates influenced, so far,
exports to the Euro zone.

The literature can be found in particular
views about the effects of exchange rate
volatility on exports, among which we
mention: a model in which managers of
export firms, with risk aversion, decide to
reduce their production conditions instability
in exchange rates or a model where the
conditions of volatile exchange rates
managers exporting firms will increase
production to ensure that they obtain the
necessary foreign funds.

Based on a VAR model, we analyze the
interactions between exchange rate volatility
and exports to the Euro zone. Using the
following variables:

- RX = logarithmic value of monthly
exports real, seasonally adjusted;

- RSTD = logarithmic least square values
of the monthly real exchange rate (based on
Baum method);- d_RX = first differences
RX;

- d_RSTD = first differences RSTD.

Stationarity of the variables was analyzed
based on the ADF test and Lann Saikkonen
test. Based on the graphic representation was
decided to use as a deterministic trend
component and a constant if and only
variables to a constant level for the first
differences (Figure 1).

In Table 1 ADF test results for level
variables. A result that may be considered as
stationary RSTD for all four criteria for



choosing the lag number of sites, while in the
case of RX non-stationarity null hypothesis
can be rejected only the three criteria.

The results of Augmented Dickey Fuller
stationarity level values of two variables
(with a constant and a variable trend as

deterministic terms)
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Figure no. 1 Evolution of RX, RSTD, d_RX
and d_RSTD
Lanne-Saikkonen test gives an ambiguous
image on two variables at stationarity level

(Table 2).

The results of Lanne-Saikkonen stationarity
test - values level of two variables (with a
constant and a variable trend as deterministic

terms)
Table no. 2
Variable Shlf:t Structural | Number of Test value
Function| change lags
2005 M5 ‘ -
— AIC, FPE: 3 4572355
P 2005M5 [oc sl -
RSTD P T T7.5164 %k
2005 M7 |AIC, FPE: 3| -2.4721
Shift 2005 M7 . -
HQC, SC: 01y 4a50w
Impulse 2008 M3 | AIC, FPE, -
P HQC, SC: 6|4.0068%%*
RX 2008 MI2 |\ 1c FpE: 6|, . -
Shift 3.8158%**
! 2008 M12 HQC: 3 -2.8543*
2008 M12 SC: 2 -2.3717

Table
no. 1
Variable | Number of lags Test value
AIC, FPE: 3 - 4.9467***
RSTD HQC, SC: 0 - 7.5405%**
AIC, FPE, HQC - 3.6653%*
RX 16
SC: 3 -2.3572
RX
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For variables d_RSTD and d_RX, ADF
tests showed unequivocally reject of the non-
stationarity null hypothesis (Table 3).

The results of Augmented Dickey Fuller
stationarity test for the first differences of the
two variables (with a constant as
deterministic terms)

Table no. 3

Variable Number of lags Test value
AIC, FPE: 8 - 6.1770%**

d_RSTD HQC: 5 - 7.2912%*%
SC: 3 - 8.0247%*%*

d_RX AIC, FPE: 7 - 4.7679%**
HQC, SC: 1 - 12.0347%**

The stationarity for the first differences
was confirmed by the Lanne-Saikkonen test
(Table 4).




The results of Lanne-Saikkonen stationarity
test for the first differences of the two
variables (with a constant as deterministic
terms and with a Impulse Shift Function)

Table no. 4
. Structural Number of Test value
Variable

change lags

2005 M7 AIC, FPE: 8 - 5.3606%**

d_RSTD 2005 M7 HQC: 3 - 6.2018%%**

2005 M7 SC: 1 -11.2864%**

2008 M3 AIC, FPE: 7 - 4,9728%**

d_RX 2008 M3 HQC: 2 - 6.0692%**

2008 M3 SC: 1 -10.8703%**

Stationarity analysis results led to the use
in a VAR model.

of first differences

Equations parameters that model are given in
Table 5. Based on correlation coefficients
can be appreciated that interactions between
the two variables are quite weak.
Interaction between d_RX and d_RSTD
determined on a VAR model

Table
no. 5
Equation 1: d_RX
Variable | Coefficient | Standard | t Test | p Value
Error
const 0.0100491 |0.00488363 | 2.0577 | 0.04177**
d_RX_1 | -0.441996 | 0.0763952 |-5.7857 [0.00001%**
d_RSTD_1{-0.00401658| 0.00623557 | - 0.6441| 0.52070
Average Deviation of
dependent 0.006755 dependent 0.059106
variable variable
thal squared 0.339347 Regression 0.052958
residual values standard error
R’ 0.210262 | Adjusted R> | 0.197209
F(2, 121) Test 16.96924 p Value of F 3.19¢-07
Test
Rho - Durbin - 2.230205
Coefficient 0.119146 Watson Test
Equation 2: d_RSTD
Variable | Coefficient | Standard | t Test p Value
Error
const 0.0138883 | 0.057023 | 0.2436 | 0.80799
d_RX_1 0.902171 1.01924 | 0.8851 | 0.37784
d_RSTD_1] -0.367713 | 0.0972494 |- 3.7811 0.00024:*
Average Deviation of
dependent | 0.013699 | dependent 0.677364
variable variable
thal squared 48.99073 Regression 0.636303
residual values standard error
R’ 0.131910 | Adjusted R* | 0.117562
F(2, 121) Test | 7.149741 | p Value of F | 0.001162
Test
Rho Coefficient - Durbin - 2.134341
0.097403 | Watson Test
Analysis of "impulse - response"

performed on the VAR model showed that
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increased exchange rate volatility leads to
lower exports, while export growth increases
the volatility of exchange rates (Figure 2).
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Figure no. 2 Analysis of "impulse - response”
between d_RX and d_RSTD

Reduced influence on the volatility of
exchange rates has on exports can be largely
explained by the fact that they are made by
subsidiaries of multinational companies,



which cover foreign currency exposure is
relatively easy.

5. Prospects of Euro adoption

The instrument of accession to the
European Union and Romania has committed
itself to adopt the single currency with the
performance of nominal convergence criteria
stipulated in the Maastricht Treaty. This
process involves a deepening of economic
relations between Romania and the Euro
zone states.

Dates of accession to the European
Monetary Union produced by NBR provide
Romania participation in the Exchange Rate
Mechanism (ERM 1II) in 2012 and the Euro
adoptions in January 2015. However, the
convergence report by the European
Commission in May 2008 stipulates that the
nominal convergence criteria are met only
those on public finances (Table 6).

Maastricht criteria (Nominal convergence

indicators)
Table no. 6
Nominal convergence Maastricht Romania | Romania
indicators criteria 2008 2009
<1.5 pp above
Inflation rate (HICP *) | the average of
Percent average three best 79 7.4
annual) performing
EU members
Congoyldated budget Below 3
deficit (percent of 5.4
GDP #+) percent
Public debt (percent of| Below 60 13.6
GDP *%*) percent ’
Exchange rate against
the Euro
(appreciation/depreciat| 15 oo ooni | 19.7/-14,6 [+7,2/-22,7
ion percentage
maximum two years
***)
<2 pp above
the average of
Long-term interest three best
rates performing 77 33
(percent per year EU members ’ ’
annual average) in terms of the
inflation
criterion

Source: EUROSTAT, BCE, CE, INS, BNR

... - missing data;

* HICP-Harmonized Index of Consumer Prices;
** According to SEC95 methodology

Process of adopting the Euro will impact

directly on the possibility of influencing
foreign trade through foreign policy. By
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joining the ERM II Romania will be obliged
to keep the Leu/Euro within a fairly narrow
range of variation in relation to the official
parity. The Euro will mean the transfer from
the National Bank to the European Central
Bank of all tasks related to foreign policy.

In the specialized literature was found that
besides the nominal convergence criteria
should be followed and other circumstances
generically called real convergence criteria
upon which the success of adopting the
single European currency:

- actual level of GDP per capita;

- sector structure;

- the openness of the economy;

- EU trade share in total foreign trade.

Recent studies have revealed that large
gaps between labor productivity and earnings
of a new country joined the other Euro zone
countries can cause distortion and imbalance
of trade.

From this perspective indicated that
decisions on ERM II entry and Euro adoption
should be preceded by careful analysis of the
performance of real convergence criteria. The
process of adopting the Euro would occur
and recent developments in the Euro area
significantly affected by economic
imbalances Greece.

6. Conclusions

Romania's foreign trade passed through a
complex period marked by the process of

European integration and the ongoing
consequences of the global crisis.
The current international conjuncture

induced difficulties in penetration of foreign
capital. Limited financial resources and
declining demand in some markets following
the global crisis dropped the whole impetus
for investment. However, in the current
context could become more attractive
investments in countries where labor cost is
low. From this perspective, but Romania is
competing  neighboring countries like
Ukraine, Serbia and Moldova. To encourage
foreign direct investment can be considered a
tax reduction, including reducing salary
related contributions. However,
implementation of this measure is subject to
balanced budget constraints that Romania
must observe in the current difficult.

Another measure to balance the trade
balance would include applying a policy



evidenced by the depreciation of the Leu
currency  against the currencies of
international partners. Such a measure could
increase the competitiveness of discouraging
exports, while some imports. However its
effectiveness is conditional on several
factors: the degree of incorporation in
exported goods of imported raw materials,
price elasticity of demand from domestic and
foreign markets etc. Moreover, in this field
are a number of macroeconomic constraints.

In foreign policy approach towards
increasing the competitiveness of Romanian
products should be considered the prospect of
Romania's accession to the Euro zone.
Participation in the ERM II will greatly
hamper foreign policies while adopting the
euro will eliminate the possibility of
influencing the Romanian authorities of
foreign trade through exchange rates. This is
however subject to the fulfillment of the
nominal convergence criteria that could be
involved in the current context, an effort to
burden the national economy.

To move towards foreign markets of non-
exporting firms is action needed on the
perceptions of managers regarding the
benefits and barriers to entering foreign
markets. To this end, differentiated policies
are necessary features of the firms concerned.
The current global crisis would act as a
catalyst for many Romanian companies
towards entering foreign markets, especially
where Romania will come out of recession
late compared with other countries.

References:

[1] Clark P., Tamirisa N., Wei S. J., Sadikov A.
M., Zeng L. — A new look at exchange rate
volatility and trade flows, International
monetary Fund Occasional Paper, 235, 2004;

[2] Coricelli F., Jazbec B. — Real Exchange Rate
Dynamics in Transition Economies, Center
for Economic Policy Research Discussion
Paper, 2869, 2001;

[3] De Sousa L. V. — Trade Effects of Monetary
Integration in Large, Mature Economies, A
Primer on European Monetary Union, Kliel
Working Paper No. 1137, 2002;

[4] Dornbusch R., Fischer S. — Macroeconomia,
Editura Sedona, Timisoara, 197,

[5] Feenstra R. — Advanced International Trade:
Theory and Evidence, Princeton, NI,
Princeton University Press, 2004;

[6] Heckscher E., Ohlin B. - Foreign Trade and
Income Distribution, vol. 3, 1950;

67

“Ovidius” University Annals, Economic Sciences Series
Volume XII, Issue 2/2012

[7] Klein M. W., Shambaugh J. C. — Fixed
Exchange Rates and Trade, National Bureau
of Economic Research Working Paper,
10696, 2004;

[8] Krugman P., Obstfeld M. — International
Economics, Seven Edition, Harper Collins,
155-182, 2005;

[9] Lane P. — The Real Effects of EMU, 1IIS
Discussion Paper No. 115, 2006;

[10] Mileva E. — The Impact of Capital Flows on
Domestic Investment in Transition
Economies, European Central Bank Working
Paper no 871, Retrieved from:
WWwWw.ecb.europa.eu;

[11] Nanto D. K. — The Global Financial Crisis:
Foreign and Trade Policy  Effects,
Congressional Research Service 7-5700
R40496 Aprilie 7, 2009;

[12] Ricardo D. — On the principles of Political
economy and Taxation (1817), in traducere
Principiile de economie politica si impunere,
Editura Academiei Republicii Populare
Romaéne, Bucuresti, 1939;

[13] Rybezynski T. - Factor Endowment and
Relative Commodity Prices, Economica, vol.
22,1955, p. 336-341;

[14] Rose A. K., van Wincoop E. — National
Money as a Barrier to Trade: The Real Case
for Monetary Union, American Economic
Review 91-2, 386-390, 2001;

[15] Tenreyro S., Barro R. J. — Economic effects
of currency union, NBER Working Paper
9435, 2003



“Ovidius” University Annals, Economic Sciences Series
Volume XII, Issue 2/2012

Determination of the Economic Potential of Patents in the Context of the
European Patent Convention

Nitu Valentin Ionut
The Bucharest University of Economic Studies, Romania
nivalentin @yahoo.com

Abstract

In the context of knowledge economy, the
competition  for obtaining  competitive
advantages no longer consists in having
access to tangible resources, but a great
significance has now the intangible ones.
This article aims to reveal in which way the
patents with high economic potential can be
outlined from a patent portfolio using
quantifiable differentiation criteria. Criteria
taken into consideration to determine the
patents with the highest economic potential
are: citations in specialised publications, the
protection territory, obtaining the decision of
patenting, the protection period and the
renewals made, the oppositions brought.
From their analysis a placement can be made
of how the patents ar being perceived by the
scientific community through the presence in
the specialisez literature, by the institutions
that grant the patent certificate by analysing
the databases and the oppositions brought
which form the image of the potential market
on which they could be traded.

Key words: patent, intellectual property,
economic potential, oppositions, size of the
patent family

J.E.L. classification: 031, 032, 033, 034

1. Introduction

The current knowledge economy had
effects on research results materialised in
patenting. The specialised literature imposed
certain criteria that show a positive
connection that is established between a
patent and the economic value brought by its
exploitation. There is not a standard
algorithm to determine which part of the
brevets will bring profit by exploiting it and
which would not. The analysis of a patent
involves three perspectives: the technical one
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— made by specialists when granting the
certificate, the juridical one given by the
protection obtained and the economic one
which determines whether the patent can
bring economic benefits. If the first two
aspects are clearly regulated, the economic
part has certain determinants that support
analysis. This work analyses the way in
which based on established criteria one can
separate from a patent portfolio the those
patents with the highest economic benefits
and with the lowest exploitation risk.

Criteria considered for the analysis are:
citations in specialised publications (Jaffe, A.
and Trajtenberg, M. 2002), the protection
territory — size of the patent family (Harhoff,
D., and alt, 2002), the decision of registration
(Guellec, D. and van Pottelsberghe de la
Potterie, B., 2000), the protection period and
the renewals taken, oppositions against the
decision of registration (Potter Pottelsberghe,
B. and van Zeebroeck, N. 2008).

2.The way of relating the criteria with the
economic potential

2.1.The citation

The citation can be seen from two
perspectives: citation in the specialised
literature and citation in the following patent
filligs. Citating in the scientific literature
provides clear indications of the patent’s
importance in the academic sphere. In this
case should also be analysed the way the
citating was made, the frequency of the
quotes and the impact factor of the
publications (Jaffe, A. and Trajtenberg, M.
2002). The analysis in this case is
scientometric. A big number of citations
show the interest of the scientific community
for the patent and a potential market for it
(Harhoff, D. and alt. 2002).

Citation in subsequent patent fillings
reveal that the analysed patent was
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considered by researchers and it was used to
narrow the application area of their results,
helping them to place themselves correctly
reported to the current state of knowledge.
This indicator presents a great importance by
providing solid evidence on the economic
potential.

2.2.The decision of patent granting

The fillings submitted to the European
Patent Office are published in a maximum
period of 18 months. Art.67 provisions of the
EPO guarantee equal treatment of the
published fillings being examined and the
patents already granted. Thus the patent
owner has the same rights since the
publication of the filling, as if they had
obtained the decision of patent granting. This
aspect is very important because of two
reasons: long duration of the analysis of the
fillings and the short life of some patents.
Obtaining the decision of patent granting
increases the patent’s value given that it has
passed the patentability requirements — but
this consideration has a more non-market
nature ( Guellec, D. and van Pottelsberghe de
la Potterie, B., 2000).

In case of new technologies there are
some impediments due to the lack of
evaluation standards of the patent, which
makes the art. 67 from EPO very important,
because market oportunities can be lost in the
absence of such a period between the
publication of the filling and the decision of
patent granting.

2.3.The size of the patent family

The size of the patent family measures the
number of jurisdictions in which one
requested protection and its size. When the
territory on which the patent is protected is
larger its potential value increases. Low-
value patents are protected only in the
country of origin, because the owner does not
have the interest in extending the protection.
When the value increases, the economic
interest is in pozitive correlation and the
protection is desired to be more extensive
due to the perspective of future gains higher
than the fees arising from extending the
patent family (Harhoff, D. and alt. 2002).
With the maturation of the patent the holder
will maintain the protection in the countries
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where he has interest. This fact gives
economic value to the patent and is the key
element in distinguishing all patents with
high potential.

2.4. The protection period and the
renewals made

The moment when the evaluation is made
is critical. To determine the value, a
placement in space and time should be made
given by the size of the patent family.
Keeping protection for a log period of time
on a large number of jurisdictions is a sign of
strong interest. Taken into account the costs
of maintaining, only a value addition could
justify the family size. An influence in this
case has the industry in which the patent is
used. There are sectors where the life of a
product is very short, which no longer justify
protection renewal or the holder limits the
protection only in the countries where he has
direct interest. There are also sectors as the
pharmaceutical one or that of biotechnology,
where due to high costs of research and
development is preferred to maintain
protection even if the hopped economic
potential is not proportional.

2.5.0ppositions

After granting by the European Patent
Office EPO, a patent can be contested by
interested parties by formulating an
oppositions within nine months from the
publication of patent granting decision. There
is a pozitive connection between formulating
an opposition, how they are resolved and the
economic value of the patent. In case of
patents with high potential, oppositions are
more often because of the interest of the
competitors for the market on which they
activate not to be affected. Lack of
oppositions, not only for a single patent but
for a whole patent portfolio is also a signal of
low interest in it. A patent that passed
successfully through the opposition process
can once more be certified to have economic
value and a potential market (van
Pottelsberghe de la Potterie, B. and van
Zeebroeck, N. 2008). The way an opposition
influences the economic value is difficult to
quantify, but it has as an effect substantial
changes in the patent. Clearer is the situation
when a patent is withdrawn because of an
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opposition. In this situation, the final act of a
patent’s existence is signed.

3. Total European patent filings in 2011

To determine and analyze the way in
which these criteria lead to optimal solutions
to discover patents with economic value and
with a potential market, a great relevance has
the analysis of patent filings in the year 2011.

Table no. 1.Total European patent
filings in 2011- Breakdown by applicant

residence
Origin Filings | %
Germany 33,181 | 13.6%
France 12,107 | 5.0%
Switzerland 7,786 3.2%
United Kingdom 6,464 2.6%
Netherlands 6,178 2.5%
other EPO member
states 26,119 | 10.7%
U.S.A 59,688 | 24.4%
Japan 47,404 | 19.4%
China, People’s
Republic of 16,946 | 6.9%
Korea, Republic of 13,254 | 5.4%
Others states 15,310 | 6.3%
Total 244,437 | 100%

Source:www.epo.org

In the tabel there is a breakdown of the
European patent fillings by the applicant’s
residence. From the EPO states, Germany
stands out with with 13.6% share which
shows the importance given to research in
general and for obtaining patents that can be
legally protected.

By analysing the table we can observe the
economic interests that other countries have
in protecting their patents in the European
Patent Convention system. U.S. and Japan
have the greatest share in total and surpass
Germany. This situation presents the
importance given at state-level to the
intellectual property and in this case to
patents. Research results only by obtaining
patents can be protected and exploited for the
owner’s economically advantage. Romania is
very far with 37 patent filling at the level of
2011, compared with Cyprus which has 55.
Patents by exploitation bring added value to
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the economy. It is clearly distinguishable that
the best countries in the European Patent
Convention are those with high economic
potential. Exploitation of the patents is the
source of a part of this capital.

4.Conclusions

Determining the economic potential of a
patent is critical in the current economic
context.  Exploiting new  technology,
mitigation of excessive consumption,
enhancement of strong investment in
research would be a realistic solution for the
resettlement of the economy. The market on
which the patents are traded and licensed is
real and can produce added value. Many
patents have never been used.

The purpose of this article was precisely
to help separate the weak patent from the
strong ones. The patent owner is focused in
research and obtaining the patent granting
and often does not see the prospect of
obtaining economic benefits. Making an
analysis of criteria which are specific to a
patent and have a positive determination on
the existence of potential markets one can
select those patents with economic
perspectives.

The approach taken has its limits. In case
of new technologies, the characteristics
cannot be taken as benckmarks: complaints
could not be made because there are no
competitors, specialized literature would not
quote too often this type of patents because
they cannot be taken as references. In this
case a potential market could not be
imagined. This is where the intuition of the
analyst comes to discover patents that
apparently don’t have potential but they bring
economic benefits after the product obtained
from their exploitation is launched. These are
only exceptions. Criteria considered, applied
to wide base, such as the European Patent
Office leads to clear conclusions regarding
the potential market and the future of the
patent’s exploitation.

When applied, criteria have different
degres of relevance and accuracy of the
information being analyzed. Determining of
size of the patent family, the granting
decision, the oppositions, the renewals and
the terms of protection are easier to quantify
through statistical analyses and the analysis
of databases. Citations present some
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problems because of diversity and the way of
citation and its frequency.

Knowledge economy makes the value of
many top companies not to be incorporated
in tangible assets, but in intangible ones,
including intellectual property. Patents
occupy the main place along with the
trademark in creating value. Developping a
culture of intellectual property means the
present and for a long time will be the future
of an world economy on solid bases. How
patents are valued is one of the goals of this

purpose.
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Abstract

The development and diversification of
world trade has directly influenced the
improvement of the international transport of
goods. The necessity to identify economically
feasible solutions is obvious, given that the
international transport is an essential part in
promoting international trade, facilitating or,
on the contrary, restricting trade.

Keywords: successive transport, combined
transport, multimodal transport
J.E.L. Classification: K 10-General

I. Prior definitions

Moving goods by a single mean of
transport, from the point of departure to their
destination was, for a long time, a common
solution.

As it concerns the distance of carriage, the
possibility of wusing a single means of
transport or the transport by one carrier at a
time has become incompatible with the speed
and efficiency of international trade. This is
why the improvement of the quality of
transport services gradually involved not
only the development of each type of
transport in part, but also their functional
interdependence.

Promoting and supporting the complex
transport operations required an appropriate
legal framework which should allow the
transport of goods by involving several
carriers of the same type or different ones.

I1. Legal regulation

In accordance with the provisions of the
Civil Code, the transport of goods may be
provided by one or more carriers. The first
hypothesis concerns the situation in which
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the transport is performed by a single
operator using only one means of transport.

The second hypothesis considered by the
legislator is related to the transport performed
by several carriers that use either the same or
different means of transport. From this point
of view, the Civil Code distinguishes
between successive and combined transports.

In accordance with the general and special
provisions governing the matter, the
successive transport involves the activity of
transportation and its completion by more
carriers of the same kind, using the same
means of transport (road, rail, water or air).
The successive transport is settled by
international regulations for each means of
transportation separately (see art. 6.2 of CIM-
Appendix B to the Convention concerning
the International Carriage by Rail COTIF,
adopted in Bern, 1980, ratified by Romania
by Decree no. 100/1983 published in B. of.
no. 23/1983, as amended, Art. 34-40 of the
Convention on the Contract for the
International Carriage of Goods by Road
CMR, adopted at Geneva, 1956, ratified by
decree nr.451/1997 published in the Official
Gazette 145/1972 etc.).

In accordance with the provisions of the
Civil Code, the combined transport is defined
as the type of transport used when the same
carrier or successive carriers use multiple
types of transport (art.1957, 2nd paragraph).
The issue of the combined transport of goods
arose mainly from the need to optimize the
transport on highways. The constant concerns
of the European legislators regarding the
solutions that should allow the combination
of road transport with other types of transport
by land or sea have resulted in the adoption
of uniform regulations.

These regulations have aimed first to
define a common plan for the development of
combined transport.

Rail transport is a competitive alternative
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to road transport, which would relieve the
European traffic and limit the negative
effects of road transport on the environment.
In this sense, in order to define the most
important international railway networks,
whose use could replace road segments and
their related facilities, there was adopted, in
Geneva, in 1991, the European Agreement on
Important International Combined Transport
Lines and Related Installations - AGTC
(ratified by Romania by Law no. 8/1993,
published in the Official Gazette nr.60/1993).
In accordance with the AGTC provisions, the
international railway lines may be part of the
international combined transport network if

they meet the specified technical
requirements (for railways see Annex 1 to the
AGTC Agreement).

The rail network is completed with related
facilities, consisting of terminals for
combined transport, border crossing, stations
and ports or gauge interchange with ferry
connections (AGTC Agreement, Article 2).

As it concerns Romania, in Annex 2 of
the AGTC Agreement, there are mentioned:
the most important terminals (Bucharest,
Constanta, Oradea, Craiova), the gauge
interchange points that correspond to the
crossing of border (lasi, Ungheni) and the
port connections integrated in combined
transport  networks  (Samsun-Constanta
(Turkey-Romania).

Not only does the rail transport
combination represent an effective solution
for combined transport. Covering portions of
the route on inland waterways and coastal
routes is also an effective and attractive
solution. The appropriate legal framework
was established by the adoption of the 1997
Protocol to the AGTC Agreement on
combined transport and inland waterways
(ratified by G.O. nr.74/1998, published in the
Official Gazette no. 318/1998). Similarly,
there are identified waterways and coastal
routes which are consistent with the
minimum requirements in order to be
considered an integral part of such transports
and of the connection terminals in ports.

In Romania there are mentioned two main
inland waterways of great importance to the
international combined transport, namely the
Danube and the Danube - Black Sea Channel
and the coastal route from Gibraltar to the
south which also includes the coastline of our
country (see Annex 1 to the Protocol, 1997).
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In the category of Romanian ports equipped
with terminals, which, together with the
waterway network, play an important part in
international combined transport, there are
listed the ports on the Danube (Turnu
Severin, Giurgiu, Oltenia, Braila, Galati) and
the Danube-Black Sea Channel- Constanta
port (see Annex 2 to the Protocol of 1997).

The great importance of waterway
transport is highlighted by economic,
technical and environmental protection
advantages. The promotion of inland

waterway transport, even when there is an
adequate infrastructure, requires additional
building and upgrading measures. The legal
framework for achieving this goal was
established by adopting the European
Agreement on Main Inland Waterways of
International Importance (AGN) of 1996
(ratified by G.O. nr.68/1998 published in the
Official Gazette nr. 314/1998).

The rules on the performance of the
combined transport of goods between EU
Member States were laid down in Directive
92/106/EEC. The provisions of this act have
been transposed into the national law by the
G.O. nr.88/1999 on establishing the rules for
the combined transport of goods (published
in the Official Gazette nr. 423/1999).

The analysis of these legal provisions
reveals that the combined transport of goods
involves using roads only on the initial and
final portions of the route; on the rest of the
route there are used the rail, the inland
waterway or the sea routes (art. 1, paragraph
1 of Directive 92/106 / EEC, Article 2,
paragraph 1 of G.0.nr.88/1999).

The encouragement of the development of
combined transport is characterized by the
tax incentives granted to businesses, for the
investment and development of the necessary
infrastructure and equipment specific to this
mode of transport (art. 6, G.O. nr.88/1999).

Regarding the actual execution of such
transport, it is worth noting that not only does
it offer an alternative, even partial, to road
transport. At the same time, it enables the
possibility to save time when operating the
goods because the legal texts reveal that the
road vehicle or the container of a certain size
will be moved on a certain part of the route
by rail or ship transportation.

Under the legal provisions, any road
transport operator satisfying the conditions of
access to the road transport market may carry



out initial and / or final parts of a combined
transport (see Article 4 of G.O. nr.88/1999).

Regarding the combination with rail
transportation, the law does not impose limits
on the length of the initial and / or of the final
road route. However, for the combination
with shipping, the road transport can be a
part of the combined transport if it does not
to exceed 150 km in bee line from the
loading or unloading river or sea port.

The combined transport does not involve
loading and unloading operations of goods
[1]. In this regard, the laws provide that the
combined transport is the transport of goods
where the charging unit or the road vehicle
successively uses several modes of transport.
The combined transport thus made, also
called intermodal transport, can be
considered "a special case of multimodal
transport” (in this respect, see Romania’s
intermodal transport strategy adopted by
Order no. 457/2011, published in the Official
Gazette no. 506/2011).

The multimodal transport is governed by
the provisions of the UN Convention on the
International Multimodal Transport of Goods
adopted in Geneva in 1980. The rules relating
to the multimodal transport were adopted by
the International Chamber of Commerce, in
Paris, in 1992.

The Civil Code also generally regulates
the substituted transport (art.1960, the Civil
Code). The substituted transport regards the
situation where the initial carrier entrusts to
other carriers the overall or the partial
execution of its obligation to move the goods
at their destination (the rules on the
substituted carriers are set out in the
international conventions on different modes
of transport). The provisions relating to the
substituted transport (art.1960 of the Civil
Code) can be combined with the situation
where the initial carrier undertakes the
obligation to carry the entrusted goods also
on the operating lines of another carrier
(art.1998 of the Civil Code). In this situation,
the position of the initial carrier may be
assimilated to the one of the multimodal
transport operator which undertakes to carry
out such transport (article 2, paragraph 2 of
the Rules on Multimodal Transport, Paris,
1992).
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II1. The unique nature of the contract

Transport  development has meant
combining the modes of transportation in a
single transaction, under a single legal
instrument "that covers the main aspects of
the contract for the international carriage of
goods" [2].

Under the national and uniform
regulations, the successive transport of goods
is done under a single contract of carriage,
covering the entire route, regardless of the
number of the participating carriers. The
conclusion of the contract for the successive
transport of goods is proven by issuing and
accepting the transport document. Each of
the carriers participating in the transportation
becomes, by successively receiving the goods
and the transport document, a contracting
party, under conditions similar to the initial
carrier (see Article 34, CMR Convention;
Article 36 CIM etc.).

Similar to the successive transport of
goods, the combined transport of goods is
done, on charge, under a single contract of
carriage. The conclusion of the contract of
carriage is determined under the transport
document. In addition to the usual entries in
any transport document, the document of
combined transport must indicate the name of
the railway station of dispatch and of
destination, or, where appropriate, of the
loading or unloading river and sea ports. All
the entries in the transport document will be
confirmed, by signature, by the participating
carriers (Article 3 of G.O. nr.88/1999). Also
we should add that this transport is part of a
combined transport (Article 3 of the
Implementing Rules of G.O. nr.88/1999,
adopted by G.D. nr.193/2000 published in
the Official Gazette nr. 134/2000).

Under the Geneva Convention of 1980,
the conclusion of the multimodal contract of
carriage is established by the elaboration of
the multimodal transport document, which
may be negotiable (being a representative
title of goods) or non-negotiable.

Also, under the uniform rules adopted by
the International Chamber of Commerce in
Paris, the multimodal transport document is
that document evidencing the contract of
multimodal carriage which can be replaced
by electronic messages, where they are
allowed under the applicable law (art. 2,
paragraph 5). These documents are issued by



the multimodal transport operators, whose
role is similar to the one of unique carriers

[3].
IV. The combined container transport

The transport of goods in containers had a
great influence on the development of
combined transport. The possibility of
loading the goods in a mobile box, resistant
to handling and transportation, facilitated
their transport from "door to door", directly
from producer to consumer [4]. The
combined transport does not necessarily
imply the use of containers, but the
development of  containerization  has
significantly increased their importance.

The legal provisions on combined
transport make special reference to this
method of packaging of goods. In this regard,
special rules make reference to the
intermodal transport unit which can be a
container, a box or a semi-trailer.

Under the legal aspect, the use of
containers in combined transport implies
liability issues.

Basically, the container is a package. Like
any package, the container must be in good
condition, in order not to cause the
impairment of goods which it should
normally protect. Where appropriate, the
improper state of packaging may or may not
exempt the carrier’s liability.

Usually, when handed over to the carrier,
the container is closed and sealed, so it is
mainly based on the honesty of the entries
specified in the accompanying documents.

According to Article 2 of the rules for
implementing the provisions of G.O.
nr.88/1999, from the sender to the starting
terminal of combined transport, the goods
must be accompanied, where appropriate, by
the CMR International waybill or by the rail
return-receipt document, noting that the
respective transport is part of a combined
transport. In accordance with the general
provisions relating to the issue of transport
documents, the duty to report the poor
condition of the packaging or the inability to
verify the entries in the transport document
belongs to the carrier. In the absence of
substantiated justifications for the improper
packaging or for the lack of verification
possibilities, it is assumed that both the goods
and the packaging correspond to the entries
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in the document (see for example, art. 12
paragraph 3 of the CIM Uniform Rules).

Regardless of the type of transport
(successive or combined), problems arise in
connection with the establishment of the
liability for the loss or damage to the goods
loaded in containers. Normally, the liability
belongs to that carrier on  whose
transportation route the loss or damage
occurred. The identification of the liable
carrier is difficult, as the containers are
opened at destination.

In the combined transport of goods, the
uniform regulations provide that all the
entries, including those relating to the goods
(type, weight), in the combined transport
document must be confirmed by the
participating carriers (rail / maritime or
fluvial transport operator) when completing
their route (art. 3, paragraph 2, G.O.
nr.88/1999). However, from the text we can
conclude that this confirmation could not be
made in the absence of effective verifications
at destination.

The uniform regulations do not contain,
however, provisions relating to the time of
changing the mode of transport. By applying
the general provisions in a particular matter,
it may be considered that, in combined
transport, the carrier which takes over the
goods has the general obligation of
verification. Thus, if the container was
received sealed, the road, rail or sea or river
carrier shall indicate in the combined
transport document (railway bill, river
waybill or bill of lading) its reservations
regarding the impossibility of verifying the
entries concerning the goods. In the absence
of such indications, under the general rules, it
may be considered that the entries in the
document are in accordance with reality.

In successive transport, under the general
rules, if the liable carrier can not be
identified, the rule is that each participating
carrier shall contribute to compensation in
proportion to the fee charged (art.2000 of the
Civil Code, stating that this rule is also
provided for in international conventions
governing the various modes of transport).

The solution adopted in successive
transport on the proportional division of the
compensation payable for the loss and
damage to the goods transported between the
carriers participating in transport, however,
does not apply to combined transport. In this



regard, the uniform rules on multimodal
transport (in 1992) state that the multimodal
transport operator is liable for the acts and
omissions of its employees and agents
(article 8 section 4). The liability is based on
the presumed fault assumed by the
multimodal transport operator (see also the
provisions of the Geneva Convention of
1980). Therefore, in order to exempt itself
from liability, the multimodal transport
operator should prove that it took all the
reasonable measures to avoid such damage.

V. Conclusions

The possibility of interconnecting
different modes of transport in a single
operation can not be conceived in the
absence of wuniform rules. The legal
framework necessary for the development of
the infrastructure in combined transport was
established by adopting and by ratifying the
European provisions analyzed in this paper.
Regarding the actual pursuance of combined
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transport, the uniform provisions concerning
the uniqueness of the transport document are
noteworthy. The possibility of carrying out
the transport under a single transport
document provides assurance to transport
beneficiaries. Even in this case there are still
problems to be solved only if there is a
uniform basis for liability.
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Abstract

TNCs have several advantages over local
firms in using new technologies for export
activity. They have large internal reserves of
skill, technical support, experience and
finance to design and implement the learning
process. They have access to major export
markets, established marketing channels and
well-known brand names. They can transfer
particular components or processes from a
production chain to a developing country and
integrate it into an international system. Such
supply-side upgrading needs government
support.

Moreover, a policy to induce TNCs to
enter more advanced activities by offering
such incentives as specialized infrastructure
and skills can accelerate the upgrading
process. With a completely passive policy,
TNC exports can remain at low,
technologically too small, levels. Thus, a
TNC dependent export strategy needs a
proactive element for dynamic
competitiveness. More important, an FDI-
dependent strategy is not a substitute for
building domestic capabilities.

Keywords: TNCs, benefits, costs, Asian
countries, FDIs.
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1. Introduction

Transnational companies (TNCs) are one
of the most visible facets of contemporary
globalization. For some authors [16], TNCs
have great power. This is because they can
use their massive revenues, control over
distribution channels, and addictive brands to
force countries to open their markets, limit
their support for local firms and embrace
international accords they might otherwise
reject. According to them, globalization only
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worsened matters by increasing the mobility
of TNCs. TNCs financial resources are a
potential source of leverage over host
countries, because TNCs can build plants,
import advanced manufacturing equipment
and develop transport facilities. Large
revenues and profits suggest that TNCs may
serve as engines of job creation. TNCs have
the potential to contribute to tax revenues.
They have power because of their possession
of managerial and operational expertise and
knowledge. They typically employ staff that
has special skills in functional areas such as
advertising, distribution and production. As
well, they know to exploit advanced
transnational business arrangements and
regarding research and development area,
they are at the frontier of inventing new
products. The greater the mobility of TNCs
is, the greater will be the ability of TNCs to
pressure policy makers to comply to the
TNCs preferences. Also, the globalization
indirectly strengthens the hand of TNCs by
unleashing international capital.
Globalization dissolves national loyalties.
Others say that states remain quite
powerful as a result of their political, military
and economic endowments and their
influence over international governmental
organizations [3]. It may actually weaken
them, for example by providing governments
with alternative sources of capital and
technology [1]. State has the resources
needed to subsidize domestic companies or
build infrastructure that privileges local
enterprises. It provide the public goods,
domestic and global institutions that enable
TNCs to operate. State can exert control over
the markets through producer cartels or other
techniques, it has the authority to tax TNCs,
regulate  their dividend and interest
remittances, force technology transfers and
require joint ventures. It can deny TNCs
access to resources, labor or markets.
Moreover, firms with large investments in
plant and equipment remain relatively
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immobile. TNCs have to operate in certain
areas in order to profit from these countries’
development or to generate economies of
scale [1].

Globalization has “promoted diversity in
interests, demands and values” [14]. In the
case of multinational companies doing
business around the world, this certainly has
implications for marketing to and
communicating with consumers in different
countries. Of course, the issue of culture has
long been a factor. “Communication and
culture are inseparable” [20], since the way
we as human beings communicate is
inherently tied to the culture in which we
were raised. This has not been lost on those
who are involved in international business, in
which communicating to business partners,
clients and potential customers can be a
complicated task. This seems to be especially
true for American companies, who tend to
assume that their business models, which are
highly successful in the U.S., will be equally
successful when transferred to another
country. Cushman and King, however,
suggest that “cultural settings not only
determine much of behavior, but also require
varying avenues for success within the
diverse environments” [12]. Thus, due to
cultural differences, one cannot take for
granted that practices in one country will
bring about the same results in another.

No matter how strong a corporation is,
however, if it does not understand the basics
of intercultural communication or chooses to
ignore them, it can find itself in serious
trouble when things go awry and it needs to
inform and reassure its various publics.

TNCs and local firms face different
markets and have to overcome different
market failures in learning. TNCs have
several advantages over local firms in using
new technologies ("new" to a particular
location) for export activity. They have
mastered and used the technologies
elsewhere; they may have created the
technology in the first place. They have large
internal reserves of skill, technical support,
experience and finance to design and
implement the learning process. They have
access to major export markets, established
marketing channels and well-known brand
names. They can transfer particular
components or processes from a production
chain to a developing country and integrate it
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into an international system. This is much
more difficult for local firms, not just
because they may not have the experience or
technological competence — they inevitably
face higher transaction and coordination
costs in integrating into TNC corporate
systems. In  addition, TNCs  have
considerable advantages in product markets:
by definition, they have established
international markets and brands and so can
finance costly learning processes more easily
and with less risk [13].

While the TNC-led strategy has many
benefits, and can be a highly effective and
rapid means of exploiting existing
advantages, a passive FDI strategy may not
be the best way to dynamize competitiveness.
TNCs may not invest in a particular country
because of imperfect information or poor
image. Thus, effective promotion and
targeting of investors can allow a country to
attract more and higher-quality FDI. Where
TNCs do invest, they initially transfer
equipment and technologies suited to existing
skills and capabilities. To move on to more
advanced activities and functions, they have
to upgrade local skills, technological
capabilities and supply chains. This is
economical only where the education and
training base is growing, local suppliers are
increasing their capabilities, technology
institutions are able to provide more
advanced services, and so on. Such supply-
side upgrading needs government support.

Moreover, a policy to induce TNCs to
enter more advanced activities by offering
such incentives as specialized infrastructure
and skills can accelerate the upgrading
process. With a completely passive policy,
TNC exports can remain at low,
technologically too small, levels. Thus, a
TNC dependent export strategy needs a

proactive element for dynamic
competitiveness.
More important, an FDI-dependent

strategy is not a substitute for building
domestic capabilities. There are many
activities in which TNCs have no competitive
advantage over domestic firms, particularly
those served by SMEs. The development of
national enterprises may also lead to broader,
deeper and more flexible capabilities, since
the learning process within foreign affiliates
as compared with local firms may be
curtailed. It is imperative for developing



countries, as they mature industrially, to
undertake these functions locally to support
their future comparative advantage. This is
why some countries choose to promote
technology development in local firms.
Globalization is of two types. The first is
called a "forced globalization" initiated by
the International Monetary Fund. The second
is called a "participative globalization" which
occurs through Transnational Corporations.
TNCs have been playing a dominant role
globally and accordingly, have been
integrating the world economy. But their role
and contribution to the process of growth and
development of less developed regions are of
controversial in nature and character [4].

2. TNCs in the Asian Countries

The South Asian region is one of the less
developed regions in the world. In the
beginning of the decade of 90s, South Asian
economies had started adopting or initiating
an ‘outward looking approach’ and had also
started opening up their economies to TNCs.

Through the channel of Foreign Direct
Investment (FDI), the TNCs have emerged as
a driving force behind the process of
globalization of South Asian economies.
There has been a triangular relationship

between  globalization,  security  and
sustainable development [18].
There has also been mutual

interdependence between TNCs and host
nations. TNCs have two options for
formulating strategies. The first is the North-
South or Vertical strategy. The second is the
Outsourcing strategy. Recently, another
strategy has emerged - namely the Global
strategy [2] which is combination of market-
seeking and outsourcing. The underlying
impact of the strategies of TNCs is the
concentration of FDI inflows into a handful
of countries [10].

The South Asia region has long been been
an arena for operations of TNCs (Dutch East
India Company). In the early 1960s and
1970s, South Asia pursued an inward looking
approach for development. Since the advent
of the 1980s, however, liberalization got a
foothold and accordingly, FDI started to
enter into the region. “Significant amounts of
FDI are coming in to exploit the low labor
cost advantages of South Asia, and to utilize
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them as export platforms” as China has done
[15].

Prior to the year 1990 in India, TNCs had
been a "four-letter word" in most Indian
minds and evoked passions of an extreme
nationalistic variety across the political
spectrum. It was in the middle of the 1980s,
that one of the significant MNS investments
was made by the Japanese automobile
manufacturer Suzuki who set up a joint
venture with Government of India [6]. At that
point in time, the Indian people became
familiar with TNCs. Thereafter, the flow of
FDI has become part of India’s economic
policy. It has been a long journey for India
and most other developing countries in South
Asia to attract FDI and accelerate the pace of
growth and development in the region.

One of the main causes of export success
in Asian countries in recent years has been
increasing participation in global production
networks under the aegis of TNCs. This has
been particularly dynamic in HT activities,
led by electronics, which has allowed
countries (in labor-intensive  assembly
processes) to enter very fast-growing export
activities and then to move up the value chain
[19]. All the major exporters from the
developing world apart from the Republic of
Korea and Taiwan Province of China have
depended on such participation [10]. The
latter two economies, on the other hand, have
tapped into global chains with domestic
enterprises, using such mechanisms as
original equipment manufacture contracts,
licensing and copying. This has entailed a
massive development of technological and
other capabilities on the part of local firms,
sustained by  extensive  government
intervention in all markets, including
selective infant industry promotion [7].

The FDI-dependent countries have also
used different sub-strategies. Singapore, for
instance, has relied heavily on industrial
policy to target and attract hi-tech TNCs,
build local skills and institutions, and
develop specialized infrastructure. As a
result, it has moved to the top of the
technological ladder, and is now targeting
R&D and high-value service activities by
TNCs. Malaysia, Thailand, Indonesia and the
Philippines in Asia, and Mexico in Latin
America, have been less proactive on FDI
and the development of local skills and
institutions (although they used industrial



policy in other ways). As a result, they are
much lower than Singapore on the
technology spectrum. However, they are now
acutely conscious of the need to upgrade
capabilities and supplier networks in order to
retain a competitive edge as wages rise and
economies with lower wages emerge as
competitors. As shown later, their
technological capabilities lag well behind
those of the Republic of Korea and Taiwan
Province of China [17 and 18].

China is unique because of its size,
industrial tradition, background and overseas
ethnic linkages. It can combine elements
from all the other strategies with its own
policies to restructure and develop domestic
enterprises [11]. While its base of skills and
technological effort is low by international
standards, it has enough to mount a
spectacular surge in exports across the
technological spectrum. And it is building its
capability base rapidly while bringing its
"surplus" human capacity into modern
industrial activity, which suggests that the
surge still has a considerable way to go.

The experience of these successful
economies does not mean that other countries
that liberalize FDI will automatically share
their success. In fact, few developing
countries participate in these emerging TNC
systems. While FDI in developing countries
is increasing rapidly, flows are highly
concentrated. The top 10 developing
countries account for nearly 80 per cent, and
the top 25 for 95 per cent, of the total.

The leaders in the world in this activity
(measured by R&D as a percentage of GDP)
are Sweden, Japan and the Republic of
Korea. Yet only some 20 years ago, the
Republic of Korea was a typical developing
country, with 0.2 per cent of gross national
product going into R&D and 80 per cent of
that coming from the public sector. Taiwan
Province of China and Singapore come next
in the developing world, with other
economies well behind. Of these three
mature Tigers, Singapore lags behind the
others owing to its dependence on FDI — but
such dependence does not prevent it from
leading all other developing countries. These
data again show the highly differentiated
responses to globalization and technical
change among developing countries. Among
industrializing countries, the three mature
Asian Tigers are in the lead, with other
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countries in Latin American and Asia lagging
behind. The "New Tigers" - Malaysia, the
Philippines and Thailand - do well in
technology-intensive exports.

Latin American countries come fairly low
on the R&D scale in comparison with East
Asia, but the latter does much better than
other developing regions. At the national
level, Brazil is the leader in Latin America,
and ranks fourth in the developing world
after the Republic of Korea, Taiwan Province
of China and Singapore.

In summary, using FDI to insert countries
into global value chains is an extremely
effective way to build competitiveness in the
new globalizing environment, and almost all
successful economies apart from the
Republic of Korea and Taiwan Province of
China have used it. Of course, there are many
countries that have not been able to use such
strategies, and we draw lessons for FDI
promotion and targeting below. However, it
is important to note that simply plugging into
global chains at the bottom end is not
necessarily a sustainable strategy over the
long term. As more complex processes are
introduced and technologies continue to
evolve, it becomes imperative for countries
to improve domestic capabilities: skills,
supplier bases, R&D capabilities and the
physical (particularly the ICT) infrastructure.
TNCs contribute to building capabilities, of
course. They train employees and diffuse
technologies to local suppliers, but there are
limits to how far this can improve national
capabilities [8].

Ultimately, it is up to the Government to
support capability development by creating
more skills, strengthening domestic firms and
creating strong technology and research
institutions. If this is not done, the most
complex and value-creating activities may
well be located in other countries — this is the
strategic challenge facing the new Tigers, as
China appears as a giant competitor with
lower wages, massive domestic markets and
capable suppliers.

The sites that will receive most FDI in the
emerging economic and policy setting are
those that provide for TNCs to set up
competitive facilities able to withstand global
competition. This means that the host country
has to provide competitive immobile assets —
skills, infrastructure, services, supply
networks and institutions — to complement



the mobile assets of TNCs. While transport
costs and taste differences mean that large
markets will continue to attract more
investment than small ones, few countries
can afford to take a continued inflow of FDI
— especially high-quality, export-oriented
FDI - for granted. This means that the
ultimate draw for FDI is the economic base:
FDI incentives and targeting cannot by
themselves compensate for the lack of such a
base.

The East Asian experience, particularly of
the new Tigers such as Malaysia and
Philippines, shows that attracting FDI into
high-technology activities can happen
without any particular government strategy.
In their case, it was largely a matter of their
economic base, which may have been helped
by welcoming FDI policies. High-tech TNCs
had already established a base in Singapore

[9].
3. Conclusions

What does this analysis suggest for
strategies by developing countries to build
local  technological  capabilities  for
competitiveness? Competitive success in
industry depends vitally on the ability of each
industrial system to cope effectively with
technical change. This ultimately determines
how a country’s local value chain relates to
the international chain: where it is located,
how rewarding the insertion is, and the rate at
which its position in the chain improves over
time. Globalization means that resources
such as finance, technologies and high-level
skills are far more mobile than before and
value chains are more tightly organized and
controlled. Clearly, insertion into dynamic
value chains is a very good way to build
competitiveness, and the lead players are
increasingly  scouting the world for
economical sites in which to locate their
production and service activities. New
technologies enable this to happen more
efficiently and quickly than ever before.

However, all this does not reduce the role
of local technological capabilities. On the
contrary, it increases it because the efficiency
of each location becomes the prime
determinant of success. Technical efficiency
requires access to new technologies from
across the world, but simply exposing local
industries to international trade, investment
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and information is not enough. It may even
devastate them to the point of closure if
measures are not undertaken to build up new
capabilities = and  accelerate  learning
processes.
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Abstract

The present study aims to present
strategies of improving the competitiveness
for corporations operation in the market of
precious metals in the context of global
economic crisis. This is a difficult period for
all the corporations regardless of the sector
in which it operates. The increasing prices
for the raw material, the bigger cost of the
rent paid by all the tenants, purchasing
power increasingly lower there are only
some fact that are increasingly more difficult
to existing companies on the market.

The existence of the companies operating
in the market of precious metals is even more
difficult taking into consideration the
increasing prices of the precious metals.

In order to improve the competitiveness of
the corporations operating in the market of
precious metals the strategy must take into
account the following: always in change
price of precious metals, the payment terms
of the suppliers, the best quality at the best
price products, the best prices for the rent of
the selling price.

Key words: competitiveness, corporations
operating, strategy, market of precious metals
JEL Classification: F20

1.Introduction

One of the main objectives of the research
explores the strategic global trend of the
methods to improve the competitiveness of
the corporations, as a preliminary stage in the
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global economic crisis, which is crucial for
the further success on the national and
international markets. Taking into account
the alertness of change in the socio economic
environment worldwide, the analysis of the
methods  that are  improving  the
competitiveness of the corporations operating
in the market of precious metals is necessary
both for the academic and business world
today. In the same time, considering that the
companies acting on the precious metals
market are one of the vectors of the
globalization process, the empirical research
on the investment decision-taking is
becoming a strategic aim both for the
companies operating within a country, and
also for the companies that are expanding
their activities outside the country.

2. Monitoring and evaluation system to
increase the competitiveness of the
corporations

The developing of the a strategy to
increase the competitiveness can take many
forms ranging from tacit agreements between
groups of actors to form value chains, to the
financing of important development projects
whose aim is to improve one or various
chains in a precious metals market. Taking
into consideration this variety of variables it
is very difficult to design a single system for
monitoring and  evaluation of the
implementing of strategies to increase
competitiveness. This study intends rather to
present some key parameters at different
levels that can be useful for measuring the
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changes achieved by these strategies. Before
starting the construction of the monitoring
and evaluation system which will be the
model to increase the competitiveness of the
company we must answer some simple
questions such as: who are the intended users
of the data generated by the proposed
monitoring and evaluation system? How will
the data be used by different groups? Will the
system be design in such a matter that it will
respond to the needs and desires of those how
will use it? Last but not least: one should
draw the objectives of the system. Having
clarity about the rational behind the system is
important so that this is designed correctly in
order to offer to the corporations operating
on the precious metals market a correct
strategy to improve their competitiveness.

3. Factors that needs to be taking into
account when taking about the strategy
of improving the competitiveness of
corporations operating on precious
metals markets

Below are listed the factors that need to be
taken into account for monitoring and
evaluation system for the strategy of
improving the competitiveness of the
corporations operating on the precious metals
market.

1. Production costs

On the precious metals market there are
two kinds of corporations: ones that are
production the goods and ones that are
importing the goods and they sell those
goods in their shops. For the ones that are
producers in order to improve the
competitiveness they should know the
evolution of production costs.

2. Value of final product

Also for the ones that are producers it is
very important the evolution of the
commercial value of the final product
of the chain.

3. The price of gold and silver on the

market

Very important when talking about the
strategy of improving the competitiveness of
corporations operation on precious market is
the price of the precious metals. In this
period of global economical crisis the price
of the metals is always increasing and this is
an important fact that influences the
competitiveness of the corporations.
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4. Profitability

The corporations acting in the precious
metals market must calculate the profit in the
each link because this is the easy way to
identify which actors capture a greater
percentage of the benefits. Most of the
corporations within this market are importing
the goods that they sell and it is very
important the size of the profit.

5. Distribution of benefits

This indicator is of special interest in
projects focused towards poverty reduction.

6. Improvement of products offered to

the customers

All the corporations operation on this
market are always looking for the best
supplier of the raw material, if the
corporation is a producer ones, or if not, it
will always try to find the best supplier: the
one that have the best quality of the goods at
the best prices.

7. Sales volume

The corporations operating on precious
metals market must every month measure the
sales volume by calculation the total grams
of gold jewelleries sold.

8. Sales value

Because of the always modified price of
the gold the corporations operating in the
precious metals market must always be
carefully with the price that they are selling.
If they do not modified always the selling
price of the goods they will not have money
to buy new goods from the supplier.

4. Strategy of improving the
competitiveness  for  corporations
operating on precious metals markets

For the corporations operating in the
market of precious metals in the context of
global economic crisis it is very important to
stay connected to the prices of the precious
metals. Nowadays, when prices change any
minute: either increasing or decreasing, for
those corporations it is a must to adapt the
selling prices for the goods that they sell
based on the market price. Negligently in
regard to this matter can cost bankruptcy of
the company? Even if they have bought the
goods at a lower price the company must
adapt the selling price at a higher price (if the
price on the market is higher in the next
period) because if not the company will not
be able to buy new and fashionable items for



supply the need of the market. It the context
of the global economical crisis the higher
prices of the precious metals is the must
dangerous enemies for the corporations
operating on precious metals markets
because since the consumers are affected by
the crisis and they do not have anymore the
same budged for the luxury items they do not
afford anymore to buy and with this issue the
profit of the corporations is affected. Not
having any profit it will be impossible to
move forward. We can not tell that the
strategy of improving the competitiveness is
maintaining lower prices for the precious
metals in order to obtain profit because
without the correlated price for those it will
be impossible for the corporations to move
forward. The strategy is to maintain a correct
price, a correlated one.

The global economical crisis has already
closed a lot of companies operating in the
market of precious metals. With the sells at a
very low level they did not find the money to
move forward: the level of the rent, the
salaries and the debt for the suppliers has
made many companies to close. A strategy
for improving the competitiveness is a good
negotiation skill in the negotiations between
the company and the locator of the space
where the company operates. Most of the
spaces where the companies operates are
taking for rent and with the actual prices it is
very hard to maintain the payment terms that
are maintained in the post crisis brush. By
reducing the rent one can move forward and
resist on the market. To by competitive in
this sector (precious metals market) the
corporations must take advantage that a lot of
companies operating on different markets can
not afford anymore to pay the rent in malls
for the selling space and they are closing the
shops. The corporations operating in the
precious metals market must be aware that
there are a lot of free spaces in mall at better
prices that if they sign lease with mall before
their opening. This spaces at those best prices
is a real competitive advantage for the
corporations because taking into
consideration the global economical crisis
that exist the customers will better appreciate
the corporations that still continues to open
shops even the selling period is not the best.

Another strategy of improving the
competitiveness of the corporations operating
in the market of precious metals in the
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context of global economical crisis is to find
the suppliers that accept the payment at 60-
90 days. Nowadays, taking into consideration
the fact that most of the companies do not
have the power to pay the debt it is extremely
hard to find such suppliers. With the 60-90
days term of payment the company can have
the goods in windows and can offer to the
customer a wide range of product without
making any payment before having the
merchandise. In this way the corporations
can be competitive offering to the consumers
also the best prices. This payment term can
be also very dangerous in this crisis period:
the price of the precious metals may increase
at a level that can not be covered at the end
of the period by the corporations operating
on the market of precious metals.

Maybe the most important strategy to
improve the competitiveness for the
corporations operating in the market of
precious metals is finding the suppliers with
the lower prices and the best quality. The
account managers of the corporations that
manage to find this combination of attributes
into only one supplier has the key of the
method to improve the competitiveness. In
this period of crisis it is very difficult to
produce the best quality at a lower price
because the price of the precious metals is
high; the price of the technologies used is
also very high.

5. The Global Competitiveness Index 2012
— 2013 Rankings for two of the most
representative country with tradition in
jewelry

Two of most important producers and
sellers of jewelry in the whole world are
Turkey and Italy. They have the tradition in
manufacturing the jewelry made of precious
metals and they have the technology that you
can find only in their countries. Most of the
producers and sellers of jewelry made from
precious metals are located in Turkey and
Italy.

In the Global Competitiveness Report
2012-2013 Turkey and Italy are showed to by
on an upward trend as it written below.



Fig. 1 Competitiveness ‘“hotspots” and
countries with weak performance
according to the GCI
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Source: World Economic Forum

In the map below the 10 best-performing
countries are shaded dark red and as we can
see with six of the ten best-performing
countries, Northern and Western Europe is a
competitiveness hotspot. In comparison with
Northern and Western Europe, when looking
at Southern and Eastern Europe one can see a
considerably bleaker. On the map there is a
patchwork of colors that reveals how the
competitiveness is divided within Europe.
Indeed, the lack of competitiveness of several
European countries is an important cause of
the current difficulties in the euro zone. A
vast majority of African countries appear in
dark blue on the map showing that the Sub-
Saharan African countries continues to face
the biggest competitiveness challenges of all
regions. Despite decades of brisk economic
growth in some developing regions, the map
reveals that the profound competitiveness
gap of these regions with more advanced
economies persists. As we can see the map
reveals that the hotspots remain concentrated
in Europe, and a handful of advanced
economies in Asia and the Pacific.

Turkey moves up by 16 places this year to
attain the 43rd spot. The country’s economy
grew by 8.4 percent in 2011 and benefits
from considerable progress in a number of
areas covered by the GCI - global
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Competitiveness  Index. = Macroeconomic
stability has improved and the financial
sector is assessed as more trustworthy and
finance as more easily accessible for
businesses. Improvements to the institutional
framework and greater competition in local
markets have also been registered; these will
further strengthen the country’s competitive
position. Turkey’s vibrant business sector
derives important efficiency gains from its
large domestic market (ranked 15th), which
is characterized by intense local competition
(16th). Turkey also benefits from its
reasonably developed infrastructure (51st),
particularly roads and air transport, although
ports and the electricity supply require
additional upgrading. In order to further
enhance its competitiveness, Turkey must
focus on building up its human resources
base through better primary education and
healthcare (63rd) and higher education and
training (74th), increasing the efficiency of
its labor market (124th), and reinforcing the
efficiency and transparency of its public
institutions (67th).

Italy moves up by one place to reach the
42nd position this year. The country
continues to do well in some of the more
complex areas measured by the GClI,
particularly  the sophistication of its
businesses, where it is ranked 28th,
producing goods high on the value chain with
one of the world’s best business clusters
(2nd). Italy also benefits from its large
market size—the 10th largest in the world—
which allows for significant economies of
scale. However, Italy’s overall
competitiveness performance continues to be
hampered by some critical structural
weaknesses in its economy. Its labor market
remains extremely rigid—it is ranked 127th
for its labor market efficiency, hindering
employment creation. Italy’s financial
markets are not sufficiently developed to
provide needed finance for business
development (111th). Other institutional
weaknesses include high levels of corruption
and organized crime and a perceived lack of
independence within the judicial system,
which increase business costs and undermine
investor confidence—Italy is ranked 97th
overall for its institutional environment. The
efforts being undertaken by the present
government to address such concerns, if
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successful, will be an important boost to the Monitoring  of Strategies to Increase
country’s competitiveness. Competitiveness: General Guidelines
[81Schwab Klaus, The Global Competitiveness
Report 2012 - 2013
http://books.google.ro/books?id=GoKc9rn8T7QC
&pg=PA106&Ipg=PA106&dg=monitoring+a
nd+evaluation+system-+for+the+strategy+of+i
mproving+the+competitiveness&source=bl&o

6. Conclusions

Researching the methods the companies
operating in the precious metals market use

to improve their competitiveness, we ts=(TktBIQgaK &sig=zkM11alvnGVHN7GKh
observed the evolutionary nature and also the MmKz6i YERA&hl=ro&sa=X&ei=NKb9UO?2
new typology of risks taken into yOY3VsgbMgoHABQ&ved=0CEYQ6AEwWA
consideration,  for  maintaining their wi#v=onepage&qg=monitoring%20and%20eval
Competitive advantage‘ To empirically uation%20system%20for%?20the %20strategy
demonstrate the decision-taking theory, we 9%200f%20improving %20the %20competitive

ness&f=false

tried to test the programmed methodologies )
[8] World Economic Forum - The Global

by pointing out the decision-making process Competitiveness Report 2012-2013,

¥n sevgral Cas? studies . we took from http://www3.weforum.org/docs/ WEF_GlobalCom
1nterna.t10nal busmes§ practice. petitivenessReport 2012-13.pdf
Seeing the evolutionary nature in this area,

alongside the technological advance, we
consider that further research is necessary, to
discover new means of global strategy to
improve the competitiveness for corporations
operating in the market of precious metals in
the context of global economic crisis. For
future steps of the research, we consider that
finding a way to introduce global risks for the
price of precious metals as dependent
variables in those models used as basis for
the strategy of improving the competitiveness
of the corporations operating in the market of
precious metals, is needed in order to realize
an optimal improving strategy.
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