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Europe 1957, 2011 and 2020: a Christmas carol 
Foreword 

 
 

 
 
‘If we want to build a decent and sustainable future we must not only be aware of the past, it must be at the 
forefront of our minds at all times.’ 

Konrad Adenauer 
 

‘And downtown, in higher circles of interest, people may have been saying: What is with this professor, what is he 
talking, his pilot light has gone out.’ 

Saul Bellow, The Dean’s December 
 
 

Today, in 2011, we are living in a changing and unpredictable world, in a crisis and the EU has tried to build 
a powerful strategy towards 2020 for fostering EU’s growth influencing our everyday lives in a positive way.  

The EU has established three ambitious pillars for the EU 2020 strategy: The EU economy should become a 
smart, sustainable and inclusive economy for the mutual benefit of EU member states and sustain their effort to 
deliver high levels of employment, productivity and social cohesion.  

 
To measure the achievement of the Europe 2020 goals, the EU formulated in 2009 five ambitious targets 

on employment, innovation, education, social inclusion and climate/energy. This set of EU-level targets is 
translated into national strategies in each EU country, reflecting different situations and circumstances.  

 
My fellow Europeans, this sounds nice and technical but let’s face it: 2020 is far away. Maybe too far away 

if we are honest. If we look at all the urgent problems and challenges of today. Shaping 2020? Shaping the future? 
Or should we rather worry about today? About the danger today for the EU growth machine, due to instability, 
debt and the euro. Without a well functioning Internal Market there will be no smart growth, no sustainable 
growth and no inclusive growth: without a well functioning Internal Market there will be no growth at all!  

Today is the only moment that our life takes place. Let me convince you today that it is worthwhile to 
travel in time, back to where we came from in Europe in 1957, forward to what we want to be in 2020, looking in 
the mirror of 2011 to see who we really are. We need the understanding of the past, the mirror of today to have 
the power, the courage to do what we have to do in the future. 

 
Let me convince you that the German Chancellor of 1957 Konrad Adenauer, one of the founding fathers of 

the European Union was right when he said that a good understanding of the past is necessary if you want to have 
a decent and sustainable future. 
 

My fellow Europeans, today I am going to speak to you not only about the future of the EU 2020 but also 
on Europe 1957 when it all began, and on Europe 2011, Europe present. Like in the story of the Christmas Carol 
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(1843) of Charles Dickens (1812-1870) I will haunt you with ghosts, three ghosts, from the past, the present and 
the future. So I hope that you are ready this morning for some time traveling. 
As human beings we have the habit of looking forward. Looking forward to something nice, meeting with friends, 
a holiday, a visit. Looking forward also to something that is not so nice but that we have to do, going to school, 
visiting a doctor, going to court, planning work to do. To use the motto of this symposium: we look forward to 
prepare and shape a sustainable, smart and inclusive future. At least if you are not a crook. We also look forward if 
hope is the only thing we have left, if we think a brighter day will come. If we are bouncing back after a deep fall. 
As Annie sang it in the great musical: Tomorrow, tomorrow, the sun will come out tomorrow. The sun will come 
out tomorrow, bet your bottom dollar that tomorrow they're be sun!  
 

You all know that story that Charles Dickens told us in his Christmas Carol. Miser Ebenezer Scrooge is 
awakened on Christmas Eve by spirits who reveal to him his own miserable existence, what opportunities he 
wasted in his youth, his current cruelties, and the dire fate that awaits him if he does not change his ways. Scrooge 
is faced with his own story of growing bitterness and meanness, and must decide what his own future will hold: 
death or redemption. 
The Ghost of Christmas past has already appeared on the stage of this symposium room, it is 1957, look, the ghost 
says, and see: Look at Europe 1957, still recovering from the Second World War, there is still hunger and food 
distribution, Western Germany is still occupied territory. The losing countries of the War want to shape their 
common future by taking care that the past of war, the past of nationalism and protection will not happen again. 
They form a Community for Ever Closer Union and to remove borders. They sign the Treaty of Rome. 

 
The Treaty of Rome that laid the foundations of European integration was signed in 1957 with great 

symbolism. The signature took place near the graves of the apostles Peter and Paul. This Treaty was a serious 
thing. Comparison was made by several speakers such as the Dutch finance minister Witteveen between the 
European Community and marriage.  

 
In 1957 the Second World War, its victims, misery and hunger was still close, in the minds, in the streets 

and in the economies. The situation was totally different from today. In fact the original founding countries of the 
EEC were all World War II losers in one way or the other. They lost the War, were collaborating or lost a major part 
of their industrial capacity. Western-Germany did not even have full sovereignty and was still occupied Allied 
Territory. But the Treaty built on Hope and a New Deal. The Treaty in many respects, in particular in economic 
terms, was prophetical and showing that lessons were learned from what happened in the nineteen thirties, the 
nationalism and protectionism. The market economy played a bigger role than it had before the War. Germany 
e.g. had entered the War as a planned economy, its major banks had been nationalized not long before the War. 
The Treaty of 1957 postulated in article 107 that in a Common Market, that was the main objective, the vehicle of 
Peace in the Treaty, there must be some form of Monetary Union, a common currency or something very close to 
it, fixed exchange rates. In 1957 there was no urgent need for a common currency as all EC countries were in the 
Bretton Woods System pegged to the US dollar and the US dollar to gold. In 1957 the Treaty stated that exchange 
rate stability per se is necessary if that is seen from the broader perspective of European integration. In 1957 it 
was understood that the difference between the crisis of the 1930s, nationalism and protection on the one hand 
and peace and prosperity on the other was a Common Market. In 1957 it was understood that a Common Market 
required free movement of capital and labour. In 1957 people were poor but there was a sense of Community, of 
solidarity, of having a stake in each other; of sharing, of suffering when other countries and persons were 
suffering. 

 
Please Spirit of Europe’s past, haunt us no longer, this past is painful to see. A new Spirit is entering to 

show us ourselves as we are today. Look, the Ghost of Europe present already appears on the stage.  
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Today key lessons of the Treaty of Rome, e.g. on the need for Monetary Union in an Internal Market as was laid 
down in article 107 EEC, seem forgotten and its great Spirit disappeared. If this remains like this the EU2020 
Strategy will be difficult to realize. EMU, European Economic and Monetary Union,  will be threatened further. At 
present wages are too low and profits are too high to make a social economic success. At present we think that in 
a Europe with completely free movement of capital, 27 EU countries, very large and very small can go to the 
capital market individually and independently. It does not work. 

At present we have forgotten that once our countries were young and were all poor. We have forgotten 
that we needed one currency for all the countries participating in the Single Market. We have forgotten what we 
learned from the 1980s and 1990s namely that in the Exchange Rate Mechanism exchange rates were under 
attack until we moved forward to monetary union. At present the smart, sustainable and inclusive growth is 
sacrificed to cutting debt. If every country is cutting back debt at the same time we get the crisis back of the 
nineteen thirties. 

 
The Ghost of Europe future pushes away the Ghost of Europe present. It looks grim and merciless. As 

Ebenezer Scrooge puts it in the Christmas Carol when meeting the Ghost of Christmas Future: Ghost of the Future, 
I fear you more than any specter I have seen.  
The Ghost of the Future shows us a grave. Countries and people are nevertheless happy. Dying is the nicest thing 
you could do for us they sing. It is Europe in the grave. There is no social Europe, no smart Europe, no sustainable 
Europe any more. There is social misery and danger of war. 

Suddenly we all wake up and realize that change in our behavior and thinking is needed. We understand 
that we are brothers and sisters and we have a stake in each other. Let us clear all the over 60% of GDP debt of all 
countries collectively, also the German one of € 600 billion. 

 
Only if all the key concepts of the 1957 Treaty, solidarity, efficiency, stability, equity, are respected the 

EU2020 Strategy can be a big success in terms of smart, sustainable and inclusive growth. This entails e.g. EMU 
clearing, the collective refinancing of excess government debt (above 60% of GDP) of EU Member States [see 
table].  Thus the project of EU2020 will be saved like Tiny Tim is saved by a changed Scrooge in the Christmas Carol 
Story. 

Let us create real complete mobility in Europe and allow immigration that is needed for growth and 
humanity. Let us introduce the euro in all EU countries or fix the exchange rate with the euro. Let us stabilize the 
Internal Market if needed by a European fiscal policy e.g. by lowering EU contributions, transfer stability funds. Let 
us in exchange for that and because of the lower potential growth decrease the maximum national deficit to 1,5% 
or lower. Let us build a framework where labour gets a fair share of the economic production which ensures 
enough demand and provides for profitable investment opportunities for financial capital owners. Let us for 
solidarity sake in an aging Europe work longer every working week, half of the Saturday e.g. and retire later and 
get a higher pay that compensates and partly compensates for working longer. Let us really go for lifelong learning 
and provide for a second formal education period half way of our lives. Let us further enlarge Europe and foster 
growth outside Europe where people starve and lack water and security. 

Europe will flourish: yes we can. And the final words will be those of Tiny Tim: God bless us. Every one. 

Andre Kolodziejak 

Professor of Economics, the Netherlands,  
Economist at the European Commission 
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The efficiency of economy and living standard of the Slovak Republic in the context of 
EU in the years 2005-2010 

 
Prof. Ing. Mikuláš Sedlák, CSc. 1 

 
 

Abstract. The period of the years 2005-2010 was very rich in important external and internal events which 
influenced the development of Slovakia. Its economy experienced a rapid boom, but also a fall caused by economic 
crisis n the world. It was the industry which was an engine of the economic growth but also the reason of the fall of 
economy. The efficiency of the Slovak economy was gradually getting close to the average GDP per capita of the 
EU. This process was stagnated by the crisis. Our wages and retirement benefits are markedly lower than in the EU. 
The income structure of inhabitants is being deformed. Formation of people as economic as well as intellectual 
beings is inevitable.  
 
Key words : economy, living standard, industry, constructing industry, economic crisis, gross domestic product, 
wages, pensions, income structure of inhabitants, man as a economic being, intellectual nature of a man 
 
Introduction  
 The span of the years 2005-2010 was an exhausting phase, full of many important external and internal 
events and changes, which greatly influenced the development of Slovakia. The social changes demanded by the 
people in November 1989 culminated in the Slovakia´s accession to the European Union in the year 2004. It 
signified transition from transformation of society to its convergence in the European structures.  
 In the year 2008 we were invited to the euro zone and in January 2009 we extended it.  At that time we 
were the poorest member country.  
 The rise of the financial and economic crisis in the USA in the year 2008 was a new event in the world 
economy which greatly influenced the Slovak economy and caused its rapid fall.  
 It was a double exchange of governments as a result of the elections to the Slovak National Council in the 
years 2006 and 2110, which was one of important internal factors having impact upon formation of the society 
and economy of Slovakia.  
 
1. The turbulent development of Slovak economy in the years 2005-2010  
 
1.1. Slovakia among the most growing economies  
 After the 5.2% growth of the Gross Domestic Product of Slovakia in permanent prices in the year 2004, in 
the next quarter years of 2005, our economy accelerated its year-on- year change. The year-on-year increase of 
GDP ( in permanent prices) in the year 2005 was 6.5%.  
 The growth of economy was caused especially by the investments. The household consumption 
maintained a relatively high growth. The economics growth was being slowed down by net exports.  
 Having reached an average yearly GDP of 5.3% in the years 2002-2005, we got to the top of the central 
European region [3] and we belonged to the most quickly growing economies of the EU. The only countries 
developing more quickly were Lithuania, Latvia and Estonia.  
 In the year 2006 the GDP increased by 8.5%, which was a new record. Slovakia belonged to the three most 
quickly developing states, the quicker developing ones being only Estonia and Latvia. Our growth was three times 
faster than th average of the EU.  
 According to he forecasts of the European Commission, the peak in the development of our economy 
should be reached in the year 2007. The GDP growth (a year-on-year growth) in the year 2007 was 10.4%. The 
economic growth of this period was driven by the industry. The record growth of GDP in the year 2007 supported 

                                                 
1 This paper  is included in work of grant VEGA 2/0206/09 Súčasné trendy vo svetovej ekonomike a znalostná ekonomika.  
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the industrial production growth by 12.8% [10] as well as the growth of exports. Its enormous increase was caused 
by the new car producing factories which were starting production.  
 At the beginning of the year 2008, the Slovak economy slowed down its growing speed. Its dynamics fell in 
the first quarter year of 2008 to 9.3% and in the second quarter to 7.9%. There was an enormous slowdown of the 
GDP growth in the third quarter year falling to 2.5% as compared with the same period of the previous year. It was 
caused mainly by the weak foreign demand. The GDP growth was documented only in four countries, namely 
Slovakia, Cyprus, Greece and Poland. In the year 2008 the growth of Slovak economy was evidently lower than in 
the previous year and it reached only 6.4%.  
 
1.2 The economic crisis in Slovakia and the beginning of its overcoming    
 Since we were and still are an open and to a great extent an export-oriented economy linked 
predominantly with EU market, it was obvious that we had to count with the consequences of the recession. The 
crisis started in the last quarter year of 2008. It came real in our economy at the beginning of the year 2009. The 
country entered the recession for the first time since the year 2000. Our recession was caused by the two major 
business partners of ours, namely by Germany and the Czech Republic, which were facing the fall of economy. 
According to some economists, besides the global economic crisis, it was also caused by the fact that we accessed 
the euro zone with a too strong exchange rate. In the first quarter of 2009 Slovakia´s economy suffered a rapid 
fall, one of the highest falls in the union, as at that time it fell (a year-on-year change) by -5.4%. It was even worse 
than the euro zone average, which, according to the Eurostat, in the quarter year reflected the decline of GDP  of – 
4.8% and the EU decline was -4.5%. In the year 2009 Slovakia became one of the most quickly collapsing countries. 
It was caused by the previous high economic growth and a highly open economy. In the early months of the year 
2009 it suffered mainly from the global crisis, but for some time also from the involuntary stoppage of production 
in some companies due to the cut in the gas supply. The year 2009 was the hardest one in the history of Slovakia. 
After the fall of economy in the first quarter year, in the second quarter year it was -5.3%, in the third quarter year 
-4.9% and in the fourth quarter year -2.6%. The Statistical Office confirmed the fall of economy of the Slovak 
Republic in the year 2009 by -4.7% in comparison with the year 2008. The Czech economy fell by -4.3%. The 
economic crisis caused great damage for Slovakia. The originator of that dramatic fall was the industry. The year-
on-year growth of the Slovak industrial production stopped in October 2008, mainly in the automobile industry. 
The industry collapsed. In December 2008, the year-on-year production fell by 16.8% which was the highest figure 
since the year 1999. There was an extraordinary unfavourable development in the automobile industry as in 
December 2008 its production decreased by tremendous -35.7%. [7]  
A sharp decline of industrial production in Slovakia continued also at the beginning of the year 2009, when there 
was a year-on-year fall of -25.6% in January and -24.8% in April. The automobile and electrotechnical industries 
suffered the most.  
 In spite of a deep fall of the Slovak economy in the year 2009, a switch to the growth was expected in the 
year 2010. That positive opinion was also supported by the economic results of Slovakia for the first two quarter 
years of the year 2010, i.e. 4.8% and 3.9%.  
The crisis started to be driven back by the Slovak industry which claimed comeback to the old times. According to 
the Statistical Office, in the year 2010 there was a year-on-year increase of 18.9%. In this year there was a 
significant increase in the automobile industry from 463 140 cars in the year 2009 to 576 000 cars. The industry 
was driven by demand from abroad. [9] 
 
1.3 The convergence of the efficiency of the Slovak economy to the EU average  
 In the year 2005 Slovakia was the fourth poorest country of the European Union 25. Generation of GDP 
measured by the purchasing power standard per inhabitant of Slovakia represented only 57% of the average of 
the GDP. When comparing the efficiency of our economy with the EU average 15, the figure was even lower, 
approximately half of it.  

There was a high disparity of Slovakia in generating GDP per capita in the parity of purchasing power in 
comparison with the most developed countries of the EU. The highest GDP generations per capita were reached 
by the following countries: Luxemburg 251% of the EU average, i.e. 4.4 times higher than Slovakia, Ireland 139%, 
i.e. 2.4 times higher than us, Holland 126%, i.e. 2.2 times higher than Slovakia. The average GDP generation of the 
12 members of euro zone reached 106% of the EU average, i.e. it was 1.85 times higher than the Slovak one.  
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In the year 2005, as far as the economic effectiveness is concerned, we were behind some post socialist states 
which were members of the European Union. As for our neighbours, the Czech Republic with her 19,500 US dollar 
GDP per inhabitant in the parity of purchasing power was ahead of us with our 16,300 US dollars, i.e. 83.6% of the 
Czech level. Hungary was at the same level as us.  Poland reached the level of 13,300 US dollars, i.e. 81.6%  of 
Slovakia.  
 Our shift to the fastest growing economies in the union fastened approaching out GDP per inhabitant to 
the average GDP per inhabitant of the European Union faster.  
In the period of five years, i.e. in the years 2004-2008 Slovakia considerably approached the EU average in 
generation of GDP pet inhabitant. According to the statistical office Eurostat we „climbed“ to 72% of the EU 
average. Despite high economic growth in those years Slovakia was at the end of the second ten of the European 
twenty seven states in the scale of „advancement“.  
 In the year 2009 the efficiency of the Slovak economy stopped approaching the EU GDP average. The main 
reason was the crisis. According to the prognosis of real convergence of the states 27, which was announced by 
the statistical office Eurostat in the year 2009 the Slovak GDP per inhabitant decreased from the preceeding 72.2% 
to 69.3% of the EU average. It also pointed out that our shift away from the union average was the first one since 
the year 2000. 
The material issued by the National Bank of Slovakia stated that Slovakia could forget about the quick process of 
reaching the economy of the European Union. But it expressed its expectations to reach the union, and that 
process would not stop, it would only slow down.    
 
2. The living standard of the Slovak Republic in the EU is considerably lagging behind 

In the second quarter year of 2005 as compared with its first quarter year, the increase of household 
consumption was slightly accelerated. It was caused mainly by the long-lasting growth of incomes of inhabitants. 
The average wage reached te level of 16,736 SKK (555.6 euro), i.e. it increased in the nominal value by 8.2%  and 
the real value b 5.6%. An average gross monthly wage in the year 2005 was 17,274S (573 euro).  
 At the time the regional differences in average monthly wages according to the counties were increasing. 
The highest wage was in the Bratislava county, i.e. 134% of the Slovak average and the lowest one was in the 
Prešov county, only 77.2% of the Slovak average.  
 In the lst quarter year of 2006 it was for the first time that the average salary in Slovakia reached the level 
higher than 20,000 SKK, exactly 21,131 SKK (701 euro). In average, in that year the gross income of workers was 
18,761 SKK (623 euro), which was over 8% more than in the year 2005. The real wage increased by 3.3%.  

In the year 2006 the profits of companies were rising more quickly than incomes. While the companies 
earned almost by 26% more than in the year 2005, the wages grew three times more slowly.  

The first quarter year of 2007 started with the lower average wage than the one of the fourth quarter year 
of 2006, when, in the first quarter year, the amount of 18,511 SKK (614 euro) was reached. But the fourth quarter 
year of 2007 reached as high level as 22,925 SKK (761 euro). The average wage for the year 2007 was 2,146 SKK 
(669 euro). The real growth represented 4.3%.  
The average nominal wage of the year 2008 rose to 21,781 SKK (723 euro), i.e. compared to the year 2007 by 
8.1%. Its real growth was 3.3%  
 The internet survey on the page www.nase-platy.sk  of  September 2008 showed that almost 47% of the 
Slovaks were no able to put aside even one cent monthly, i.e. half of the Slovaks just managed to live on  their 
income by the next month. According to the analysts it was conditioned by low wages as only a small number of 
people were earning the average wage and more and more household got in debt. 

At the end of the year 2008 people could feel the impacts of the crisis on their incomes. According to the 
Statistical Office of the Slovak Republic, in October the wages and salaries were rising more slowly than the prices. 
While the rise of wages and salaries in September represented 9.5%, in October 2008 it was only 4.4% which was 
less than the growth of inflation. The growth of incomes slowed down.  

In May 2009 wages and salaries in industry fell year-on-year for the first time since February 2006. The 
average nominal wage decreased in comparison to May 2008 by 1.3% and the real wage decreased by 3.4%. 
 The poor were the most depressed. The poor region inhabitants lost the most jobs. The employed in the 
poor regions got the lowest wages. [8] 
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The average wage exceeding the Slovak average, which in the first quarter year of 2009 was 710 euro, was earned 
only in the Bratislava county. In average, people there were earning a gross income of 960 euro monthly. They did 
not experience the impacts of the crisis so much.  
 The poorest region was that of the Prešov county. Not only was there the highest number of the 
unemployed, but those who were employed were earning the least of all counties. In average only 536 euro. It 
was more than 40%  less than in the Bratislava county.  
 The data of the Statistical Office of the Slovak Republic indicated that in spite of high unemployment and 
prevailing crisis, in September people working in most branches of economy earned more than a year ago. One of 
the main reasons was the increasing unemployment which is a paradox. The companies were making mostly 
workers with the lowest wages redundant. Thus the wages could statistically be rising. Another reason could be 
the tendency of companies to reward those who had more work to do.  
Although the economy in the third quarter year of 2009 fell, the average  salaries were rising. The growth was 
slower than at the beginning of the year 2009, but it continued to be above zero.  
 The average wage in Slovakia for the year 2009 increased by 3%, i.e. to 745 euro. Wages had not been 
rising at such a slow pace for 20 years. It was claimed that „if there were not the generousness of public 
administration and playing with the statistical figures, the growth of wages and salaries would only be slightly 
above zero“.  
 As far as the development of the average wage of Slovakia since the year 2005 is concerned, it rose in the 
nominal value from 525.29 euro in the year 2004 to 722.51 euro in the year 2009 ( in the third quarter year), i.e. 
by 37.5%. The real growth of average wage for that period was 18.5%. In the year 2009 the gross average wage 
was 744.50 euro. Fewer than 55% of workers were earning smaller amount. In the year 2010 employees were 
earning 769 euro monthly.  
 As far as development of the average hourly wage of the employees in Slovakia is concerned, it rose since 
the year 2005, i.e. in the years 2005-2008 1.59 times. There was a faster growth than in the neighbouring states. 
When compared with the level of the developed states, we were still the last. [5]  
According to the average wages in the EU for the years 2002-2008 calculated by Dalibor Holý of the Czech 
Statistical Office, who did not put the wages in relation with the living costs in individual countries, when 
comparing our average hourly wage per person in the year 2008 with the ones of the neighbouring post-socialist 
countries, Slovakia ranked the last with the amount of 4.13 euro. It was 4.33 euro in Hungary, 5.2 euro in Poland, 
5.65 euro in the Czech Republic  ( the best of the former socialist countries).  
 There are several times larger differences when comparing the average hourly wage of Slovakia with 
average hourly wages of developed states of the EU. The largest disparities are compared to the following states: 
Denmark 24.62 euro, Ireland 20.41 euro, Great Britain 18.44 euro, Sweden 17.40 euro and Austria 14.03 euro.  
 There are also demonstrable differences in the level of our remuneration with the foreign companies 
when comparing the mother country and their branches in Slovakia. For example the Slovak- German Commercial 
and Industrial Chamber made a research of the salaries with almost 11,000 working positions in 51 German 
companies in Slovakia for the period from July 2007 to June 2008. According to the study on remuneration 
(Klenbaum SNOPK) the workers in Germany earned six to seven times more than their counterparts in the 
branches in Slovakia. The top managers had four and a half up to five times higher salaries at home. [2] 

The great disparity in the level of remuneration in Slovakia in comparison with the developed countries of 
Europe is also documented by the minimum wage, the grounds of which are also being discussed in Slovakia. The 
minimum wage in Slovakia rose since the year 2004 from 6,550 SKK (215.8 euro) to 295.5 euro in 2009 and 307.7 
euro in 2010. It is one of the lowest in EU.  
 The minimum wages in some advanced countries of Europe are several times higher. In Luxembourg it is 
1,682 euro, i.e. 5.5 times higher than our minimum wage, in Ireland 1,499 euro, i.e. 4.8 times higher and in 
Belgium 1,440 euro, i.e. 4.7 times more. [6] 
 A very numerous but socially much handicapped group of people in our society is most of the retired 
people. As at 31 December 2006 there were 916,000 retired. Recently there are roughly 1.25 million pensions 
paid.  
 In the year 2004 an average monthly pension was 7,738 SKK (256.8 euro), which represented 44.20% of 
the average wage of that time. 21 741 pensioners received the pension under the level of 4,980 SKK (165.3 euro), 
which was considered as a minimum pension or the life minimum at that time.  
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The level of the pension as at 31 December 2009 was 339.73 euro (10,234.7 SKK) and in November 2010 
352.37 euro (10,615.5 SKK).  
 The crisis was also reflected in the incomes of people who had retired. It resulted in the rise of inflation of 
only 2.4% and the rise of wages of 3.7% and therefore as at 4 January 2010 the pensions increased by 3.05%, i.e. 
350.09 euro (10,546.8 SKK).  
There are approximately 900 thousand pensioners having the pension lower than 372 euro. About 350 thousand 
pensioners are above this level. The average monthly pension in EU 27 is 1888 eur, i.e. 5.4 times higher than in 
Slovakia.  

The Trade Union Organisation of Slovakia takes pensioners for one of the most endangered groups of 
society. In spite of that, in the crisis period, they were not pushing forward their pension concepts. The TUO 
representative characterized this group of people as follows:  Not taking into account those whose pensions are 
high, the majority of pensioners should be admired for their being able to live on the money they are getting.  
 A great turning point in the recent paradigm of capitalism in Slovakia is the growing deformation of the 
income structure of inhabitants and its unfavourable social impacts.  
 On one hand the recent society is creating people. The middle wave of inhabitants in Slovakia is becoming 
more poorer.  
 On the other hand it supports rise of a group of people who do not suffer due to the crisis, on the contrary 
they misuse it increasing their income and wealth.  
The examples are the C.E.O.s in the companies with state ownership who gained millions of crowns in the crisis 
period. They were earning several times more than the members of Parliament.  
 In the period of crisis in the year 2009 there were seventy new representatives of the dollar millionaires, 
thus increasing their number to 2770. Moreover it is outraging that the number of the dollar millionaires in the 
world has got back to the situation before the crisis. From this point of view we are „poor“ as we have not got to 
the former number of 3,500 millionaires which was already exceeded in the year 2007. [1] 

According to the journal Forbes, in the year  2009 the place in the scale of billionaires was reached for the 
first time, although it was very narrow, by a big businessman of Slovak origin (Andrej Babiš), who ranks the 937th  
in the world with the estimated property of 1 billion US dollars.[12]       

It is sad, if not cruel, that some of our journalists and even some so-called economists are sorry that there 
are few millionaires or billionaires in Slovakia and they feel it their duty to contribute to the growth of this 
„golden“ group of the rich in our country, whilst many of them got rich due to their dishonest activities to the 
detriment of the work of the common people. These servants of capital are doing their best to support the luxury 
of the rich but they are not interested in the mass of citizens who live hand-to-mouth and who form the majority 
of the society.  
 
CONCLUSION 

In the scale of one hundred best countries in the world published by the American monthly Newsweek 
and published in Slovakia in August 2010, the research of which reflects a long-term trend of development of 
these countries, the first place was held by Finland, the second one by Switzerland and the third one by Sweden.  
 Slovakia has ranked the 31st  which was due to the fluctuations of the economic dynamics in this decade. 
According to Newsweek our neighbours the Czech (the 25th place) and the Poles (the 29th place) were better on. 
Hungary was the 33rd. [11] 
 We also reached a bad position in the scale of global competitiveness of the World Economic Forum, 
which published the result of the end of April 2010. Slovakia was the last ever since it had been included in the 
evolution. Out of 139 countries we reached the 60th  position, thus falling the most since the year 1998. In 
comparison with the year 2009 we fell by 13 positions. We had the worst ranking of the V4 countries. The main 
reasons of the fall to the lowest position so far were corruption and connections. [4] 
 An inevitable prerequisite of the future advancement of Slovakia is first of all fast sustainable economic 
growth. Its most important condition is to create an effective model of socio- market economy which is still absent 
in our country. But it must be harmonized with the relevant jurisdiction which must be respected consistently.  
 The efficiency of companies and economy is primary for the development of society but it is not sufficient 
for a sound and human society. An organic dimension of modern paradigm of the world economy must be the 
ethics. The results of economy ought to serve all, not only the selected. Therefore the activity of the companies 
must meet the requirements of their social responsibility.  
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Abstract. The labour market in Romania is facing some imbalances arising from the negative demographic 
trends, legislative instability, poor correlation between the educational programs with the labour market, low 
labour productivity. That is why employment policies and strategies must be developed taking into account 
the other strategies and macroeconomic policies and also the strategies of the European Union. In this regard 
"Europe 2020" Strategy is a landmark and support for the development of a healthy and sustainable economy. 
Based on the pillars of "Europe 2020" Strategy and from the analysis of the specific indicators, the paper 
presents Romania's situation in the labour market and suggests several solutions to relaunch employment. 

 
Keywords: "Europe 2020" Strategy, employment strategy, labour market in Romania 

JEL Codes: E24, J08 

Introduction  

"Europe 2020" Strategy aims to be a mechanism for coordination of the social, occupational, educational, 
energetic and research policies related to the competence of the national governments. It aims three ways of 
economic growth: smart economic growth, which involves developing an economy based on knowledge and 
innovation; sustainable economic growth, by promoting a competitive economy, with low carbon emissions and 
efficient use of resources and inclusive economic growth, which includes promoting an economy with high level of 
employment, generating social and territorial cohesion. 

 

On the other hand, "Europe 2020" Strategy supports the current economic crisis overcoming, which has 
caused and continues to cause effects in various sectors of the economy, affecting jobs and employment policies. 
Given the large and lasting impact of the current economic crisis on the labour market, employment policies and 
their application play an important role in responding to the crisis. 

 

Europe 2020, a strategy for jobs and smart, sustainable and inclusive growth, is based on five EU headline 
targets which are currently measured by eight headline indicators. These objectives define the position which the 
EU has to occupy in 2020 in terms of some major parameters. However these objectives are translated into 
national targets for each Member State to be able to follow its evolution.  

Thus, to achieve the objectives and parameters followed through "Europe 2020" Strategy actions are 
common: both at European and national level. 

 

The objectives of "Europe 2020" Strategy on employment 
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"Europe 2020" Strategy launches a new vision for Europe's economy over the next decade, based on an 
enhanced coordination of the economic policies to generate economic growth and increased employment that 
would help the economic and financial recovery of the Union. The new strategy focuses on the following key 
areas: knowledge and innovation, a more sustainable economy, high employment and social inclusion. 

With regard to employment, “Europe 2020” Strategy aims at achieving as the main objective a 75% 
employment rate for people aged from 20 to 64. It also aims at achieving economic, social and territorial cohesion 
through ensuring the autonomy of citizens through high levels of employment, investing in skills development, 
fighting poverty and modernizing labour markets and training systems and social protection in order to help 
citizens anticipate and manage change. 

 

And the other targets set by “Europe 2020” Strategy influence and are influenced by occupational policies. For 
example the improvement of the educational level can contribute to a better insertion in the labour market and to 
the adaptation to new changes and requirements that arise in training skills area. Increasing the share of the green 
economy also means the creation of green jobs, so it requires the adaptation to new skills in this area. Improving 
the conditions for research and development so that the combined levels of public and private investment to 
reach 3% of GDP represent a support of employment growth and especially of labour efficiency growth. Increasing 
performance through research, by using information and communication technologies makes innovative ideas 
generate growth and quality jobs. But all these must be related to entrepreneurship, finance, and must be focused 
on user needs and market opportunities. 

Thus, all “Europe 2020” Strategy goals are interconnected. Ensuring higher levels of education favours 
employability and the registration of progress in increasing the employment rate of labour force contributes to 
poverty reduction. A greater capacity for research - development and innovation in all economic sectors, 
combined with a more efficient use of resources will improve competitiveness and accelerate job creation. 
Investment in cleaner technologies with low carbon will protect the environment and create new business 
opportunities and jobs. The European Commission highlights the role of universities and of science and technology 
graduates in creating the necessary innovation for continued economic success. In addition, education is also 
considered to be the policy tool for social inclusion, since the skills that individuals develop allow them to 
participate meaningfully in economic and social discourse. (Rogojanu, Badea: 2011) 

 

The Commission considers that the key drivers of EU 2020 should be thematic, focused on the following 
priorities: creating value by basing growth on knowledge, empowering people in inclusive societies, creating a 
competitive, connected and greener economy. 

To help achieve these objectives in the field of employment, the European Commission supports projects such 
as: 

- „An Innovation Union", to improve the access to finance for research and innovation so as to guarantee the 
possibility of transforming the innovative ideas into products and services that create economic growth and jobs. 

- „Youth on the Move", to enhance the performance of educational systems and to facilitate insertion of youth 
in the labour market. Young people under 30 represent a fifth of the EU population, being strongly affected by 
rising unemployment. In this sense the stimulation of the modernization agenda of higher education, the 
exploration of ways to promote entrepreneurship through mobility programs for young professionals, the 
recognition of non-formal and informal learning, the support through adequate employment programs for young 
people are aimed. 

- „An agenda for new skills and jobs", to modernize labour markets and empower citizens by developing their 
skills throughout life to increase employment and a better matching of supply and demand in labour matters, 
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including professional mobility. Citizens must be prepared in accordance with labour market needs to adapt to 
changing labour market and contribute to increasing labour productivity and employment rate. This initiative has a 
broad field of application that includes, besides creating competencies and flexicurity, the quality of jobs, working 
conditions and job creation.  

- “The European platform to combat poverty", to ensure social and territorial cohesion, so that the benefits of 
growth and jobs to be distributed fairly, and people experiencing poverty and social exclusion to be given the 
opportunity to lead a dignified life and play an active role in society. The EU also supports economic growth 
favourable to inclusion through projects and investments in regional development field by which it reduces 
disparities between regions.  

These projects are helpful in overcoming certain problems which the EU is currently facing such as: economic 
crisis, demographic change, poverty in employment, skills adaptation to changes imposed by globalization, 
technology development and creating a green economy. 

As a result of demographic changes, labour is in decline, with major long-term implications on the active 
population, which must support a number of increasingly more inactive people. Employment rate is low, especially 
among women (63% versus 76% among men, age range 20-64 years) and older workers (55-64 years: 46%, 
compared to 62% in the U.S. and Japan). On the other hand, young people have been severely affected by the 
crisis, knowing an unemployment rate of over 21%.  

In terms of skills about 80 million people have basic or low skills and do not benefit from life-learning 
programs, as much as people with higher education. 

By 2020, 16 million jobs will require a high level of qualification, while the number of jobs that require fewer 
capabilities will decline by 12 million. EU studies results show a considerable shift in labour demand towards 
skilled workers implying that future jobs will become more knowledge and skills-intensive. Most projected 
increases are expected for high-skilled non-manual occupations, such as management, professional and associate 
professional jobs. Technicians and associate professionals (including physical, engineering, life science, health and 
teaching associate professionals) have the highest potential for job creation in the next decade, followed by 
professionals (such as physical, mathematical and life-science engineers, health and teaching professionals) and 
legislators, senior officials and managers. 

New jobs requiring new skills will be created. Transition between jobs, between training and jobs will have to 
be managed. This is where flexicurity should be deployed to the full. The challenge is to find the best way to 
enhance on the one hand, the flexibility of labour markets both on work organisation and on labour relations, and 
on the other hand, the security provided by life-long learning and appropriate social protection. Life-long learning 
needs to be much more accessible and universities should be more open to non-typical learners. 

Before the crisis, 80 million people were threatened by poverty, and now the number of people who have a 
job has increased, but they do not earn enough to escape poverty (8%). Having a job is probably the best 
safeguard against poverty and exclusion. But alone it does not secure a reduction in poverty levels or social 
inclusion. Modern social security and pension systems, adapted to the crisis and to the ageing of the European 
population, will be needed to provide an adequate level of income support and coverage to those temporarily out 
of work. Therefore, “Europe 2020” Strategy and other programs of the European Commission aim at increasing 
labour market participation and reducing structural unemployment. It is also essential to implement the principles 
on flexicurity and on supporting the citizens in acquiring new skills that allow them to adapt to new conditions and 
potential career change.  

 

In the EU, the European Commission aims to combat poverty, reduce social exclusion by providing specific support 
from the Structural Funds, particularly from the European Social Fund and the development and implementation 
of programs aimed at promoting social innovation among the most vulnerable groups, in particular by making 
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available for the disadvantaged communities certain education and training forms and some innovative 
employment opportunities. 

The necessary efforts to implement “Europe 2020” Strategy should include actions at the national level. Thus, 
to support European projects and initiatives Member States must: 

-  make efficient investments in education and training systems at all levels;  

- enhance the openness and relevance of education systems through the establishment of national 
qualification frameworks and through better targeting of learning outcomes to labour market needs; 

- facilitate the employment of young people through integrated actions that include guidance and counselling; 

 - implement their national flexicurity measures, reduce labour market segmentation and facilitate 
occupational mobility; 

- boost the implementation of the European Qualifications Framework, by establishing national qualification 
frameworks; 

- ensure the acquisition of competencies necessary for further learning and labour market integration and 
their recognition, including in non-formal and informal learning; 

- develop partnerships between education and work environment, especially through planning of education 
and training offers; 

 - define and implement measures aimed at the specific situation of high risk groups; 

- fully develop their social security systems to ensure an adequate level of income support and access to 
healthcare. 

In order to achieve “Europe 2020” Strategy the European strategy on employment has an important role. In 
line with the objectives of the “Europe 2020” Strategy, the European Employment Strategy aims at creating more 
and better jobs throughout the European Union.  The European Employment Strategy offers  the Member States a 
framework to exchange information, to discuss and coordinate policies on employment. Annually in this respect 
the European institutions and national governments (through the Employment Committee) present guidelines for 
national policies in employment, in order to establish common priorities and goals; national reports that describe 
policies on employment and a report made by the European Commission, including recommendations to national 
governments. 

 
 

[1] Measures taken by Romania in the employment field starting from "Europe 2020" Strategy 
 

Romania, as EU member state, has assumed the general goals of the Strategy 2020 as well as the national 
development targets subsumed under the European document. In this respect, the National Reform Programme 
and a series of regulations governing directly or indirectly decision-making and the planning process were 
developed, establishing institutional procedures and roles. The National Reform Programme is the instrument 
through which Member States implement the "Europe 2020" Strategy.  

This program should include: a medium-term macroeconomic scenario, the paths to achieve national "Europe 
2020" targets, addressing macro-structural barriers to economic growth and employment, as well as priority 
measures to achieve targets and eliminate obstacles through setting the timetable to implement these measures 
and related budgets. 

Assessments made by the European Union, on the provisions and procedures necessary for the 
implementation of the European policies conclude that Romania has a solid legal framework to develop public 
policies and necessary programs.  
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However, there is a discrepancy between the achievement of these normative acts and their implementation. 
Problems arise because there is little communication and coordination between departments dealing with 
national and European policy making, increased bureaucracy, reduced transparency in government policy 
development, waste in public expenditure, management issues in setting and achieving the pursued priorities. 

Therefore an integrated approach to planning policies is required. On the one hand, relevant European 
policies directly affect us and on the other hand only by knowing the domestic context and promoted or planned 
policies can the government formulate coherent country positions. (Dinu, 2010)     

According to the National Reform Program, Romania has established the following national targets for Europe 
2020 Strategy, in employment: 

Indicator 
EU 27 objectives (Europe 

2020 Strategy) 

Objectives 

Romania 

The current 

situation 

registered in 

Romania 

Employment rate of population 
aged 20-64 years 

75% 70% 63,5% 

Investment in research and 
development (% of GDP) 

3% 2% 0,48% 

Early school leaving (%) 10% 11,3% 16,3% 

The rate of population aged 30-34 
years graduate of a form of 
tertiary education 

40% 26,7% 16% 

 
Reduction of population at risk of 
poverty or social exclusion 
(number of persons)  

20.000.000 580.000 

9,1 million people 
at risk of poverty 
and exclusion 
 3.9 million people 
at risk of poverty 

Table 1: The objectives of the Europe 2020 Strategy for Romania  
(Source: National Reform Program, April 2011 & European Commission, Eurostat, 2011) 

 
It is important to know Romania's position currently in relation to targets to be achieved in 2020 to identify 

the most important gaps and to develop measures and remedies to reduce these gaps. 

In 2010, in Romania, the employment rate for the age group 20-64 years was 63.3%; it was low compared to 
the rate in the previous years due to the current financial and economic crisis. Thus a gap is recorded compared to 
the EU 27 average of 5.3 percentage points. According to forecasts, the gap between the national level and the 
community level will continue in 2020, but it will register a slight decline from 5.3 percentage points to 4.8 
percentage points. 

The difference between the employment rate registered in Romania and the EU 27 average reported to the 
target established by the "Europe 2020" Strategy is shown in the chart below. It is noted both for Romania and the 
EU a decrease in the employment rate from the end of 2007 due to the economic crisis. Although the decrease is 
stronger in the EU, Romania has employment rates below the EU average, moving away from the target of the 
"Europe 2020" Strategy (the employment rate 75%). 

The highest employment rate for working age people has been recorded among higher education graduates. 
As the levels of education decrease, also the employment decreases, which justifies the role of investment in 
education. At the same time, the unemployment rate among young people (15-24 years) increased both in the EU 
27 and in Romania (22.1%), which requires special attention in developing employment policies and programs to 
support youth labour market insertion. 
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Figure 1. Employment rate (%), age group 20-64  
(Source: Eurostat 2011, http://epp.eurostat.ec.europa.eu/) 

 

According to the analyzed indicators there are major differences between the levels registered in Romania and 
the targets imposed by the "Europe 2020" Strategy. Investment in research and development in Romania is 
currently only 0.48% of GDP, compared to 2% the target to be reached in the next 10 years. There are also 
significant gaps in leaving school early indicators, the level of tertiary education and the number of people in 
poverty risk / poverty / exclusion. 

The successful implementation of the "Europe 2020" Strategy depends on the subordination of the common 
EU policies and the national ones (structural and macroeconomic adjustment) to the goals of the "Europe 2020" 
Strategy; of ensuring the coordination among the National Reform Programmes and National Convergence 
Programmes (stability), the monitoring of achieved progress and the identification of blockages in real time and 
adverse effects in real time.  

Achieving the national targets can be affected by the occurrence of four risk categories: blockage, 
vulnerabilities, uncertainties and lags. 

 

Potential vulnerabilities of the successful implementation of “Europe 2020” Strategy for Romania may result 
from: the appearance of an inter-strategic paradox, because the implementation of the objectives of "Europe 
2020" Strategy can lead to compromising the real economic convergence; moving the focus from targets to 
actions to implement the objectives, i.e. through understanding the means as purpose (replacing purpose pursuit 
with following the means of achieving the goal), which represents an error of strategic nature; excessive 
empowerment of objectives, by conserving their nature, i.e. an objective is considered in itself, without the 
possibility of its conversion, once turned into a means of achieving another goal. (Dinga, 2011) 

Therefore, national coordination, inter-sector planning and a real prioritization process are needed in order to 
really implement this European document.  

 

[2] Conclusions and priorities for action 
 

A successful implementation of “Europe 2020” Strategy in Romania involves taking decisive actions that are 
focused on the following priorities: 

a) improving labour market operation 

In this respect, it should be aimed at reducing structural unemployment, the adoption of certain flexicurity 
policies, and strengthening of labour market institutions.  
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In terms of structure, a chronically high unemployment is an unacceptable loss of human capital, which 
discourages workers and leads to their premature withdrawal from the labour market and to social exclusion.  

Flexicurity policies are the best tools for the modernization of labour markets. At the same time they must be 
adapted to the post-crisis context, to accelerate the pace of reform, to reduce labour market segmentation, to 
support the equality between women and men. 

Labour market institutions must be strengthened to ensure that workers benefit from transitions between 
jobs, occupations, sectors of activity. Ensuring the profitability of transitions is essential to provide workers the 
necessary security to accept and to cope with mobility adequately. 

 Finally, implementation and governance should improve policy coordination and involvement of social 
partners and other relevant partners. 

In terms of the coordinates above, Romania has made progress in terms of labour market performance, but 
still must act by improving the legislation, combating undeclared work, promoting equality between women and 
men. It is also necessary to facilitate the transition from unemployment to employment by anticipating changes in 
employment and applying active measures to improve employment. 

b)  better employment training, learning and continuous vocational training 

In the present context competent workforce is needed able to contribute and adapt to the changes imposed 
by the new technologies, by the requirements of sustainable development and by reaching the knowledge 
economy. The investment in education and training systems, the anticipation of skills needs, the services of 
accordance and orientation represent fundamental factors in increasing productivity and competitiveness, 
accelerating economic growth and increasing employment.  

Skills are the key element for Europe's economic and productivity growth and for job creation. Life-long 
learning is the key element to ensure good transition between jobs and occupations, and in avoiding long-term 
unemployment leading to loss of human capital. The digital economy also offers new opportunities for distance 
learning as part of a life-long approach to learning and for forms of communication that are changing the world of 
work, shrinking distances and making long distance work a real possibility in an increasing number of jobs. 

In order to develop tools in the field of qualifications, Romania aims at completing the National Qualifications 
Framework as well as the Classification of Occupations. At the same time it provides support for continuous 
training, courses and counselling. It should be continued the promotion of labour force adaptability to new labour 
market requirements, to the current economic development and to the technology development. We need to 
define and effectively implement an integrated model of education for the labour market. A profound and 
essential reform of the education system, with the achievement of a coherent life-long learning network, by 
various educational institutions and forms, requires a joint effort of the state and of the private environment to 
support changes made. 

c) stronger policies to promote job creation and labour demand  

It is not enough to ensure that people remain active and accumulate the necessary skills to obtain a job; the 
economic development must also be based on economic growth able to generate employment. Appropriate 
conditions should be performed to create more jobs, including in companies that work with high skills and 
business models based on intensive research and development. Selective reductions of non-wage labour costs or 
well targeted employment subsidies can be incentives for employers for the purposes of recruiting long-term 
unemployed people and other workers who are departing from the labour market. Policies that facilitate the use 
of key sources of job creation and promoting entrepreneurship and self-employment are also essential to increase 
employment. 

In order to create more jobs, a more entrepreneurial culture needs to take hold in Europe and in Romania, 
with a more positive attitude towards risk-taking and a capacity to innovate. Self-employment should become a 
real option for those who may have recently lost their job. But this will require removing disincentives, such as the 
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unequal treatment of the self-employed under most social security systems and disincentives to move to other 
Member States because of lack of portability of social and pension rights. 

d) increasing the quality of jobs and working conditions 

There is no compromise between quality and quantity of employment: high quality jobs are associated with an 
equally high labour productivity and employment participation. Working conditions and physical and mental 
health of workers should be considered in order to meet the needs of this professional career, characterized by 
numerous transitions between jobs and by new forms of work organization. 

These priorities must be complemented by actions to coordinate macroeconomic policies, reviving scientific 
research and innovation, development of partnerships between business, universities and research institutes. 

 

In conclusion, the success of the implementation of the “Europe 2020” Strategy in Romania depends on:  

• the adoption of the “Europe 2020” Strategy as central document to realise the economic policy, 

• promoting an integrated planning system that would bring together the national policies with the 
European policies in terms of unit coordination; 

• setting priorities and implementing concrete measures in order to apply them. 
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Abstract: The tourism sector in Algeria is in a paradox situation; on one hand we notice a deficit in 
accommodation capacity, in marketing, a lack of know-how in hostelry and restaurant etc. On the other hand, we 
find an attractive image and a shining touristic potentials and capacities. This situation may explain the Algerian 
poor position in the list of the best targeted destinations for tourism in North Africa and more generally in the 
African continent.  
      In both public and private sectors, the Algerian officials were slow to react to changes in tourism markets 
especially with the emergence of the Eastern Europe and transfers of technology. The involvement of professional 
bodies in the animation of this important economic niche is required to allow better coordination of actions at 
regional and local levels. 
     Algeria, ill-placed in this particular area, has no choice. But it is opting for an effective partnership in order to 
rationally exploit its potential in tourism by adopting a new strategy.  
But the questions asked are: Are we ready to compete for our share of tourist migrations?  
Is Algeria really prepared and ready to work on sustainable tourism? 

 
Keywords: national strategy – Tourism - sustainable tourism – opportunities – Algeria 
 

JEL codes: F18, N77, O55 
 
 
 

   Introduction  
 
  Tourism is one of the leading sectors to propel growth, and active construction of a dynamic structure; 
economically, culturally, and socially. Tourism has become relatively more important in the most developed 
economies by capturing the high income, increasing its contribution in the generation of the overall national 
income, boosting employment opportunities, attracting investments, contributing significantly to the reform of 
the disequilibrium in trade balances and effectively contributing to the development of international economic 
relations. 
     According to the data on global tourism, both internal and external, this tourism industry has become one of 
the largest industries in the world if not the largest ever. The number of tourists in various parts of the world 
increased from about 900 million tourists in 2007 to 922 million in 2008. The total tourist spending for the year 

                                                 
3 Email : bouadamkamel@yahoo.fr 
Tel : 036939527 
UfAS de Sétif 
19000 Sétif - Algérie 
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2008 was about 944 billion dollars, and some regional tourism bodies expect that the number of tourists in the 
whole world may be more than 1.6 billion tourists by 2020, accounting for about 2000 billion dollars in terms of 
expenditure. This clearly makes tourism at the forefront of global industries. 
 Has tourism strongly contributed to increase an economic growth for the developed countries and many 
developing countries? Is it possible for Algeria to reap similar benefits that would help boost the country’s 
economic development?  
Does tourism figure prominently in the development programs in light of global changes and challenges? 
In order to answer these questions, this article is organized into two main sections. The first one explains the 
concepts, components and indicators of sustainable tourism development. The second one focuses on the tourism 
development strategy in Algeria. 
 

 

1. The Components and Indicators of Sustainable Tourism Development 
 
     There are several concepts of tourism development that reflect on of the objectives to achieve a balanced and a 
sustained increase in tourism resources. Or to increase productivity in the tourism sector, and to insure an optimal 
utilization  of tourism's productive resources. 
Sustainable tourism is the point of convergence between the needs of visitors and the host region. This leads to 
protecting and reinforcing opportunities for future development, by the management of all resources in a way 
that satisfies economic, social and spiritual needs.  
Adding to this, it maintains the urban realities and offers environmental tourist destinations. 

 
 
1.1 Sustainable Tourism: Consistency and Prospects 

 
     Before addressing sustainable tourism, it is interesting to provide an overview about the durability and 
sustainability which is, first and foremost, related to sustainable development. Then adapt this concept to tourism, 
like other sectors which were all opt for durability which can be expressed by taking into account three 
dimensions: economic, social and environmental. 

 
 
1.1.1 Sustainable Development (SD) 

 
    According to the Brundtland Report, Our Common Future, in 1987, the DD is in the" Development that meets 
the needs of our generation, without the opportunity to meet the needs of future generations is reached». 
 
     Adapting this notion  to tourism, gives rise to what the WTO calls... in a way that tourism's sustainable 
development should reflect the needs of tourists and the tourist sites should, also, expand and ensure capacity for 
the future. This development should lead to what the economic, social and aesthetic needs can be met without 
affecting the cultural integrity, essential ecological processes and biodiversity.  
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Figure 1: Sustainable Development 
 

 
 
Simplified representation of links between social, economic and environmental sustainability. 

 
 
1.1.2 Sustainable Tourism 

  
The World Tourism Organization defines sustainable tourism as being the: "management of all resources so that 
economic, social and aesthetic necessities are met in respect of cultural and environmental integrity of the host 
territories, their biodiversity and their way of living”4.   
Generally, sustainable tourism should:  
 

• Make optimal use of environmental resources that remain an essential tourist asset, without undermining 
the essential ecological processes, natural resources and biodiversity; 

• Respect the socio-cultural authenticity of host communities, conserve their cultural capital and contribute 
to the understanding and intercultural tolerance; 

                                                 
4 Global Sustainable Tourism Criteria- Glossary :http://www.sustainabletourismcriteria.org/index.php?option=com_content&task=view&id=258&Itemi 
d=471 

economy 
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• Ensure a viable economic activity in the long term ensuring equitable socio-economic benefits for all 
stakeholders (stable employment opportunities and social services benefits for host communities) and 
thus contributing to poverty reduction. 

 
The three elements of sustainable efficiency covering economy, society and the environment are presented in 
Table1 below:  
 

Table I: Claims for sustainable tourism 

 
 

Economy 
 

Society 
 

Environment 

- Tourism should contribute to 
overcoming poverty; 
- Tourism should promote fair 
trade; 
- Tourism must involve local 
people in the profits of the 
tourism industry. 

- All social actors should be 
included in travel decisions and 
share its revenues (including 
minorities and disadvantaged 
groups); 
- Tourism must preserve local 
cultural landscapes; 
- Tourism must protect the most 
vulnerable groups, including 
women and children. 

- Tourism must better manage 
mobility; 
- Tourism must develop a more 
rational territory; 
- Tourism must preserve 
biodiversity; 
- Tourism must protect resources 
against waste and pollution; 
- Tourism must be adapted to 
local environmental conditions 

Source : Hochstrasser R. (2004), Le tourisme durable dans la plaine du Vedeggio- La périphérie sous pression : quelles chances pour le 
tourisme périurbain durable ? : http://www.unil.ch/webdav/site/igul/shared/Memoires-DESSAC/ 

1_Hochstrasser_memoire_DEA.pdf 

 
1.2 Indicators of Sustainable Tourism 

 
     The evaluation of the process of sustainable tourism has always been subject to criticism, and this is the case of 
all approaches to sustainable development. Indeed, when one takes into account the traditional statistical 
quantitative indicators (number of visitors, jobs created, overnight,) statistics of sustainable tourism would ask 
about the costs of these achievements and seek to introduce environmental and social indicators. These latters 
can be defined in relation to, for example, consumption of water and energy by the hotel guest, waste products, 
means of transport used...5 
     The very first global sustainable tourism criteria were presented at the World Congress of the International 
Union for Conservation of Nature UICN6. The new criteria "are based on thousands of best practices culled from 
the standards currently applied by the world and have been developed to provide a common framework to guide 
the emerging practice of sustainable tourism and to help businesses, consumers, non- governmental and 
educational institutions to ensure that tourism helps local communities and the environment, rather than harms” 
7 

                                                 
5 Hochstrasser R. (2004), Le tourisme durable dans la plaine du Vedeggio- La périphérie sous pression : quelles chances pour le tourisme 
périurbain durable ? : 
http://www.unil.ch/webdav/site/igul/shared/Memoires-DESS-AC/1_Hochstrasser_memoire_DEA.pdf 
6 International Union for Conservation of Nature 
7 Ted Turner annonce les tout premiers critères mondiaux de tourisme durable au Congrès mondial de la conservation (2008) : 
http://www.unep.org/Documents.Multilingual/Default.asp?DocumentID=548&ArticleID=5936&l=fr  
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 These indicators are represented as follows: 8 
 

a. Demonstrate the effectiveness of a sustainable management; 
b. Maximize the social and economic benefits for the local community and minimize negative impacts; 
c. Maximize the benefits of cultural heritage and minimize negative impacts on it; 
d. Maximize the environmental benefits and minimize its negative impacts. 

 
     The sustainability of tourism is the result of strategic choices made by the Ministry of Tourism in collaboration 
with all the actors. The good side of sustainable tourism is its positive effects on the economy and natives are very 
beneficial and adverse effects are well controlled. To apply the principles of sustainable tourism is quite possible in 
the country, but it requires an awareness of citizens, tourism operators, and the State to better integrate issues of 
the future and react accordingly: Growth of sustainable tourism can play a vital role in the success of tourism 
development by mobilizing all stakeholders in economic development towards a common goal of both enhancing 
the economic impacts of tourism, while ensuring the protection of the environment and different heritages that 
constitute the wealth of a country. However, designing a good strategy cannot in itself guarantee the achievement 
of desired goals. It must be accompanied by the awareness of different stakeholders in tourism, and the given 
necessary resources. 

 
 
 
1.3 The Socio-Economic Dimension of Tourism 

 
   Many countries have realized the importance of exploiting any potential for growth. Thus, tourism and 
handicrafts have come to occupy a prominent place in many countries, including more developed ones. The 
contribution of these two sectors consists of being the sources of income and substantial foreign exchange 
earnings, but also major sources of employment potential. To exploit these opportunities, economic powers like 
the United States and France, have not hesitated to invest heavily in the development of tourist and craft 
activities. Developing countries have done the same and have managed to attract every year millions of tourists. 
Algeria’s neighbours, Morocco and Tunisia, have turned the tourism industry into one of their main sources of 
hard currency 
      

Tourism has become today a capital-intensive industry, increasingly concentrated both at the production level 
(tour operators, hotels) and distribution level (travel agents, electronic ticketing), with all the inherent risks. 
   
 In 2007, growth in the tourism industry had continued at a rate of about 4% to all the countries of the world, 
corresponding to the growth forecasts as advocated by the World Tourism Organization ( OMT) which are of the 
order of 4.1% per year until 2020 (see Graph 1).  

 
 
 
 
 

                                                 
8 Global Sustainable Tourism Criteria- Les critères: 
http://www.sustainabletourismcriteria.org/index.php?option=com_content&task=view&id=245&Itemi 
d=449  
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Graph1: Sustainable Development 
 

 

 
 
 

Graph No. 02 represents the evolution of tourism 1950-2020 

 

 

 
Source : Tourisme et réduction de la pauvreté : « Relever le défi de la durabilité de 

Johannesburg », Organisation mondiale du tourisme (OMT), 
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    Based on the above diagram, one can notice that the international tourist arrivals have increased by 40 
between: 1950-2000. They should be multiplied by three for 2020 forecast by UNWTO, going from 696.7 million in 
2000 to 1,561 million in 2020 arrivals. Moreover, tourism is increasing in developing countries twice as fast as in 
industrialized markets. Across poor economies, no sector generates as much wealth and jobs than tourism.9 It is 
almost everywhere the main source of economic growth, foreign exchange, investment and job creation. This is 
one of the few areas where all these countries have potential comparative advantage. It can greatly contribute to 
rural development, modernization of agriculture, community development and vitality of society, including 
women. Most developing countries can fully benefit from tourism based on natural and cultural heritage if the 
basic conditions for transportation, infrastructure and sustainability are met.  

  
Tourism is a factor in effective change, it proves especially effective in the following areas: 
Economic aspects:  
 Tourism in developing countries in particular is a key source in the following respects: 

� Economic growth factor (sustainable development); 
� Foreign exchange earnings and investment to attract investment (FDI);  
� Job Creation (270 million worldwide), especially youth employment; 
� Benefits for the countries and host communities, resulting in local development; 
� Reduction of external debt (balance of payment); 
� Diversification of the economy (the case of Algeria, exports excluding oil). 

 
 
Social aspects: 

 
 Tourism is a key source in relation to:  

� Social welfare, being a vector of individual and collective fulfilment; 
� Gender equality ; 
� Understanding and mutual respect between societies; 
� The preservation of culture: tourism, a user of the cultural heritage of mankind's contribution to its 

enrichment. 
 But what about the tourist  potential of Algeria?  
 
1.4 Tourism situation in Algeria 
 
     According to the Euro-Mediterranean Network of Investment Promotion Agencies of investment around "the 
tourism industry in The Mediterranean countries," Algeria is ranked among the lowest tourist destinations (147out 
of 174 countries) despite its large capacity which remains untapped for the most part.   
     This report is based on the weaknesses and strengths of the Algerian tourism, indicating: 

� The failure of U.S. 
� Lack of professionalism; 
� The modest capacity of accommodation; 
� Perception of the security situation in Algerian; 
� The slow process of reforms.     

     

                                                 
9 M. Frangialli « Développer le tourisme pour combattre la pauvreté », Message du secrétaire général de l'OMT, Madrid, le 2 janvier 

2007.www.unwto.org 
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      All these factors have negatively affected the Algerian destination. It was also indicated that the tourism sector 
in The Mediterranean region represents 10% of  GDP, but it remains below the level in several countries including 
Algeria where the sector is not quite developed or is still being neglected – it represents only 9.3% of exports, 5.9% 
investment rate and 1.8% of GDP.  
 
     Concerning employment, the sector employs over 200,000 workers and accounts for approximately 5.6% the 
rate of employment both directly and indirectly. According to the above mentioned report, Algeria has recorded 
1.23 million tourists; the three-quarters of which are immigrants, despite the improvement that was recorded 
during the last two years (2004-2005). 
     It is being said that Algeria accounted only for 0.2% of the influx of tourists and its revenues reached 105 million 
euros against 4.9 billion for Egypt and 3.1 billion for Morocco. Also Algeria’s expenditure in the field of tourism 
represented 4.8% of total expenditure in the region. 
     Based on this observation and to reverse this trend, a better management of the tourism sector is necessary in 
order to give new momentum and enable it to participate in the economy. 
 

1. 5. Which strategy to adopt for the revival of tourism in Algeria? 

 
     Recognizing the strategic importance of the tourism sector, globalization of the economy and to promote non-
oil exports, the authorities have turned to tourism as an inexhaustible resource to maintain and provide all the 
necessities for the development.  
 
     National awareness of the issue of tourism development as a vector of economic and social development 
requires the need to establish a strategic framework to build a vision for 2025, translated into objectives by a 
master plan for tourism development (SDAT).  

This vision incorporates the wider member ship of tourism development in an enabling economic segment of 
development and progress. The innovative approach resulting lies on a more assertive commitment of the State in 
developing and implementing integrated tourism policies of regulation, on the one hand, and the establishment of 
the conditions for promotion and development of tourism and related activities on the other hand. 

The SDAT results consist of defining strategic directions, priorities and concrete projects to be implemented 
and a roadmap to 2015 step.      
     This new approach will trigger the choice of sectors to develop flexible processes and products to offer, better 
coordination between the different partners and stakeholders and greater adaptability to market. 
     Furthermore, tourism cannot be conceived without its interdependence with other sectors.  

 
 

2 Strategy of tourism development in Algeria 
 
 
2.1 Paradox of the Algerian tourism 
 
     The Algerian economy is characterized by strong specialization in the tourism sector since the late seventies, 
mainly in the Saharan regions where it is being developed (Timimoun, Tamanrasset , Hoggar, Tassili, and so on) 
     Tourism in Algeria suffers from a deficit in terms of hotel facilities, food quality, qualification of the industry, a 
deficiency in the production and optimization of the tourism product. The Algerian land area (2,381,741 km) is the 
largest country of the Mediterranean and the second country in Africa (after Sudan). This destination although still 
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unspoiled, has particularly diverse tourism potentials through its history, climate and geography. Especially the 
Sahara desert, the largest in the world, and its 1,200 km of coast resorts. 
 
     Among the main assets of Algeria is its extensive network of airport and road infrastructure. A desert which 
represents nearly 80% of the territory; hot spring, the Roman sites which are one of the richest in the world after 
those in Italy and the proximity to European markets, especially French. Data from  the Ministry of Planning, 
Environment and Tourism (MATET.) show that Algeria was the destination of 1.74 million tourists in 2007, 
representing a growth of 6.5% when compared to 2006. Foreign tourists are, in turn, 511,000 visitors per year. 
They are mainly from France with 170 000 tourists (+ 5.7% compared to 2006), followed by Spain, Italy and the 
United Kingdom for Europe, Tunisia (108,900 visitors), and Morocco in North Africa, followed by Egypt and Turkey. 
     However, the country’s potential is largely untapped in the end. In terms of hotel infrastructure, Algeria suffers 
from a serious deficit. Over 80% of hotels do not meet international standards. There are 85 000 beds between 
1004 including 872 private hotels. Aware of the challenges that lie ahead, the Algerian authorities show a real 
desire to achieve the broad program of reforms to improve the quality of reception by implementing a strategy 
that leads to profound changes. In the public and the private tourism sector, specialists are unanimous stating that 
the Algerian authorities were slow to react to changes in tourism markets, especially with the emergence of new 
countries to make technical changes to support this sector and to update our legislation. 
     These changes and legislations have been major upheavals in the tourism sector worldwide while, in Algeria, 
officials continue to talk about a standardized tourism. Do our leaders know that the global trend of recent years is 
personalized tourism? We must consider developing a work program that allows defining actions to be taken at 
national, regional and local levels. 
Greater involvement of professional bodies in the promotion of this important economic niche is required. It 
would allow better coordination of actions at regional and local levels. Algeria has not acquired the reputation of a 
very good destination for tourists. There is consensus among senior managers and members of the sector about 
the real need to create a welcoming structure and develop training, collaborations and partnerships with tourism-
related structures. 

 
2.2 Specificities of the Algerian context 

 
     Algerian tourism is characterized by a high proportion of tourism around the trinomial sun-sand-sea, playing 
consistently on the volume of arrivals. Primarily oriented on the coast and the south. In this context, it appears 
that the tourism in the Saharan regions is consistent with some characteristics of alternative forms of tourism, 
including low impact ecotourism. Also, the specifics of these regions lead to suggest that the increasing 
convergence of the current activity to a form of ecotourism is an alternative "win-win" in the sense that the 
activity would be developed and adapted economically energise these sites, and to ensure respect for natural and 
social environment of these areas. 
     By creating jobs, generating foreign exchange earnings, services and infrastructure.Tourism is capable of 
transmitting wealth from rich to poor countries. The benefits will be even more important considering that 
developing countries have some advantages (cheap labour, natural and cultural frameworks, service costs 
relatively low, inexpensive land market and so forth). Tourism, as an "engine of development in the Third World" 
serves as a leitmotif during this period, which justifies the construction of large tourist resorts. By way of 
illustration throughout the Algerian coast, experts rank the regions of Annaba, with Guelma, Souk Ahras and El 
Tarf, as important poles for the development of tourism in Algeria. 
 
     In promoting their tourism development strategy, Algerian officials have precisely identified the national 
potential. They also took into consideration everything that is said and written about this potential in the field of 
coastal tourism, outdoor and mountain or desert, hunting and fishing, archaeological and especially thermal. 
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2.3 National strategy for tourism development 
 
     The national strategy for tourism development, seeks to establish a state policy based on the involvement of all 
the institutions in the development of tourism products and activities, either directly or indirectly. Moreover, this 
strategy is to set up a sustainable framework to guide and to coordinate the development of tourism in the 
coming years for a concentrated ownership of the institutions of tourism activities. Unlike other economic sectors, 
tourism is still structurally a horizontal sector whose development is strongly linked to the general environment 
(transport, culture, handicrafts, agriculture, communication, hygiene, health, and so on). 
     It is obvious that this approach, which must also be supported by all institutions and stakeholders, has its roots 
in the government’s program adopted in September 2000. This program sets the objective of the new tourism 
policy as being the "The emergence of a true tourism industry based on the development of cultural and 
civilizational and natural potential of the country and “built around realistic and measurable targets, provides 
institutional instruments, organizational and appropriate funding from various sources». The roles of the 
government in implementing this new policy is the promotion of the country’s image abroad, attracting 
investment and partnership with developers and holders of capital, know-how and markets power especially to 
make the tourism product more competitive in the national commercial channels. 
 
 2.3.1 Factors of such a strategy 
 
     This strategy is built around a number of factors closely related to each others : 

� A comprehensive real policy to give a boost to tourism in the context of sustainable development;  
� A master plan defining the areas to focus on, determining the product types tailored to each area while 

specifying carrying capacity of each area and forming a kind of specialization ; 
� A simplified and rational regulation on the land applied rigorously to the sector; 
� A policy of developing human resources for planning sound management and appropriate infrastructure 

to tourism activities;  
� Standards and regulations specific to each area to maintain desired levels of environmental qualities and 

quality in general;  
� The important contribution of the population at various levels is highly desirable to safeguard the 

achievements in the field of tourism;  
� Finally, monitoring and management of tourist services at all stages of plannings are essential. 

 
2.3.2 Challenges of such strategy 

 
   This strategy relies on a global and medium-term road-map for the development of a tourism industry in Algeria.  
Some of the requirements are as follows: 
 

� The socio-economic impact of tourism and its inputs, as proved by Algeria’s neighbours and elsewhere; 
� The state of the tourism sector in Algeria requires removing constraints and advocating factors for its 

success; 
� The challenges the country will be exposed to in the coming years, especially in terms of competitiveness; 
� The consequences of the new economic environment largely dominated by the effects of globalization; 
� Achieving a contribution in additional tourist accommodation capacity of approximately 50.000 beds; 
� A contribution by volume of private investment in projects of around 75 billion Dinars; 
� Diversifying the country’s foreign exchange earnings from this sector with an estimated amount of over 

1.5 billion dollars in the horizon 2012 
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� Creating direct and indirect jobs through investments made in the sector 

 
2.3.3 Opportunities available assets 
 
     The success of such a strategy may well rest on the following elements: 
 

� Diversity of landscape and natural sites;  
� Exceptional weather conditions, monuments and world heritage sites;  
� Communication infrastructure and transportation rapidly changing (good road network of 104000 miles, 

35 airports, including 13 with international standards, 13 ports and a railway network of 4500 km with 200 
commercial stations already operating);  

� Different forms of tourism;  
� Multiple attractive and internationally competitive prices;  
� Proximity to major markets issuers, extensive customer affinity character as well as rich and varied 

heritage; 
� Availability of various cheap consumer products;  
� Well organized market for traditional crafts. 

 
 

2.3.4 Weaknesses of the Algerian tourism industry 

 
     The weaknesses to overcome, and there is still a number of factors which should be reviewed in order to find 
solutions: 
 

� Deficit in term of quality and quantity of tourist accommodation, where a preponderance of urban inn and 
Inadequacy of hotels average range; 

� Lack of tourist culture; 
� unattractive environment for tourists; 
� Staff unskilled and low level of benefits;  
� Poor means of promotion and communication, 
� Low operating of cultural tourist sites;  
� Inadequate voyage programs to tourism flows; 
� Weak involvement of associations. 

 

2.4 Targets of the strategy for tourism development 
 
The new tourism policy aims at achieving a number of goals: 

1. Improve the overall balances ( Operating, growth, balance of trade, financial and investment); 
2. Impact of this policy on other sectors (industry, traditional, transport, services, industry, job....);  
3. Contribution to trade and openness, both nationally or internationally; 
4. Conciliation between tourism promotion and environment;  
5. Evaluation of historical, cultural and ritual heritage (The fact that these elements represent an important 

factor in attracting tourism strategies, with respect to cultural diversity , protection of the heritage and 
contribution to the local development); 

6. Improvement of the image of Algeria and the potential of its domestic market. 
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     In order to move forward, it is required to formulate a plan on the development of the tourism sector in 2010, 
called schema of "sustainable development of tourism in Algeria Horizon 2010- 2013"  
A selection of this perception of quantitative targets can be mentioned as follows: 
 

Table (1): The evolution of the capacities of accommodation, 2004-2013 
 

Years. 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

Number 
of beds 

94000 105000 116000 127000 137000 147000 157000 167000 177000 187000 

Growth 
rate 

13.25% 11.7 10.4 9.48 7.87 7.30 6.80 6.37 5.99 5.65 

Source: the development of the tourism sector for the decade 2004-2013, ministry of tourism, Algeria. 
 
 Increase the capacity of tourist reception: this is done through the re-launching of further investment over two 
main phases: 
Phase 1 (2004 – 2007): At this phase, it is expected to have a completed accommodate additional capacity to 
55,000 beds - namely the first phase: extends from 2004 the outcome of the projects that are in the process of 
completion or those anticipated.   
 Phase 2 (2008-2013): At this phase, for reasons of economic and commercial potential of the accommodation, we 
can understand the importance of the less advanced phase 2004 - 2007 and thus the average annual growth 
estimated at 7%.  Due to that, the additional energy potential at the end of this phase will be a little more of 
60000 beds with an average annual estimated 10 000 bed.  

 
 
 

Table 2: The evolution of tourism flows, 2004-2013 

 

Years  2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 

Number 
of arrivals 
 

 
1195553 

 
1315108 

 
1446619 

 
1591281 

 
1758365 

 
1951785 

 
2176240 

 
2437389 

 
2742063 

 
3098531 

Growth 
rate 
 

 
10 % 

 
10 % 

 
10 % 

 
10 % 

 
11 % 

 
11 % 

 
12 % 

 
12 % 

 
13 % 

 
13 % 

Source: The development of the tourism sector during the decade 2004-2013, Ministry Of Tourism, Algeria. 

 
     
 Reviewing the annual revenues to the extent of the decade referred to, it had been prepared to apply the average 
expenditure per tourist, estimated at $ 520 with an average increase of 3% per year, bringing the size of the 
estimated income of U.S. $ 133 million in 2002 to 1.3 billion by the year 2013. 
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Table 3: Annual income from tourism industry, 2004-2013 (in million $) 

 

 
Years 

 
2004 

 
2005 

 
2006 

 
2007 

 
2008 

 
2009 

 
2010 

 
2011 

 
2012 

 
2013 

 
Annual 
incomes 

 
200 

 
252 

 
316 

 
397 

 
485 

 
592 

 
722 

 
882 

 
1076 

 
1313 

Source: prepared by the researcher based on the perception of the development  
of the tourism sector during the decade 2004-2013. 

 
    The Ministry of Environment and Tourism Development’s master plan is founded on the creation/or promotion 
of tourism? By the beginning of January 2008, the strategic framework of reference of tourism policy in Algeria is 
constituted. It is a document about the state in which all the actors, sectors and regions on its tourism regional 
prospects for 2025. This translates the will of the State to value the natural, cultural and historical capacities of the 
country, and use them to promote tourism in Algeria.  
     SNAT is the result of a long process of research, investigations, studies, experiences and wider consultation with 
national actors and local public and private institutions – the ultimate goal is the achievement of the objectives of 
the strategic plan. The main aspect of this strategy is to enhance the prospects for tourism in 2025. 

- Algeria’s goal is to receive 2.5 million tourists by 2015, and to be comparable situation like its neighbours, 
it needs 75.000 beds of good quality; 

- Priority goal poles nearly half of the capacity of reception is expected, any size bed 40.000 30.000 of which 
from an international high style in the very short term and an additional 10.000 beds in the medium term 

- The creation of 400.000 jobs (direct and indirect); 
- An estimated 2.5 billion dollars of public and private investment is needed for the period 2008-2015; 
- For the seven tourist poles of excellence, we can imagine an extra effort with $ 1 billion U.S. dollars per 

rest of the country may be employed to remove the current structural deficit.  
 

2 5. SDAT: Result of a long process 
 
     Algeria has considerable strengths, including the richness and diversity of its landscapes and its heritage. The 
definition of a new national tourism policy must naturally rely on these strengths to develop and to promote an 
offer of quality that is available to all. It is important to explore avenues for reflection and proposals in terms of 
promotion, quality policy, planning, employment and training that will enhance the attractiveness of Algeria’s 
tourism industry. In this regard, the launching of the Quality Tourism Algeria (QTA) will bring to market an offer of 
quality for all interested parties, the stakeholders or consumers. 
     The 2025 master plan for tourism development (SDAT) is the culmination of a long process of research, surveys, 
studies, expertise and consultation. It is the result of extensive consultations conducted with national and local 
public and private actors. At stake is the ownership of SDAT 2025 to all stages of its evolution (development, 
implementation, monitoring) by the agents and operators of central and local tourism at different levels (senior 
hoteliers, restaurateurs, tour guides, operators, associations). 
     The reform is necessary in the context of implementing the Association Agreement with the European Union 
and the possible membership of the World Trade Organization. But the issue that can be raised here is whether 
we are ready to compete for our share of tourist seasons. 
The forecast, according to the World Tourism Organization, predicts a flow of 1 billion tourists annually in the last 
year (i.e. 2010). 
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     Algeria, even worse off in this particular area, has no choice but to chart a new strategy opting for an effective 
partnership in order to rationally exploit its tourism potential. Indeed, this will boost economic activity by reaping 
huge revenues, creating multiple jobs and promoting the development of other infrastructure. 
     Some aspects of this strategy have already been revealed, including the identification of 174 areas of tourism 
expansion with an aggregate area of 47,073 ha. More than three quarters of this area  of concern ZET 140 14 
wilayas of the coast. The rest is shared between the 13 ZET wilayas of the Interior and the High Plains (3480 ha) 
and the 20 wilayas ZET 8-South and Deep South (9501 ha) 

 

Conclusion  

 
     It is interesting to highlight – given the natural and cultural specificities of particular countries – a niche tourism 
responding more adequately to this objective, namely ecotourism. Emphasis is placed on various principles 
associated with sustainable development: maintenance of sites visited (resource conservation and minimization of 
environmental impacts) and needs of host countries and regions as well as host communities (associated with 
local development). A form of natural tourism that involves education and interpretation of the natural 
environment and is ecologically sustainable. 
The national strategy for tourism development aims at establishing a state policy based on the accession of all the 
institutions directly or indirectly involved in the development of tourism products and activities. The definition of a 
new national tourism policy, must naturally rely on these strengths to develop and to promote an offer of quality 
that is available to all. It is important to explore avenues for reflection and proposals especially in terms of 
promotion, quality policy, planning, employment and training, all of which will enhance the attractiveness of 
Algeria’s tourism industry. 
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Abstract: The transition from a centrally planned to a market free economy, confronts businesses to a competitive 

environment. The adaptation to this environment engages the managers to a continuous decision-making process. 
The quality of each decision, to a considerable extent is conditioned by the use of contemporary methods. An 
integral part of the contemporary methods consists of the mathematical, statistical and computerized methods, 
traditionally appraised for accuracy. The paper deals with problems concerning the importance of using 
contemporary methods and their extended use in managers’ decision-making. To the function of this objective 
hypotheses are formulated from the expert and manager perspectives. The hypothesis verification is reasoned to 
be performed with the use of non-parametric statistical method – the Mann Whitney criterion. The geographical 

criterion targets are the major cities such as Tirana, Durres, Shkodra, etc, since they constitute the main centers 
from the economic, cultural and scientific perspective.  

 
Keywords: decision-making, contemporary methods, Mann Whitney criterion,  effective direction. 
 
JEL codes: M54 
 

Introduction  
All leaders, whether operating as individuals or united in a society, the managers of each business require 
efficiency concerning the use of material and financial resources at hand. To this main end, are included or 
permanently involved in the decision-making process. The decision-making process incorporates objectives, 
personal and general interests, passions and thrills which preliminary pass through a brainstorming process with 
regard to the posed objectives and the coordination of various interests to addressing the challenges. From this 
perspective, the decision-making process is not merely a managerial commitment, but also an individual, group, or 
family engagement. According to this relevance, the decision-making process focuses on problems of diverse 
nature. Therefore the problems, the type and method of decision-making are different. Despite that, whatever the 
type or scope of human activity where decision-making is needed, in each case they focus on one or more of the 
following issues:   

• Definition and goal/ priority setting of aimed targets. 

• Program implementation. 

• Timely reflection regarding the constant economic and social changes. 
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Focusing on the on-going different business practices, it is evident that the decision-making process is thoroughly 
widespread and highly substantial. Decision-making is also a core issue, an important intellectual commitment, 
highly responsive in order to attain risk protection. Each decision-making case is significant as it refers to a case 
raised for solution, but the decision-making of business organizations bear a particular significance as on the one 
hand they it strives to meet customer requirements and in turn to meet their business objectives and maximize 
profits. Therefore, the business organizations decision-making deals with various problems as the business type, 
the definition or change of location, the organizational culture, the typology, the managerial structure of the 
organization, the composition of the management team, its employees, the type and quantity of products 
produced, the indispensable inputs, the limited term of supply, etc. The above issues diversity the decision-making 
process focuses on revealing the fact that decision-making demands strong reasons and is an integral part of the 
managerial responsibility. Consequently the business organizations decisions are led by the economic logic, a 
requirement stipulating the use of effective methods and techniques that ensure accuracy. Businesses run their 
activity guided by decisions that undoubtedly constitute a commitment and a crucial managerial responsibility. 
The success of each business is dependant on the decision-making quality and the latter is subject to the method 
used in decision-making. Generally the decision-making methods belong to two main groups. These two groups 
are:  

� Manual methods, which rely on personal intuition. 
� Modern methods, we can distinguish the mathematical methods and their correspondent models, due to 

their superiority in comparison to other methods. 
Therefore this paper aims at pointing out some problems regarding the use of modern methods in the decision-
making process. 
Decision making is a difficult entrepreneurship influenced by numerous factors varying in nature and intensity. 
Often decisions can be made when the goals may be challenging, competitive and conflicting. Taking into 
consideration the above-mentioned factors, regarding simultaneously the manual methods is difficult and in some 
cases impossible, thus decision- making has not always proved successful. 
The mathematical methods are evaluated as generating precision and speed in decision-making. Obviously the 
first question raised in this case regards the rate of use of these methods in this substantial activity by the 
members of management teams who run the businesses. According to the previously performed empirical 
research, the degree of use of the mathematical methods is estimated to be at the lowest limits of use. In this 
context, the paper engages in touching upon one of the still pending questions, namely: Why Managers do not 
use the mathematical model in the decision-making process? The still unsolved question sets in focus two 
problems. On the one side it poses the definition of the extent of use of the mathematical methods in decision-
making and on the other side it defines the conditioning motives of the scale of use of the mathematical methods 
by the managers. By studying this issue in-depth, in order to answer this question, we hope to obtain ways and 
possibilities to apply the mathematical methods in the future.  
Referring to the manager, the low using-rate of mathematical methods in decision-making can be explained by the 
following reasons:  

� Lack of legacy: the Albanian managers have not inherited any experience in this regard. The centralized 
management of enterprises by the state through the ‘unique state plan’ has not enabled the managers to 
be engaged in creative activities such as decision-making. 

� The indispensable degree of available skills in order to engage in this kind of activity. 
� The evaluation level of mathematical methods by the managers. 

Managers are the professionals confronted more to decision-making. In this regard, despite the opportunities, 
they are interested in using the advanced methods. But the hypothetical confirmation of this fact is a necessity, in 
order to turn into a conviction this empirical assessment, which would help to improve the future performance. To 
this cause, was aimed at studying the attitudes of the two actors are associated to this issue. Therefore the 
problem was studied at:  

 the expert level 
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 the decision–makers level (managers) 
Thus, in accordance with the above problems, the specific relevant hypotheses were designed: 
Firstly, the hypothesis concerning the experts focuses on the problem of the differentiation between the manual 
and the mathematical method, which was thus formulated: 
 H1: The decision-making based on manual methods in practice does not provide an   
        accurate solution. 
Secondly, the hypothesis referred to the managers’ focus on the problem on the perspective of their willingness 
to use these methods. This hypothesis was formulated as below: 
H1: The managers lack the indispensable training in order to use the mathematical methods. 

 

Methodology 
The methodology makes feasible the achievement of the paper in order to meet the objectives set: 
Table work: focuses on research on the relevant economic literature and data collection available from 
documentation of various institutions such as line ministries, the General Directorate of Taxation, INSTAT 
(Institute of Statistics), etc. and other actors, data processing and conclusion drawing. 
On the ground work: on the ground research and analysis focusing on the two denoted groups the experts and 
managers, the preparation of two types of questionnaires and interviewing. The necessary data to conducting the 
study were obtained by the questionnaire prepared to this purpose. 
The hypothesis verification takes into consideration the requirements of the Mann Whitney procedure, respecting 
the specifications of the denoted groups. Thus the hypothesis directed to the experts will consider the 
requirements of this procedure to the minor choices (less than 10 choices) and the one addressed to the 
managers, will consider the requirements for the major choices, with a choice number of over 10. 
The study covers three Albanian speaking countries, namely Albania, Macedonia and Montenegro. 
 

Results and analysis 

In accordance with the methodology, the samples referring to the experts included academic and 
freelance experts. Each of them was asked to assess by points on a scale from 1 to 10 (the upper limit 10 
represents the upper extreme, which assesses at maximum the scale of accuracy lack) the answer: Do 
you believe that decision-making based on manual methods fails to provide an accurate solution? Point 
rating of the survey is illustrated in the following table, making possible to assess the hypothesis raised 
to that purpose, according to the Mann Whitney criterion. 

  

 Points Rating 

Choice I 5 8 9 10 

Choice II 3 7 6 4 

 
In accordance with the Mann Whitney criterion to the ‘minor choices’, the above-listed estimates are lined, 
maintaining the choice affiliation (in our case the maintenance of choice affiliation is accomplished by means of 
underlining) as follows: 

 

Points 3 4 5 6 7 8 9 10 

Rank 1 2 3 4 5 6 7 8 
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 Furthermore the Mann Whitney procedure proceeds in this turn: 

- The data obtained by the above survey is lined. We determine the level of importance α=0,05 (thus 95% 
certainty). 

- The total amount of selection ranks of the first choice and their average is estimated.  
R1M(sum of ranks) = 3 +6 +7 +8 = 24 
Average-MR = ½ * n1 * (n1 + n2 +1) = ½ * 4 * (4 +4 +1) = 18 

- Compute the deviation from the squared average of the Mann Whitney criterion. 
Standard deviation σ = ν 1 / 12 n1 * n2 * (n1 + n2 +1) = ν 1 / 12 * 4 * 4 * (4 +4 +1) = 3.4   
                                                                                                                                      (SR1) 

- Compute the indispensable Zf to be compared with Zkr 
           Zf = (R1M-MR) / SR1 

                       Zf = (24 - 18) / 3.4 = 1.76 
From the table of the normal distribution Zkr = 1.96. 
Condition: If ZF < Zkr the hypothesis is confirmed, and vice versa. 

Specifically: 1.76 < 1.96 thus the hypothesis is confirmed. 

In order to strengthen the conviction to this problem, in the study we made a reiteration by utilizing a sample 
including other individuals (experts) following the same proceedings. In this case the same phenomenon is 
observed. Despite the figures change, the trend remains equal. In both cases the hypothesis is confirmed. 
 

At the managerial level 
So far 36 managers have been interviewed; out of which 25 operate in businesses in three cities of Albania, 
respectively 12 in Tirana, which is the largest economic center of the country, 10 in Durrës and 3 in Shkodra. The 
rest in the other regions, respectively 6 in Macedonia and 5 in Montenegro. The majority of the respondents 85% 
are male, while 15% are female. The interviewing was conducted in accordance with the face-to-face 
methodology. The data was processed by means of the Microsoft Excel program. 
From the data processing resulted that up to this moment the interviewed managers at 100% make use of the 
manual method in decision-making. Generally they hesitate to answer the question: “Are you assured in carrying 
the decision-making using this method?” Thus 56% abstain in providing a response, because of two reasons:  

� The managers are not duly acquainted to another efficient method of decision-making. 
� They are adapted to the traditional method and are reluctant to change it. 

However, these results cannot be considered representative, not only because of the low number of surveys, but 
also due to the fact that a considerable number of foreign businesses operate in Albania, where managers are 
Albanian, thus hopefully they will enable the change of these results. 
The data collected from the further escalation of the questions addressed to the managers, an integral part of the 
study sample until now, show the following results: 

                                                                                                                                       % 

Albania 

Questions Total Tirana Durres Shkoder Macedonia Montenegro 

Managers' interest in the use 
of mathematical models. 

40 41 40 33 50 40 

Information available for the 
use of mathematical models 

44 41 40 66 16 0 
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The qualification degree of 
managers for the use of 
mathematical models  

52 50 50 67 16 0 

Sufficient knowledge of 
computer programs 

60 67.7 30 100 33 20 

The trend towards traditional 
operation 

76 83 70 67 83 80 

Willingness to cooperate with 
a mathematician 

80 100 60 67 66 30 

 
As shown by the summarizing table of survey results, the use of mathematical models in decision-making for a 
certain timeframe in the future, will encounter difficulties, which is supposed to be caused by the below factors: 
Firstly, the level of manager preparation in the field of mathematics. 
Secondly, the willingness to take risks in this course.  
Thirdly, the support provided to the manager’s initiatives in the use of mathematical models by the entire 
management team, including the owner, which at considerable times are skeptical in this regard. 
By comparing the data acquired amid the studied districts, is observed that the relatively more positive indicators 
so far are registered in Tirana, which being the capital of Albania is simultaneously the more developed 
educational and cultural center. The promising indicators resulting in Shkodra, are due to the small number of the 
interviewed managers. These results were also affected by the fact that one of the respondents is an owner-
manager who studied in the USA and worked there for a considerably period of time. Actually he proves to be a 
successful manager. The situation is thought to change by the increasing number of respondents in the city in the 
follow-up of the study. While the city of Durres displays average indicators regarding almost all the sections. 
The current data regarding the businesses surveyed in Macedonia and Montenegro are promising so far. But it 
should be emphasized that the number of respondents is relatively low, namely 6 and 5 managers engaged in 
different businesses. Based on these data (on comparative terms between the two countries) it can easily be 
noticed that the situation remains more positive in Macedonia, though not in considerable proportions. The 
interviewed businessman in both countries are interested in utilizing the mathematical methods, but the 
involvement potential in this activity remains limited, mainly due to the lack of training in mathematical sciences. 
The above results do not envisage an optimistic situation. According to the results of the interviews, we can 
conclude that the managers still remain unclear on the use of mathematical models in decision-making. The 
managerial engagement in this course should consist on defining the model to be used, and not in its choice. 

 

Conclusions 
By screening and monitoring of the decision-making problem in the three states of object-study, we can amount in 
the following conclusions: 

 Managers are involved in the decision making process and remain concerned to the quality, regardless of 
the method they more commonly use in decision making. 

 The fact that using the mathematical models takes into consideration all the factors influencing the 
decision making, is known. This is specifically pertinent to this method. It provides a scientifically based 
decision making, fast and of low cost. 

 However up to now, there is a pronounced lack of use of the mathematical models in decision making. 
 Although managers appreciate the importance of using the mathematical models, they lack getting 

engaged in this regard as they face difficulties in the practical implementation due to the problems 
concerning the mathematical apparatus they possess. 
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 Utilizing the modern methods in economic decision-making preserves their economic character, as the 
path it provides is mathematical, while the logic is and remains economic. 

Given the ponderosity of the mathematical models in decision making, we consider it viable to make some 
suggestions: 

o Managers should orient their activity towards modernizing their business activity, which is achieved 
through making use of the modern methods in decision making. 

o Should be obvious that managers are required to define the model. Nowadays a variety of software can 
enable the solution resulting from the selected model of the manager. 
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Abstract. The international financial crisis during these last years has provided the effects in the most 
economies of the world, forcing the affected countries to grow the credit demand to mitigate the impact 
of this financial crisis into their economy. The International Monetary Fund (IMF) extended the 
opportunity for Member States to obtain a financial support from the Fund with the recipient country 
must meet certain indicators of macroeconomic stability. 
Our paper aims to present the effects of the stand-by agreement with the IMF signed by the Romanian 

government to alleviate the crisis of the Romanian economy and out of the economic recession that 
our country faced during the 2009-2010 years.  

Keywords: macroeconomic stability indicators; financial policies; financial international crisis; 
International Monetary Fund; Romanian economy. 

JEL Codes: B22; E42:E44; E52; E61;F01;F33;G18;G28 

 

1. Introduction  

During the recent years, when the international financial crisis took effect in the economy of the most 
countries of the world, the countries have intensified the demands for obtaining the credit from the IMF, as a 
result of the financial crisis impact in the economy of these countries. 

The IMF financial assistance has as beneficiaries the Member States, which are facing the balance of the 
payments difficulties and granted the right to buy the foreign currency with the national currency and the 
obligation to repurchase the national currency in a given time, at a higher price, the price difference is the 
operation cost. 

The sources of the current financial crisis can be found in the consecutive years of the economic growth and 
the low interest rates, which have fuelled the optimism and increasing the risk-taking that ultimately led to some 
series of failures, both in the commercial, financial, macroeconomic policy and a global financial overvaluation. 

The global financial system has expanded massively and created more and more instruments, which seemed 
to provide increasing financial rewards to lower risk, a situation that proved, at least, misinterpreted, and when, 
“the soap bubbles” began to break, the effects were uncontrolled. 

Understanding the causes of the crisis is the starting point for restoring the balance and avoids any future 
crisis of such intensity, rebuilding a stronger global financial system. 

In 2009, the economic crisis increase was made at a stronger rate than expected, leading to a major 
contraction of the cash income. Starting from the collapse of credit, when the person indebted beyond the 



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 45 

personal power, could not pay their loans, the crisis quickly spread to other sectors of the global economy with 
increased effects of the lower consumption and business confidence. 

Throughout the period of 2009, the IMF has mobilized all the resources towards covering the money needs 
of the Member States provided to adopt the suitable macroeconomic policies. Consequently, the IMF has adopted 
emergency some structural policies, applicable to both international and national level for the Fund Member: 

� Restoring the balance sheets of the affected financial sectors - refers to those actions taken to recapitalize banks 
and restore their balance sheets for the credit recovery in the economy, aiming to the economy revitalization 
eventually; until then, the restoration attempts have been numerous; 

� Recognizing the importance of the monetary policy - as a component of the domestic demand; 

� Transmitting the overall fiscal stimulus in 2009 and 2010 through the fiscal measures permission to exit from the 
crisis; 

� Substantial increase of the international financial reserves to alleviate the pressure on the low-income country 
markets. 

In April 2009, the G20 members decided to triple the Fund capacity to lend up to $ 750 billion, to double the 
resources for the underdeveloped countries and to expand the global liquidity with $ 250 billion through an 
allocation of SDRs. Consequently, in 2009 the IMF directives followed: 

� improving the financial regulation and supervision to increase the regulation perimeter in order to avoid the 
new events that generate risks and imbalances. IMF does not want to establish its dominance, but to ensure 
that the adopted policies are respected. This oversight should extend to all sectors of activity; from the 
individual economies to the world markets (the commercial discipline must be recast). Also, the central banks 
should review its operating mode to increase the liquid reserves of the system; 

� adaptation of the financial arrangements to prevent the Member States needs. IMF arrangements should be 
improved to a better suit to the circumstances of each country and to encourage states to approach the Fund; 

� improving the bilateral supervision focused on the cash flow to avoid the systemic risk in the economy and a 
better macroeconomic and financial integration of the work sector; 

� improve  the international cooperation and multilateral surveillance.  

IMF welcomes the oversight reforms proposed as the most important reforms to avoid the burden of the 
weak countries / underdeveloped with new restrictions and commitments. Also, optimizing the actions of the 
Member States in the policy adopted international cooperation plan is another field of action of the Fund. 

Like other countries affected by the crisis Romania also needed the resources of the Fund, and in May 2009 
the IMF Board approved a new stand-by agreement for 24 months, amounting to SDR 11.44 billion (12.95 billion 
euros). 

The agreement is part of an international financial package, which also provides for the allocation of: 5 
billion euros from the European Union to support Romania's balance of payments, one billion euros in the loan 
programs earmarked for the World Bank development policies and 1 billion euros more granted by other 
international financial institutions. 

After several years of economic growth, in 2009, Romania was strongly affected by the global economic 
downturn. Currently, the production is decreasing, exports were reduced and the large capital inflows that 
financed the boom fell gradually. The effects of the global collapse were aggravated by the weakness of the 
Romanian economy. 

Romania was forced to seek such a loan due to the effects of the deepening financial crisis on the economy 
of our country. To a better understand why our country has come to use such loans from the Fund a proper 
understanding of the Romanian economic context in the pre-crisis period is necessary.  
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2. Structural reforms implemented by Romania under the impact of the “Stand- By Agreement” 
signed with the International Monetary Fund   

2.1.The Romanian economy challenges  during the last international financial crisis  
●During 2003-2008, the Romanian economy experienced a boom that led to overheating and unsustainable 

imbalances. 
The average GDP growth in Romania between 2003-2008 stood at over 6.1% per year, the foreign direct 

investment and the capital inflows are factors with the significant contribution to increase the consumption and 
investment. The robust growth of the exports to EU countries reflected a process of increased integration with the 
Western European economies. But the domestic demand growth was even faster, resulting increased deficits in 
the current account, which peaked at 14% of GDP in 2007. 

The overheating of the economy and the rapid capital inflows have complicated the monetary policy, which 
entailed the NBR inability to achieve the inflation target despite the increase of the interest rates and the 
minimum reserve required. 

The fiscal policy has played a strong  role and the budget deficit increase from less than 1% of GDP in 2005 
to almost 5% of GDP until 2008 (see graphic 1). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Diagram 1: The main component domestic demand’s contribution to the Romanian GDP growth 
 

●The credit rapid growth that fuelled this boom has produced a large exposure of Romania to the global 
financial difficulties and the volatility of the exchange rate. 

The foreign borrowing of the Romanian banking system led to a rapid increase of the domestic credit, 
which reached an annual average of 50% in the last four years. Over 50% of the domestic private loans were in the 
foreign currency and most belong to the population or to the companies’ exposure to the risk, which generated a 
substantial indirect exposure of the banks to the currency risks, even if, in the bank balance sheets there were no 
large currency disparities (see diagram 2) 
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Diagram 2: The private sector’s credit structure (2004-2008) 

 
●The National Bank of Romania took a series of important measures to reduce the inflation and to limit the 

credit expansion, particularly the currency credit. 
During 2004-2008, by the actions implemented by the National Bank of Romania the following results were 

obtained:  
� increase of the monetary policy rate (10.25%) and the minimum reserves required (18% for liabilities in the 
national currency and 40% for liabilities in the foreign currency); 
� measures to limit the exposure of the population debt, especially in terms of the mortgage debt; 
� strengthening of the prudential regulations to limit the foreign currency lending to the households and to the 
companies exposed to the currency risk and tightened the restrictions on the public debt limit. All these measures 
have helped to a later braking of the household credit growth, however, the pressure induced by the expansionary 
fiscal policy and by the capital inflows could not pass the inflation target proposed by the National Bank of 
Romania for 2007 and 2008 (see diagram 3). 
 

 
Diagram 3: The inflation rate trend of Romania  

 
●Lax policies on the tax and income contributed to the overheating of the economy and supported its current 

vulnerabilities. 
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The excessive growth of the expenditures, especially with the wages and pensions was the main problem 
and helped to supply the domestic demand growth. 

●The Romanian industrial production continued its downward trend in 2009 and the inflation remained 
relatively high. 

The real GDP growth fell from an average of 9% in the first three quarters of 2008 to a decline of 13% in 
Quarter IV/2008, a situation considered by the specialists one of the steepest upheavals among the emerging 
markets. The decline was caused by a domestic demand decrease. 

 

 
Diagram 4: The industrial production evolution of Romania between 2005-2009  

  
It should be noted that in 2007, after Romania's EU accession, the industrial production registered an 

average growth rate of over 15% and in 2009 when the financial crisis was first experienced in Romania, the 
industrial production registered a sharp decrease ranging rate on the negative values (-20%). These developments 
have been determined mainly by the lower domestic demand and external demand due to diminished activity in 
the most sectors of the global economy and the national economy of Romania (see diagran 4). 

●The financial markets and the asset markets have been hit hard by the recession of the Romanian 
economy and the global crisis. 

The Bucharest Stock Exchange, as all the international financial markets, has been severely hit, losing 65% 
of its value from a peak in August 2008. The international country rating of Romania at the end of 2008 was 
reduced (to below the investment grade for the Fitch agency) with a margin greater than that of other countries in 
the region, reflecting the concerns of the international market for the sustainability of the Romania's current 
account large deficit, the uncertainties surrounding the prospects for the fiscal policy.  

●The exchange rate depreciated significantly since the beginning of the economic recession, marking the 
beginning of the reversal of accrued appreciation in the recent years. 

By the end of 2008, RRES depreciated by about 7% of its maximum value in July 2007. In January and 
February 2009, RRES was also weakened by another 7% because of the lower nominal currency (called LEU). 
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●Accumulated pressures to the banking system. 
Access to the external sources of funding is currently limited and the liquidity in the interbank market was 

largely exhausted, the work is limited to the short-term maturities. Although the banks are well capitalized into 
this crisis, the bad loans started to accumulate, especially those granted in the foreign currency and the economic 
recession certainly deteriorated the quality of assets. Therefore, lending to the private sector began to fall from 
the fourth quarter of 2008, reflecting a combination of the demand and supply related factors. 

●The Romanian authorities have started to solve the economic vulnerabilities of the economy, but the 
economic policy options were limited by the severity of the recession and the fragility of the financial conditions. 

The contribution of the foreign direct investment enterprises into the active processing regime to Romania 
trade balance represents 73% of exports and 62.6% for the imports in 2008 (see graph 5). 

                                                                                                                                                                                                                                                       

 

   
Diagram 5: Romanian foreign trade evolution during 2008 

  
The rapid growth of loans conditioning the Romania exposure to the financial crisis and due to the global 

credit collapse, our country suddenly began to have problems in attracting the foreign capital. The exchange rate 
was affected, leading to a depreciation of over 15% of the national currency (RON)12 against the Euro since 
October 2008. Because more than half of the domestic private loans are in foreign currency, the weaker “LEU” 
entailed the situation when the companies and the consumers have to pay higher interest on loans.  

The pressures over the balance of payments led to a depreciation of 15% of the national currency against 
the Euro since October 2008, generating pressure on people, the companies and banks' balance sheets (see 
diagram 6). 

                                                 
12  LEU is  abbreviated by RON.  
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Diagram 6: Romanian trade balance trend between 2005-2009 years  

  

2.2. Structural measures proposed by the Stand-By Agreement (ASB) signed with IMF for the 
Romanian economy 

Based on the all determinants listed, Romania has appealed to the IMF loan and signed a Stand-By 
Agreement with the obligation to implement measures proposed by the IMF approved program for Romania. 

The general objectives of the Agreement program were aimed to cushion the effects of the lower capital 
inflows in Romania, trying at the same time to resolve the external and fiscal imbalances of Romania and to 
consolidate the Romanian financial sector.  

These objectives required: 
� reducing the fiscal imbalances to bring the deficit back to below 3% of GDP until 2011; 
� maintain an adequate capitalization of the banks and liquidity of domestic financial markets; 
� bringing and keeping the inflation within the target range by NBR; 
� ensuring a sufficient external financing and improving the confidence. 

Representatives of the European Commission have worked with IMF staff during negotiations on the 
program and the EU has pledged to support SBA with financial assistance of 5 billion euros. 

ASB program combines the drastic measures of the fiscal policy with and significant financial support and 
it is expected that these two pillars stabilize expectations in the major markets, thereby supporting the roll - over 
rates for the external debt and restore the confidence in the Romanian economy by the foreign investors. 

The exceptional access criteria which must be met by Romania to receive the loan granted by ASB: 
� 1st Criterion: the member faces (or if possible) to face the exceptional pressure of the balance of the payments on 
the current account or the capital account that needs the Fund to provide funding that is not within the normal 
limits. 

Romania suffers from a drastic reduction of the capital inflows, despite a strong contraction of the 
current account deficit, creates a financing gap greater than what can be funded in the normal range. 
• 2nd Criterion: a rigorous systematic review indicates a high probability that the member's debt to be sustainable 

over the medium term. 
Romania's public debt is low (20% of GDP in 2008) and IMF does not expect to generate risks, despite a 

slight increase during the program, respectively 26% of GDP. The fund rationality is that the fiscal deficit will be 
reduced and the collateral potential payment obligations of the government are limited, including those results 
from the borrowing in the private sector. However, the financial sector is largely owned by the foreign capital, and 
the most parent banks can access the liquidity through the facilities granted by the European Central Bank (ECB). 
• 3rd Criterion: a member has opportunities to gain or regain the access to the private capital markets in the 

period in which the IMF resources are outstanding. 
The Romania's loss of access to the capital markets is a consequence of the global financial crisis, 

although this loss was exacerbated by unsustainable domestic policies. As a member of the EU - Romania has a 
moderate external debt (53% of GDP at the end of 2008), “a strong potential for the long-term growth and an 
excellent history in terms of the external debt service, even in times of the tension balance of payments, and the 
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prospect of potential entry in the Euro area, the access of Romania to the private financial markets should recover 
as the global financial difficulties improve” it is mentioned in the SBA agreement with the IMF. 
• 4th Criterion: the policy program provides a reasonable prospect of success, including not only the plans to 

adjust the country's economy but also its institutional capacity and the policy to make that adjustment. 
The IMF financing program has three main areas: the fiscal consolidation, the banking sector reform 

and reducing the inflation to help restore the financial stability. Initially, the “monitoring program and operating 
conditions of the SBA” were as follows: 
� access: SDR 11.443 billion; 
� available time : 24 months; 
� steps: 4.37 billion SDR made available after ASB approval by the Executive Board to cover the balance of 
payments needs in the quarter 2/2009 and for the stock replenishment. The seven quarterly installments will be 
paid from 15/09/2009 (The last on 15 March 2011) and will be in the amount of 7.07 billion SDR. 

The structural measures impact proposed by IMF for the Romanian economy 
� the state-owned companies  must be restructured, closed or privatized, so that the State should not incur the 
losses generated. The economy achieved could exceed one billion euros, plus the release of arrears, i.e. taxes and 
the unpaid bills; 
�  the budget unit reduced the wage bill from 9% to 7% of GDP; 
�  the budget revenue synchronized with the spending in order to lower the budget deficit until to 3% of the 
Romanian GDP.  

The last evaluation by the International Monetary Fund recognizes that Romania has been hit hard by the 
global financial crisis and worsened macroeconomic perspective because the slow recovery of the European 
economy with the possibility of its revival in 2011.During the 1st Quarter 2011, the Romanian economy marked the 
first signs of the economic recovery and by the end of 2011, Romania has to balance the public finances to avoid 
a new loan from the IMF in 2011, which would lead to 60% of debt GDP, compared to 30% as it is now. 

The spiral debt could lead the country in the situation of Greece, not later than 2013 as President Traian 
Basescu said. This debt would be greater than 100% of GDP, the interest unbearable and the perspective of being 
unable to pay. 

The Romanian authorities together with the IMF experts agreed that the additional fiscal measures would 
be necessary and to effectively redirect the social work programs to the truly vulnerable, broadening the tax base 
and combating the tax evasion.  

   According to the National Institute of Statistics of Romania, for the first time, the trade deficit exceeded 
one billion euros this year, but at the end of the first five months of 2011, the gap between exports and imports 
was 3.6 billion euros with 7.5% smaller than the corresponding period of the previous year. 

The best news during the first half of 2011 regarding the return of consumption of Romania: 
� between  January-March 2011 for the first time in the past two years there was an increase in sales of 
electronics, home appliances and IT over the same period of 2010. The Romanians bought durable goods worth 
307 million euros (more with 10, 7% than 1st Quarter 2010). E-commerce, excluding the tourism segment and the 
payment of utilities, will arrive in 2011 to 350 million on the local market, compared to 300 million euros (2010) as 
CEO of e Payment estimates, part of the PayU Group, owned by African Naspers. 
�  the "stars" of the Romanian retail were structured by the sales category-type in the neighborhood stores, 
discount stores and hypermarkets: 
� Carrefour expansion has focused on the supermarket-network segment has increased with four new 
supermarkets located in Targoviste, Cluj-Napoca, Ploiesti and Galati cities and for this autumn two new 
hypermarkets are also announced, which will add the 23 old; 
� Rewe - a German retailer opened the 118 existing retail network in Romania in March 2010 ; 
� Profi, controlled by the investment fund of the Enterprise Investors has registered one of the most dynamic 
expansion, reaching to operate on a network of 94 supermarkets located in Bucharest and the rest of the country; 



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 52 

� the fastest growing retail network of grocery recorded by the “Mic.ro”, whose neighborhood chain stores 
expanded at a pace of 10 new units per week. 

The latest evaluation by the International Monetary Fund recognizes that Romania has been hit hard by the 
global financial crisis and worsened macroeconomic perspective because the slow recovery of the European 
economy with the possibility of its revival in 2011. During the 1st Quarter 2011, the Romanian economy marked 
the first signs of the economic recovery and by the end of 2011, Romania has to balance the public finances to 
avoid a new loan from the IMF in 2011, which would lead to 60% of debt GDP, compared to 30% as it is now. 

Romania might face against challenges similar to those of 2005-2008 as L. Croitoru said in May 2011 at the 
CFA Forecast Dinner of Bucharest :  
� In terms of developments:  

� increase capital inflows; 
�  more portfolio investments since from North Africa look for new destinations. Low positive impact  

to growth but strong a  look for new destinations; 
� credit and asset price booms; 
� external imbalances; 

�  In terms of policies: 
� policy interest rate dilemma –to manage domestic inflation; 
� competitiveness vs. quasifiscal costs of the Central Bank; 
� macroprudencial measures  
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The demographic challenge on pension systems: empirical results from Italy 
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Abstract. Population ageing in Italy is likely to accelerate in the next four decades. Thus, the proportion 
of the population over 65 years old is projected to strongly increase shifting from 20 per cent in 2010 to 
32 per cent in year 2060 (Demographic Projections EUROPOP2010, released in April 2011 by Eurostat). 
Declining mortality trends, combined with low fertility rates and the approaching to retirement of the 
baby-boom generations, are, and major will be in the next decades, the socio-economic challenge to 
provide pension income to ageing population.  
The effects of demographic changes on the Italian pension system are assessed based on projections 
provided by the Working Group on Ageing Population (AWG) of the Economic Policy Committee. Under 
used demographic and economic assumptions, AWG projections confirm the demographic pressure on 
the Italian pension system, which could reveal itself not sustainable in the long run as it relies exclusively 
on the pay-as-you-go scheme. Reforms aimed at containing the Italian pension expenditure have already 
been adopted, and further measures are planned for forthcoming years. Anyway, the pension system 
sustainability cannot be achieved if pension reforms continue to be based on the “goodness” of 
forecasting and do not move in the direction of the “logical sustainability”, namely towards a 
sustainability founded on evaluation rules of benefits and contributions linked to the effective situation of 
the pension system.  

Keywords: population ageing, demographic changes, pension systems, logical sustainability. 

JEL Codes: H55, J11. 

1. Introduction  

Population ageing, defined as the growth of the older age groups as shares of the total population, is occurring 
in the major part of the developed world, and in particular in Europe. This meaningful demographic phenomenon, 
which seems to have no precedents under historical point of view, is leading to changes in the context of existing 
social security programmes. In fact, the decline in the size of the working population has naturally a negative 
impact on the financing of social security schemes. This is truer for pay-as-you-go (PAYGO) pension systems, 
where current contributions are used to finance current pension expenditure for the retiree population. If the 
ratio of current pensioners to active contributors rises to very high levels, then the PAYGO pension system will be 
unable to meet its commitment to pay current benefits. For example, one has to think of baby-boom generations 
of several European countries, which in the next decades will reach retirement age and will not be supported by 
working generations of the same size. In such a case, the adequacy of pension benefits would require excessive 
burdens from future workers generations and the respect of the intergenerational equity would fail. 

In Europe, pension systems differ widely in their structure and relations among different pillars and in the 
adjustments level in response to recent demographic and economic changes. In all countries, the issue of the 
ageing population, worsened by the impact of the economic crisis at global level, affects strongly on the financing 
of PAYGO pension systems and leads to changing the logical basics of pension systems.  

                                                 
13    Corresponding author. Tel.: +39 (0776) 2994752; fax: +39 (0776) 2994834. 
    E-mail address: c.dipalo@unicas.it. 
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The objective of this paper is to present expected demographic trends in Italy and to assess their effects on 
the Italian pension system. This analysis leans principally on the widely used projections of the Working Group on 
Ageing Population (AWG) of the EU’s Economic Policy Committee. It is produced comparing the Italian situation 
with some other European countries: France, Germany and United Kingdom, (which, together with Italy, represent 
major economies in Europe), Spain (one of the European most populous countries) and Sweden (which have 
implemented NDC scheme like Italy). 

The paper is organized as follows. The next section presents fundamental aspects deriving from demographic 
dynamics based on the EU’s projections of the ageing population. In Section 3 we summarize the basic features of 
the Italian pension system and the main last reforms. In section 4 we look more closely to the Italian pension 
expenditure and its principal decomposition factors. In section 5 we deal with the issue of the sustainability 
assessment of pension systems with particular regard to the Italian one pension system and we consider the 
necessity of alternative indicators to control sustainability. The final section presents some concluding remarks. 

2. The ageing challenge in Italy 

During the last decades, Italy has been characterized by meaningful changes in its demographic patterns: the 
drop in fertility rates, the decline of mortality rates with the consequent notable increase in life expectancy. 
Furthermore, it has to be considered that there is a new population who inflows by immigration. The combination 
of these three aspects determines a marked change in the age structure of Italian population. We present the 
basic facts, based on the AWG projections in the 2012 Ageing Report, in the following.  

Fertility rate. Total fertility rate, that is the average number of births for woman, has declined sharply in all the 
European countries after the post-war “baby boom”, with a peak above 2.5 in the second half of the 1960s, to 
below the natural replacement level of 2.1 births for woman, which ensures the population equilibrium. In Italy, 
the total fertility rate fell below the replacement level in 1975 and currently is among very lower ones, below 1.4 
births for woman. According to the EUROPOP2010 population projection for the period 2010 to 2060, prepared by 
Eurostat, the total fertility rate is projected to rise from 1.59 in 2010 to 1.64 by 2030 and further to 1.71 by 2060 
for the EU as a whole. In Italy the fertility rate is projected to slowly increase over the projection period, though 
remaining below the natural replacement rate (from 1.42 in 2010 to 1.57 in 2060).  

Life expectancy. Since 1960, there have been significant increases in life expectancy at birth, especially for 
women, in all European countries. In Italy the gains in life expectancy between 1960 and 2009 have been about 12 
years (11.9 for men and 12.2 for females), which are higher than the average gains for the EU-27. There is no 
consensus between demographers if such trend will be going on over the next decades or if there is a natural 
biological limit to longevity (Oeppen and Vaupel, 2002). Assuming continuous decline in mortality trends, the 
baseline scenario of EUROPOP2010 projects large increases in life expectancy at birth (7.9 years and 6.5 years for 
males and females, respectively). In Italy, the projected increase in life expectancy is less marked for males (6.6 
years and 5.6 years for males and females, respectively), but one has to observe that Italy, together with Sweden, 
France and Spain, experiences one of the highest life expectancies at birth (78.9 years and 84.2 in 2010 for males 
and females, respectively).   

Net migration. Net migration flows per country are characterised by high variability: traditionally, Germany, 
France and the United Kingdom record the largest number of immigrants but, in the last decades, also Italy has 
been experiencing a meaningful rise of migration flows, which has transformed itself from a traditional emigration 
country to an immigration destination. According to the EUROPOP2010 projections, for the EU as a whole, annual 
net flows are projected to increase until to 2020 and thereafter to decline by 2060. Furthermore, they will be 
concentrated to a few destination countries, first among these Italy with 15.4 millions of people cumulated up to 
2060.  

Such dynamics of fertility, life expectancy and migration affect the age structure of populations, which is 
projected to outstanding changes in coming decades. According to the EUROPOP2010 projections, in Italy, the 
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share of young people (aged 0-14) will be roughly constant (14% in 2010, 12% in 2060), while people aged 15-64 
will be subject to a substantial decline, from 66% in 2010 to 56% in 2060 as a share of total population. The 
proportion of people aged over 65 is projected to be much larger, moving from 20% in 2010 to 32% in 2060; this is 
due both to the arrival at age 65 and more of the numerous cohorts born in the 1950's and 1960's and to gains in 
life expectancy continuing over the projection period.  

3. Overview of the Italian pension system and its main reforms 

In response to the challenge of ageing, Italy has been implementing pension system reforms starting from 
nineties with the goal to achieve the long-term sustainability. In 1995, the Dini’s reform introduced the Notional 
Defined Contribution (NDC) pension scheme, which has shifted the Italian pension system from a defined benefit 
to a defined contribution pension scheme. Sweden also reformed its pension system and implemented NDC 
pension scheme in 2001, with a 15-years transition period (e.g., Palmer, 2000). Latvia and Poland are also 
experiencing NDC pension systems.  

NDC pension systems are substantially based on PAYGO financing; in some cases, as for the Sweden, they are 
provided by an assets component. In such schemes the individual pension is calculated at the retirement on the 
basis of real paid contributions, in obedience to the actuarial equity principle at individual level. These schemes 
are defined “Notional” because contributions are only virtually accumulated in individual accounts, while are 
really used to pay current pension benefits. A complete review of NDC schemes and their features and 
implementations in several different countries is in Holzmann and Palmer (2006).  

In Italy, the Dini’s reform has planned for a very long transition period in which the old DB and the new DC 
scheme will go in parallel, producing a considerable forward shift of the reform effect. The NDC regime reform is 
fully applied only for generations younger than the baby-boom ones, namely to individuals entered in the labour 
market after 1996. People who accumulated contributions at least for 18 years at the end of 1995 will keep the 
old defined benefit (DB) regime, while people with less of 18 years of contributions in 1995 will see their pension 
calculated partly DB and partly NDC.  

The Italian old pension system was implemented in the fifties in a period characterised by growing economic 
development, low life expectancies and high fertility rates. This scheme planned the payment of income-linked 
benefits and resulted in a not fair pension system as it damaged individuals who worked longer and paid larger 
contributions. With the subsequent slowdown of the economic and demographic growth, the Italian pension 
system could not be able to face own commitments towards its participants. Therefore, the pension reform in Italy 
had as primary goal to realize a pension system sustainable in the long-run, linked to the real economic growth, 
equipped with fair actuarially rules.    

Hence, in the new pension system the principle of pension benefits calculation is based on actuarial rules 
linking contributions paid in to pensions that will be received. The total contribution rate on the employee’s gross 
remuneration is equal to 33% (9.2% paid by the employed and 23.8% paid by the employer).  

The standard retirement age, initially fixed in a range between 57 and 65 years, has been increasing over the 
last 15 years by consecutive waves of reforms both for old-age pensions and for early retirements. Currently, in 
Italy the minimum age for pension eligibility in the public sector is set at 65 years for men and 60 years for 
women. One of the later reforms in 2010 has further increased to 65 years the minimum pension age for women 
starting from 2012. De facto, the actual effect of pension is further postponed of 12 months by means of the so-
called “exit window” mechanism. The access to the retirement is allowed at ages lower than 66 years only with a 
minimum contribution of forty years at least. Other transitory rules, combining age at retirement with a minimum 
contribution period, are provided for the early retirement. Starting from 2015 the minimum age for pension 
eligibility is adjusted every three years at changes in life expectancy at 65 years, as measured by the National 
Statistical Institute over the preceding three-years; such changes are estimated equal to an increase of three 
months starting from 1st January 2015.  
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At the retirement the pension is calculated in relation to the whole contribution amount, namely the sum of 
contributions paid during the entire active life and yearly revaluated at the average growth rate of GDP over the 
previous five years. At the time of retirement, the contribution amount is converted in annuity by means of 
transformation coefficients, which are depending on the age at the retirement and are the same for male and 
females. Since January 2010, new transformation coefficients are applied. In order to keep transformation 
coefficients linked to the current demographic dynamics, they are subjected to a three-years revision, instead of 
every ten years as foreseen in Dini’s law 335/95, according to changes in life expectancy at the age of retirement 
(Law no.127/2007). 

The formula of coefficients calculation uses actuarial rules specific of life annuities and it is depending on 
demographic and normative parameters. Among these, two elements are particularly relevant as they can 
produce disequilibria: survival probabilities and the rate of return on pension benefits recognized during the 
retirement phase. 

 

In the coefficients’ computation, survival probabilities are evaluated on past trends. The real possibility of 
future imbalances derives from the assigning to the retiring individual, aged, e.g., 65 years, survival probabilities 
that, for ages over 65 years, are relative to individuals belonging to previous generations and, hence, lower. 
Frequent revisions of the coefficients can reduce this disequilibrium because updated transformation coefficients 
integrate the effect of the increasing survival probabilities. However, as during the retirement phase there is any 
revision of coefficients, continuous improvements of survival probabilities would be financially compensated 
through reduction of the rate of return on the pension liability for retirees. This means that the rate to explicitly 
credit to the retirees’ pension liability would be reduced by the implicit demographic rate (Angrisani, 2008; 
Angrisani and Di Palo, 2006). 

 

Pensions are indexed only to prices during the retirement phase, but in the transformation coefficient it is 
recognized, and hence ensured in advance, a real rate of return (fixed equal to 1.5%) on the retiree pension 
liability. This leads to the effect of an initial payout of more generous pensions, but leads to systematic imbalances 
of the pension system if the rate of return on the pension liability results to be different from that included in the 
coefficient.  

 

4. The Italian pension expenditure 

 

According to the AWG report (2009), the level of the pension expenditure, measured as the ratio of the 
pension expenditure to GDP, is expected to globally register a small negative change decline in the period 2007-
2060 for Italy, see Table 1. Although with very different degree of variation, in the other considered countries the 
total change in the level of the pension expenditure is expected to be positive, except for the Sweden that keeps 
an averagely stable level.  
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Pension expenditure projections (% of GDP) 

Country 2007 2010 2020 2030 2040 2050 2060 

EU (27 countries) 10.1 10.2 10.5 11.4 12.1 12.3 12.5 

Germany 10.4 10.2 10.5 11.5 12.1 12.3 12.8 

Spain 8.4 8.9 9.5 10.8 13.2 15.5 15.1 

France 13 13.5 13.6 14.2 14.4 14.2 14 

Italy 14 14 14.1 14.8 15.6 14.7 13.6 

Sweden 9.5 9.6 9.4 9.5 9.4 9 9.4 

United Kingdom 6.6 6.7 6.9 7.6 8 8.1 9.3 

 
Table 1: Projections of the public pension expenditure to GDP (Source of Data: Economic Policy Committee) 

 

Looking globally to data, Italy seems to have reached the goal of the containment of the pension expenditure. 
Actually, we have to note that Italy starts from the highest level of pension expenditure in Europe (14% of GDP) 
and that the change in the pension expenditure level, in its whole, masks the consistent increase over 2025-2055, 
which is the period time coinciding with the retirement of the baby-boom generations (people born in the sixties). 
Hence, we have to look more closely to the above illustrated trend, considering the four factor driving the pension 
expenditure.  

The four factors driving the change in the public pension expenditure  
The decomposition of the pension expenditure has derived considering the impact of the following four ratios: 

1. The old-age dependency ratio, namely the ratio between the population aged over 65 years to the 
population aged 15-64 years; 

2. The coverage ratio, namely the ratio of pensioners of all ages to the population aged over 65 years;  

3. The inverse of the employment ratio, namely the ratio of the population aged 15-64 to working 
population; 

4. The benefit ratio, namely the average pension to the average wage, this last approximated by the GDP per 
worker.  

The decomposition of the pension expenditure derives from the following identity14 

exp 65 15 64
* * *

15 64 65

.

P Pop Number of pensioners Pop Average Pension

GDP Pop Pop Number of workers Average Wage

GDP
with Average Wage

Number of workers

+ −
=

− +

=
 

The change in levels of the pension expenditure to the GDP is given by the sum of contributions produced by 
each factor. Each one contribution is obtained multiplying the growth rate of each factor by the initial value of the 
pension expenditure to GDP. In following Table 2 the contribution of each of the four factor is reported.  

                                                 
14 In the AWG report (2009) the average wage is approximated by the GDP per hours worked, that is  

exp 65 15 64
* * * * .

15 64 65 15 71
15 71

P Pop Number of pensioners Pop Average Pension Number of workers

GDPGDP Pop Pop Number of workers Hours worked

Hours worked

+ −
=

− + −
−  

The last factor in the above decomposition produces the interaction effect reported in Table 2. 
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Decomposition of the public pension expenditure to GDP ratio over 2007-2060 (%of GDP)  

Country  2007 level  Dependency 
ratio 

contribution  

Coverage 
ratio 

contribution 

Employment 
effect 

contribution 

Benefit 
ratio 

contribution 

Interaction 
effect 

2060 
level 

EU (27 countries) 10.1 8.7 -2.6 -0.7 -2.5 -0.6 12.5 

Germany 10.4 7.9 -1.9 -0.8 -2.2 -0.8 12.8 

Spain 8.4 10.7 -0.9 -0.9 -1.7 -0.5 15.1 

France 13.0 8.4 -2.2 -0.5 -4.0 -0.7 14.0 

Italy 14.0 10.4 -3.2 -1.1 -5.5 -1.0 13.6 

Sweden 9.5 5.6 -0.4 -0.4 -4.3 -0.6 9.4 

United Kingdom 6.6 4.2 -1.4 -0.3 0.5 -0.3 9.3 
Table 2: Decomposition of the public pension expenditure (Source: Commission service, EPC 2009). 

Old-age dependency ratio. This indicator provides the measure of the demographic burden for working 
generations. As in previous Table2, it produces the main contribution to the change in levels of the pension 
expenditure. The inverse of this ratio is called support ratio. According to projections in EUROPOP2008, for 
countries of EU27 as a whole the old–age-dependency ratio in 2010 starts at 0.2592, which means a support ratio 
of about four persons of working age for each person aged 65+, to reach in 2060 the value of 0.5255, that is in 
2060 only two persons will be in working age for each person over 65. Such a situation is lately severe in Italy for 
which the old–age-dependency ratio is projected to reach the value 0.5658 in 2060, see following Figure 1.  

Coverage ratio. The number of retirees usually exceeds the population over 65 years, as pensions are available 
at younger ages of 65, which is generally the standard age for pension eligibility. In general, a higher age at 
retirement is associated with a lower proportion of pensioners below age 65 and, hence, with a lower coverage 
ratio. In all the considered countries, the coverage ratio is projected decreasing, see following Table 3. This reflects 
a general decreasing of the pensioners’ number below age 65 as the consequence of the increasing of the exit age 
from the labour market caused, in some cases like, e.g., Italy, by the recent implemented pension reforms. The 
projected decreasing in the coverage ratio contributes in a relative decreasing in the pension expenditure to GDP; 
such a reduction is more marked for Italy (-3.2 p.p.), see previous Table 2. 

Employment rate. The number of workers is smaller than population aged 15-64 years, because there is a 
share of population that does not participate to the labour force. Over the period 2007-2060, the employment 
rate – defined as the number of working people divided by the population aged 15-64 – is the lowest in Italy with 
respect to other considered countries, see following Table 4. The projected increase in the employment ratio 
contributes in limiting the increase in the pension expenditure level; we recall that in the pension expenditure 
decomposition the inverse of this ratio is considered. Therefore, reforms aiming to strengthen the potential of 
economic growth are particularly relevant, for example stimulating people to stay longer in the labour market.   

 

 

 

 

 

 

Fig. 1: Old-age dependency ratio in 2010-2060 (Source of Data: Economic Policy Committee). 
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Coverage ratio  

Country  2007 2010 2020 2030 2040 2050 2060 

EU (27 countries) 1.401 1.374 1.258 1.193 1.147 1.114 1.100 

Germany 1.216 1.198 1.158 1.078 1.031 1.027 1.021 

Spain 1.090 1.083 1.052 1.036 1.019 0.995 1.001 

France 1.389 1.421 1.289 1.229 1.180 1.186 1.180 

Italy 1.343 1.293 1.207 1.193 1.117 1.066 1.071 

Sweden 1.370 1.351 1.325 1.348 1.338 1.346 1.316 

United Kingdom 1.247 1.257 1.130 1.099 1.072 1.009 1.016 
Table 3: Coverage ratio (Source: Commission service, EPC 2009). 

Employment ratio (%) 

Country  2007 2010 2020 2030 2040 2050 2060 

EU (27 countries) 65.5 66.6 69 69.2 69.5 69.7 69.9 

Germany 69.6 71.2 74.2 74.4 75.2 74.8 74.9 

Spain 65.6 66.9 71.0 71.6 72.4 72.8 72.5 

France 64.7 64.5 66.4 66.5 67.3 67.1 67.2 

Italy 58.7 60.0 62.6 63.5 63.8 64.0 63.8 

Sweden 74.3 75.1 77.3 77 77.1 77.5 77.6 

United Kingdom 71.5 71.6 73 73.2 74.2 74.3 74.4 
Table 4: Employment ratio (Source: Commission service, EPC 2009). 

Benefit ratio. The ratio of the average individual pension to the average wage (approximated by the change in 
the GDP per hours worked) measures the level of the public pension benefit. According to the AWG projections 
(2009), the benefit ratio will decline by around 10 p.p. in EU-27. In Italy, this decline is projected to be more 
incisive, around 21 p.p., see Table 5. One has to notice that it takes up maximum values in the comparison with 
the other countries in 2007-2040 and that it consistently decreases in 2010-2040. Reducing future generosity of 
pension benefits has been one of the most important measures adopted to contain pension expenditure. The 
effect of this reduction contributes in a marked decreasing in the level of the pension expenditure (-5.5% in 2007-
2060, see Table 2).   

Benefit ratio (%)  

Country  2007 2010 2020 2030 2040 2050 2060 

EU (27 countries) 49.7 50.9 49.7 46.8 43.8 41.4 40.1 

Germany 51.4 50.4 49.7 45.9 42.9 42.5 42.5 

Spain 57.8 62.6 65.2 61 57.2 54.5 52.2 

France 63.3 63.3 57.7 52.9 50.3 48.3 47.5 

Italy 68.5 71.3 70.5 64.1 57.3 51.7 47.3 

Sweden 49.3 48.1 41.0 36.6 33.5 31.4 30.1 

United Kingdom 34.6 34.6 34.9 34.5 34.2 35.8 37.1 
Table 5: Benefit ratio (Source: Commission service, EPC 2009). 
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5. How to assess the financial sustainability  

The AWG projections (2009) show that last reforms of the Italian pension system have contributed to limit the 
future increase of the pension expenditure in an ageing context. Evaluations, which under used assumptions 
prospect pension expenditure stable or declining, suggest that the pension system is financially sustainable, 
namely that it is able to face its commitments towards its current and future participants under substantial equity 
among generations. Actually, when the pension system is PAYGO financed, the fulfilment over time of the pension 
promises would have to be supported by projections of stabilization of contributions levels so that the 
intergenerational equity is ensured.  

Therefore, we consider more accurate indicators of the demographic burden, the Pensioners/Workers ratio 
and the degree of PAYGO covering of the pension expenditure by contributions (whose definition is recalled 
below). 

Pensioners/Workers ratio. This indicator is directly linked to the old-age dependency ratio and the coverage 
ratio, while it is inversely linked to the employment rate, as one can see by the following 

 

  

 

One can easily verify that Pensioners/Workers ratios are larger than the conventional old-age dependency 
ratio in all the considered countries, see Figure 2. In particular, Italy presents the highest value both in 2010 
(0.6536, about twice the old-age dependency ratio value) and in the 2060 projection (0.9524, more than one half 
times the old-age dependency ratio). This is explained by considering that Italy has:  

(a) very high values of old-age dependency ratio (the second highest old-age dependency ratio, very closed to 
the highest value of Germany); 

(b) high values of the coverage ratio, although the recently adopted reforms have raised the standard age for 
the retirement and have provided with rules to automatically adjust the retirement age to life expectancy 
lengthening, and  

(c) the lowest employment rate value, about 7 p.p. below to the average value for the EU-27 (the objective, 
fixed by the strategy “Europe 2020”, of an employment rate equal to 75% for age group 20-64 is well-far to be 
reached and this has obviously negative impact also on the pension expenditure).  

  

  
Fig. 2: Old-age dependency ratio and pensioner per contributor ratio in 2010 and in 2060. 

65 15 64
/ * * .

15 64 65

Pop Number of pensioners Pop
Pensioners workers ratio

Pop Pop Number of workers

+ −
=

− +
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Degree of PAYGO covering of the pension expenditure by contributions. Following Angrisani (2008), it is 
defined as the ratio of contributions to the pension expenditure, namely 

exp
PAYGO
c

Contributions
D

P
= . 

This indicator is inversely linked both to the Pensioners/Workers ratio and to the benefit ratio; hence, 
reduction of both ratios produces an increasing of the degree of PAYGO covering. Figure 4 shows the expected 
trend of the degree of PAYGO covering, together with trends of the Pensioners/Workers ratio and the benefit 
ratio.   

 

 

 

 

 

 

 

 

Fig. 3: Trends of Pensioners/contributors ratio, degree of PAYGO and Benefit ratio. 

Over the projection period the demographic dynamics of the Italian pension system is characterized by the 
consistent increasing of the ratio between pensioners and contributors, which from 0.654 in 2010, after a short 
decreasing until to 0.645 in 2015, increases to about 0.95 in the last two decades. This means a support ratio of 
about 1.5 contributors for each pensioner in 2010, which in 2060 will be of only one contributor for each retired. 
Although the adoption of the NDC reform will consistently contribute in reducing the benefit ratio (from 0.713 in 
2010 to 0.473 in 2060), the consistent increase due to the demographic factor will have prevalent effects on the 
degree of PAYGO covering; this is projected in a significant decrease from 0.757 in 2010 to 0.675 in 2040. It has 
especially to be highlighted the “wave effect” on pensions which begins in 2020 and is marked in next two 
decades, namely starting from the time at which young workers, currently aged between 35-55 years, will be in 
retirement and now represent the more consistent age group of the whole working population.  

Considering the above figures it is clear that the Italian pension system is, and will be, imbalanced. The 
disequilibrium size questions on the future sustainability under current rules for contributions and benefits. One 
has to remark that the Italian pension system, although exclusively based on PAYGO financing with a heavy 
additional contribution of the State which covers about the third part of the pension expenditure, is missing both 
of adequate control indicators of sustainability (based on the accrued pension liability) and of mechanisms to 
correct unbalancing due to adverse demographic or economic situations. This leads to the constitution of a very 
high and not controlled pension liability. Consequently, when the “demographic wave” will produce the increase 
of the retiree population, the high pension liability will fall on the younger generations of workers, which will 
suffer the iniquity of receiving lower pension benefits even if paid higher contributions and, hence, they will found 
resources to finance complementary pension benefits.  

Hence, sustainability evaluations have to take into account the current (not projected) quantification of the 
pension liability, namely the commitments already taken up by unbalancing the pension system towards its 
participants, as the future pension expenditure is depending on the current liability. It is necessary to analyse the 
current pension system state by means of appropriate indicators of state and control, defined in a logical and 
mathematical framework so that the sustainability is not subject to the “goodness” of the adopted assumptions in 
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the projections. We refer to the context of “logically sustainable” pension systems, introduced in Angrisani (2008). 
In this framework, variables of state and control are defined and specific logical-mathematical rules and conditions 
are provided to sustainability. On the contrary, sustainability evaluations based exclusively over pension 
expenditure projections can be misleading both because they are strongly depending on the underlying 
assumptions and they do not provide objective indications in order to eventual re-balancing of the system.  

7. Conclusions 

According to the population projections published by Eurostat in 2010, meaningful demographic changes in 
the age structure of population in Europe are forthcoming. In Italy old-age dependency ratios are expected in a 
strong increase, phenomenon especially emphasised because of the high increasing in life expectancy and the very 
low fertility rate. 

The process of population ageing affects the Italian public pension system, which is exclusively PAYGO 
financed. Pension reforms over last decades have managed to control the future increase in the level of the 
pension expenditure, as the AWG projections (2009) show. However, the sustainability issue arises as future and 
foreseen imbalances, in particular due to the “wave effect” of the retirement of baby-boom generations, will put 
the pension system under pressure. There is the real necessity to define sustainability indicators promptly 

controlling the pension system state and to found sustainability on logical rules instead on projections. 
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Abstract. This paper presents the outline of research devoted to the managerial aspects of the firm 
acting in the conditions of complicated interdependence where economic and social knowledge is 
supplied as well as produced by the organization. The research questions include the following: how 
ready are the companies to progress from traditional business approach to the innovation models; 
what factors motivate enterprises’ smart growth; how stakeholder wealth is created by transforming 
new and existing knowledge into advanced products/services/solutions. 
The research looks at the Russian achievements relating to the identification of knowledge-oriented 
enterprises and international experience to recognize the levels of business knowledge performance. 
The problem of developing the criteria system for impartial assessment of innovation activity is 
discussed. The example of MAKE programme is used as its indicators provide the basis for 
benchmarking in the practice of companies’ intellectual focus. 
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Introduction 

Modernization and innovations have become the key trends of economic and industrial development of the 
Russian Federation. The innovation scenario is defined by the Concept of the long-term social and economic 
growth till 2020, which introduces such priorities as energy efficiency, nuclear engineering, space technology, 
medical innovations, and strategic information networks and technologies. Special governmental commissions and 
information portals have been established to support this activity. The state initiates and attends to the innovation 
development and directs considerable resources into the relevant projects [4, 5]. 

Otherwise, there are some expert opinions about the high degree of inertia in innovation processes that 
especially concerns industrial sector and business enterprises. They mention the low involvement of production 
units in the creative mainstream, lack of the information-oriented demand, underestimation of the significance of 
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intellectual property, misinterpretation of knowledge commercialization, and lack of the comprehensive 
approaches to the innovation management. 

Thus, the innovation enthusiasm of Russian business is still in question, and this defines the relevance of 
appropriate research. Methodologically, desk research contains the number of publications which are devoted to 
both classical issues and questions of the day related to smart growing business. Within the framework of the field 
research the real approaches to developing an accurate system of objective evaluation of knowledge-oriented 
performance are investigated. 

Summarizing the findings that were carried out in the process of working on this paper the conclusion about 
the necessity to create Russian business innovation identity system based on the international dimensions can be 
made. 

Innovation economy in Russia: development or stagnation 
In accordance with the official statement the last two years have been demonstrating the transition of Russian 

economy to the post crisis development. Taking into account the recent global crises state and private enterprises 
develop strategies based on the flexibility and adaptability in contrast to the stability and predictability. A support 
of the business wellbeing by means of innovations is considered as the main goal in the decade ahead. As declared 
by Russian Prime Minister Vladimir Putin, the country should become one of the top world economies: “In the 
next decade, Russia should join the world's top five economies in terms of GDP. But it is not so much about the 
figures but rather the quality of development based on innovations and higher efficiency”16. 

The indicators of economic growth and competitiveness are connected with increasing production, 
capitalization, returning share value to the before-crisis level, progress in point of the International Accounting 
Standard’s introduction into financial management of Russian companies, and, as a whole, resurgence of 
appropriate conditions for the strategic analysis and development on the basis of innovation initiative [9]. 

Contrariwise, it is still a question if enterprises are ready to progress from traditional business approach to the 
innovation models which are interpreted – especially in production sphere – like ancillary activity such as 
engineering, consulting, leasing, but not the mainline. 

At the first glance, the answer is obvious: global market leaves no choice, and innovation activity begins to be 
an important or even the only strategic advantage that provides the universal approach – knowledge capitalization 
– to diversification, risk minimization and achievement of the uniqueness as the main characteristic of modern 
enterprise that runs under Porter’s “Be Different” model. Moreover, economic crises are reasonably appraised as 
positive environment that generates new decisions, which go beyond existing format [6, 7]. 

Thus, why the interest to this aspect is so stable and discussions devoted to the readiness (or unreadiness) of 
business for innovation economy is still topical? How companies reflect on the real significance of intellectual 
property? Furthermore, there is a necessity of more precise terminological definitions – in particular, concerning 
such notions as “innovative management” and “managerial innovation”. Finally, the points about the problems, 
which enterprises face when implementing innovation, and reasons that impede progress are also a very pressing 
issue [8]. 

Obviously, these debates are derived from the macro- and microeconomic changes which concern the 
development not only of the Russian economy but the global economy as well. First, this is a phenomenon of 
knowledge economy and its growth rates. In case of Russia it is extremely representative to cite a passage from 
the report made by chairman of Russian joint-stock company Rusnano17 Anatoly Chubais when he participated in 
International Conference “Russia and the World: challenges of new decades” in 2010: “Neither Soviet rule nor 

                                                 
16 Source: Russia to join top five economies in next decade – Putin. Meeting with Russian car makers in Togliatti on the Volga river. 
11.05.2011 – http://en.rian.ru/russia/20110511/163976517.html 
17Russian joint-stock company Rusnano – the former State Corporation of Nanotechnologies aimed at the development of Russian 
nanotechnology industry through co-investment in projects with substantial economic or social potential, http://www.rusnano.com 
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modern government settled the task named innovation economy”. Though, the author points out that Soviet 
Russia never managed to introduce knowledge orientation into enterprises’ performance, whereas existing 
leaders have not coped with this task yet. It means that despite of all the prospects, the positive dynamics can not 
be reached on the basis of raw materials export. The economic growth must be grounded on the innovation 
model that is documented in above-mentioned Concept-2020 [5]. This model includes conceptual components 
provisionally adopted by managerial theories and practice: strategic focus, tactical planning and prompt actions 
(fig.1) [1, 4, 8]. 

 

 

 

 

 

 

 

 

 

 

 

Regarding the innovation level of enterprises themselves, their activity or inertia in this connection is not so 
evident. Apparently, the problem corresponds with the lack of exact understanding of innovation enterprise and 
its features, in spite of the experts’ disputes concerning the general expediency of such a definition, which should 
cover multidimensional nature of a smart growing company. 

In 2007 the Economist Intelligence Unit (EIU), the part of the Economist Group, introduced the Global 
Innovation Index (GII)– an universal index measuring the level of innovation of a country, produced jointly by The 
Boston Consulting Group, the National Association of Manufacturers, and The Manufacturing Institute. GII is 
presented as the most comprehensive indicator that allows evaluating national innovation level. The yardstick of 
GII is based on such criteria as an amount of patents registered by citizens, categories of scientific workers and 
researchers, etc. Applied data – economic efficiency of knowledge reflected by capitalization rate – defines the key 
advantage of GII. 

As a part of the research study that looked at both the business outcomes of innovation and government's 
ability to encourage and support innovations through public policy, it considers new indicators for innovation, 

including tax incentives and policies for immigration, education and intellectual property. The fact is that Russia 
currently opens the zone of negatively ranked countries (table 1). 

With reference to the research related to the revealing characteristics of knowledge-oriented enterprise, GII 
can be offered as a representative base since it is used for evaluating not only country performance but also what 
companies do and should do to stimulate innovations. 

 

Table 1. Countries ranked in GII
18

 

Positively ranked countries (the first ten of the fifty) 
Rank Country Overall Innovation Inputs Innovation Performance 

1 Singapore 2.45 2.89 2.01 

                                                 
18Sources: Boston Consulting Group – http://www.bcg.com; The Free Encyclopedia Wikipedia – http://en.wikipedia.org/wiki/ 
Global_Innovation_Index_(Boston_Consulting_Group) 
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2 Switzerland 2.16 1.52 2.75 

3 South Korea 2.15 1.75 2.55 

4 Iceland 2.11 2.21 2.01 

5 Finland 2.02 2.01 2.02 

6 Hong Kong 1.82 1.77 1.85 

7 Ireland 1.81 1.78 1.84 

8 Japan 1.80 1.28 2.25 

9 United States 1.66 1.16 2.16 

10 Sweden 1.56 1.25 1.88 

Negatively ranked countries (the first ten of the fifty) 

51 Russia -0.09 -0.02 -0.16 

52 Saudi Arabia -0.12 0.57 -0.79 

53 Poland -0.13 0.22 -0.45 

54 Philippines -0.15 -0.64 0.36 

55 Oman -0.15 0.27 -0.56 

56 Jordan -0.15 -0.04 -0.26 

57 Mexico -0.16 0.11 -0.42 

58 Turkey -0.21 0.15 -0.55 

59 Lesotho -0.22 -1.01 0.59 

60 Kazakhstan  -0.23 -0.51 0.07 

Domestic appraisal of corporation innovation profile 
 Determining the progress of innovation development in Russia, domestic experts also make every effort to 

arrange indicators of business smart activity. Facts and tendencies are defined in accordance with official 
statistical data and surveys of business representatives. Thus, two extensive studies were conducted in 2009-2010: 
“Indicators of Innovation Activity: 2009” done by Ministry of Education and Science, Federal State Statistics Service 
jointly with National Research University – Higher School of Economics, and “Innovation Activity of Large Business 
in Russia. Mechanisms, Drivers, Prospects” undertaken by Russian Economic School in cooperation with 
PricewaterhouseCoopers [2, 3]. 

The issue “Indicators of Innovation Activity: 2009” deals with the official statistical information, statements of 
international organizations such as OECD, European Commission, Eurostat, foreign statistical reports, and internal 
outcomes. It describes considerable range of indicators including a share of enterprises that implement 
innovations in technologies, management and marketing; knowledge-driven performance in correspondence with 
different types of economic activity; regional innovation development; international comparisons. Methodological 
part of this research study is devoted to notions that are used to define innovative product and service, types of 
innovations, process of technological exchange, etc. Thereby, the understanding of innovation enterprise itself is 
beyond the scope of this work. 

Basic theses of the report “Innovation Activity of Large Business in Russia ” Mechanisms, Drivers, Prospects” 
are associated with broad consideration of the heart of knowledge-oriented activity interpreting innovation both 
in the narrow and wide sense. First, it looks at the adoption of fundamentally new technologies or essential 
improvement of products and services that are significant for the world market. Second, an adaptation of existing 
innovation developments is also recognized as smart activity being a form of modernization. General outcomes 
correspond with the above mentioned statistical investigation. However, report’s authors emphasize that their 
findings present more realistic reflection, since in contrast to “Indicators of Innovation Activity: 2009” this 
document is based on the inside information about Russian greatest business players which are often left beyond 
the official data. 

The report concludes with the entrepreneurs’ critical appraisal of smart growth in their industries. Although 
according to the findings from a survey most of the respondent companies believe that the Russian economy as a 
whole will be more innovative by 2020 (83% of the respondents think that such a forecast is “very likely” and 
“likely”), the companies see excessive red-tape and difficulties in attracting finance to introduce innovative 
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products as being the major barriers to innovations. Only 20% of respondents are positive about the increasing of 
intellectual trends in business units and prospects of their sustainable development by 2020. Besides, innovation 
activity is described as directly dependent on the features of enterprises and projects. 

International experience to recognize levels of business knowledge performance 
So the question concerning the requirements that company should meet to be classified as smart growing 

business is still quite challenging. Returning to the idea of the improved definition of innovation enterprise and its 
special characteristics we consider it as a necessity. Conceptually, it can be a consulting company, or scientific 
organization, that generates unique research for manufacturers, as well as a producer which invests in intellectual 
property and implements internal and external products of research activity. Perhaps, this is a sort of simplified 
approach, but it explains the current state of terminological understanding of intellectually-oriented organization. 

It should be mentioned that research studies aimed at the improvement of comprehensive basis for smart 
growing business have been conducted by Russian experts. Nevertheless, a little experiment of using largest 
Russian Internet search engines such as Yandex and Rambler Media Group (both are ranked among leading search 
web-portals in the world19) demonstrates that it is quite easier to find the explanations for such issues as 
“innovation activity”, innovation entrepreneurship” or “types of innovations”, than to form an appropriate opinion 
about the innovation company as it is, and its properties. 

In this connection we find it useful to refer to the specific international programme intended for companies’ 
innovation profile assessment – Global Most Admired Knowledge Enterprises (MAKE), which is administered by 
the independent research firm Teleos in association with the global community of knowledge-driven organizations 
The KNOW Network20. 

Initially released in 1998, MAKE then established a benchmark to recognize the world's leading organizations 
for their ability to leverage enterprise knowledge to deliver superior performance in the areas of innovation, 
operational effectiveness, and excellence in products and services. Study results are published as annual reports 
containing ranks, analytical findings and focuses on innovation profiles of companies in question. 

The current report “2010 Global Most Admired Knowledge Enterprises” – just as the previous MAKE 
researches – is based on the Delphi approach consisting of the three-round analysis. First, the expert panel of 500 
senior executives and leading experts in the field of knowledge management, intellectual capital, innovation and 
organizational learning selected a pool of 96 organizations. 

Secondly, each expert selected the three most advanced knowledge enterprises from the pool. Companies 
mentioned by at least 10% of the expert panel members were recognized as Global MAKE Finalists. 

By the third, and final round 51 enterprises were ranked against each of the eight knowledge performance 
ratios which compose the MAKE framework and are the indicators which demonstrate the probable 
transformation of the enterprise’s knowledge resource to its tangible value creation. The shortlist includes 20 
winners who were recognized as 2010 Global Most Admired Knowledge Enterprises on the basis of the total 
composite scores (table 2). 

The following factors are measured by MAKE experts to define the company’s smart potential: 

• creating an enterprise knowledge-driven culture; 

• developing knowledge workers through senior management leadership; 

• developing and delivering knowledge-based products/services/solutions; 

• maximizing enterprise intellectual capital; 

• creating an environment for collaborative enterprise knowledge sharing; 

                                                 
19 Source: Global Search Market Draws More than 100 Billion Searches per Month - comScore, Inc”. Comscore.com. August 31, 2009 – 
http://www.comscore.com/Press_Events/Press_Releases/2009/8/ Global_Search_Market_Draws_More_than_100_Billion_ 
Searches_per_Month/%28language%29/eng-US. Retrieved May 5, 2011 
20 The KNOW Network – http://www.knowledgebusiness.com 
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• creating a learning organization. 

 

Table 2. 20 Global MAKE Finalists 201021 

Enterprise 
(in alphabetical order) 

Country 

Accenture Global 

Apple USA 

Ernst & Young Global 

Fluor USA 

General Electric USA 

Google USA 

Hewlett-Packard USA 

IBM USA 

Infosys Technologies India 

McKinsey & Company Global 

Microsoft USA 

MindTree India 

PricewaterhouseCoopers Global 

Royal Dutch Shell the Netherlands 

Samsung S. Korea 

Schlumberger France / USA 

Siemens Germany 

Tata Group India 

Telefonica Spain 

Wipro Technologies India 

 

To sum up MAKE programme’s approaches to the impartial assessment of business we can describe a type of 
three-basis consequence that leads from company’s many-sided experience to the creation of positive double-
effect as an increasing of intellectual capital and, all in all, to business capitalization. 

Prospects of knowledge-driven business development in Russia 
Officially Russian economy now makes progress to the innovation-oriented model that depends on business 

smart growth in many respects. However, there are still no definite criteria to identify enterprises as knowledge-
driven and, moreover, as we see, realistic opinions of Russian entrepreneurs correspond with the country’s GII 
negative rank. Perhaps, the implementation of MAKE dimensions would provide an objective standard for 
innovation area of business, but the nature of national economy itself is a matter of some difficulties. 

The fact is that raw material sector dominates in national accounts. Large companies dealing with oil, gas and 
extraction of other mineral resources create from 7 to 14 % of Russia’s GDP22. But contrary to widely-held opinion, 
such a trend leads not only to total dependence on the fluctuation of world raw material prices. Definitely it is also 
connected with the great opportunities for considerable investments in innovation development, but Russia still 
yields to world average level of innovation development’s support. The problem is about the motivation of a 
demand for knowledge which should be initiated by the state policy. 

Discussing the potential government activism aimed at the stimulation of knowledge-driven performance in 
business, the following directions can be outlined: 

1) creation of the corporate science sector as an integral part of institutional scientific structure; 

                                                 
21 Source: 2010 Global Most Admired Knowledge Enterprises © 1998-2010 Teleos. 2010 Global Most Admired Knowledge Enterprises 
(MAKE) Report Enterprises (MAKE) Report. Executive Summary – http://www.knowledgebusiness.com/ 
knowledgebusiness/templates/TextAndLinksList.aspx?siteId=1&menuItemId=133 
22 Source: Khazin M. Forecast for Russia 2011. – http://worldcrisis.ru/crisis/841085 
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2) support of the specific kinds of knowledge-making activity including university and corporate scientific 
experience; 

3) improvement of cooperation in the form of innovation clusters which join academic, educational and 
business efforts. 

All in all, state acts a crucial part in the stimulation of a demand for knowledge, and one cannot but admit 
governmental innovation activity drive. The state invests in fundamental science, supports venture industries, and 
reforms the educational sector. It stimulates universities’ research activity and cooperation with enterprises, and 
helps to develop business incubators to involve students and academics into applicable knowledge creation. 

At the same time, these efforts hardly can be considered as fundamental, but rather as secondary. In 
particular, such a conclusion is related to the lack of accurate system of objective evaluation of knowledge-
oriented strategies, including corporate management. As a figure of speech, it looks like a building getting started 
from the second floor. 

Development of competitive economy in Russia as a strategic process differs from established investment-
based order [5]. Tactically, in respect of business sector the focus should be shifted from the exports of raw 
materials to the orientation on the domestic markets, corporate transparence, and creation of company’s 
innovation identity system based on the effective international metrics. 
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Abstract. This article deals with factors that have influenced the course of the recent global economic 
crisis – starting first as a financial crisis and leading to a global downturn in economic activity. These 
economic problems were caused by moral hazard and other significant economic anomalies that must be 
overcome by various economic reforms: healthy public finances and continuous improvement in 
entrepreneurship and education. Improving entrepreneurship must be supported by new educational 
strategies and the new mission of education must promote creativity in multiple aspects of economic and 
social life. 
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1. Causes of economic crises 

 
Recently the entire global economy was very strongly impacted by a financial and economic crisis. The first period 
was manifested as a crisis in the global financial markets, which subsequently developed into an economic crisis 
marked by falling global economic output. The financial crisis was influenced by the bankruptcy of several 
influential investment banks and financial services companies, such as Lehman Brothers in the USA, which then 
brought a standstill in the activity of other banks in America and Europe. Governments in various countries acted 
to improve the capitalization of several banks thought to be ‘too big to fail’. By seeking to restore financial flows 
and to prevent a massive collapse of the real economy, the governments began to act in a very risky way – they 
began to transfer enormous amounts of public money to the banks. 
 
The actual beginning of the global financial crises was the burst of the mortgage bubble in the USA which led to a 
standstill in real estate prices and a consequent dramatic fall. The real economy was filled by vast amount of 
cheap money which was used to support increased consumption by people, for instance via housing and mortgage 
credits. The crisis was accompanied intermediately by an increase in economic uncertainty and greater intensity in 
global competition and by promotion of a substantial flow of financial assistance into the global economy. This 
trend had a direct impact on economic consumption and the continued existence of highly-leveraged companies.  
 
The emerging economic situation was accompanied by a higher number of individuals and companies in debt and 
that had further consequences on the economy – state governments had to spend more public finances to reduce 
the financial debt load. 
 
Many catastrophic situations occurred, especially in the USA, which revealed poor redistribution of financial 
resources. One of the ways out of this situation was that the private sector had to ask the government for help. A 
way to overcome this unexpected situation was to decrease national deficits and public debt and to decrease 
public expenditures. Various reforms in the sphere of the public sector could help keep this global economic 
situation stable or not make it worse. On the other hand it was, and still is, necessary to support the economic 
competitiveness of enterprises.     
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Various impacts of the financial and economic crisis still exist and can be overcome by support of three pillars: 
a) healthy public finances with balanced public budgets and a relatively-low public debt; 

b) sound and continually-improving entrepreneurship, developed particularly through low taxes, a beneficial legal 
environment, a flexible labour market, a reduction of corruption, and effective public administration;  
c) education, research and informatization; a quality education system and an interconnection between research 
and real economic life (1). 

 

2. Overcoming the crisis 
 
To overcome this economic crisis, economic growth must be bolstered, accompanied by improvement in social 
well-being.  The world’s annual economic growth has generally been around 3.5 percent – but 2009 was an 
exception as global economic output decreased by about 1 percent. If poorer countries are to catch up with richer 
countries, they must have annual economic growth of about 5 percent. 
 
One way to promote economic growth is stimulation of industrial production, especially kinds of industrial 
production that have a strong impact on employment such as, for instance, support of the electronic and 
automobile industries. A risk of this type of economic stimulation is that the stronger economic position of these 
sectors could promote overproduction and consequently prolongation of economic crises in the future. (Recent 
automobile overproduction, for instance, shows that every fourth and fifth new car produced is difficult to sell).   
 
Economic growth does not represent the only dimension that can bolster recovery of the global economy and 
failure to acknowledge and cultivate these other dimensions could cause an extension of the global economic 
crisis.      
 
The most important phenomenon supporting economic growth is economic competitiveness, enforced by a legal 
strategy that is linked to protection of institutions and entrepreneurship, particularly because expanding rigorous 
global competition without a corresponding legal strategy can threaten entrepreneurship.      
 
Moral hazard, which caused the bankruptcy of several investment banks and other financial institutions and 
consequently led to the deep economic crisis, must be replaced in the future by more ethical socio-economic 
behavior. 
 
One of the significant possibilities for encouraging such socio-economic behaviour is orientation of various 
economic incentives towards socially-responsible companies, based on a different type of regulation. More 
broadly, it can be said that corporate culture in these kinds of companies must be combined with fair business 
principles that support the backbone of these organizations. A greater emphasis on transparency and information 
access is now expected in various kinds of economic activity – the complexity of regulation is growing along with 
the penalties for wrongdoing. Managers can go to prison for fraud, for eco-crimes and potentially for any major 
health, safety or environmental failure. The incorporation of these types of values into firms and organizations is 
linked with the ability to integrate these values into strategic planning, decision-making processes, business 
practices, management systems and other forms of planning. 
 A combination of legal, regulatory and moral pressure is leading to a changed perception of the goals of business 
and growing acceptance of the idea that responsible business entails social and environmental performance and 
reporting. Many corporations have found opportunities within this changing landscape to develop reputations as 
leaders in best practices in production and environmental reporting.23  
Another very important consequence of the current economic status quo is that people need to rely more on 
themselves because corporate loyalty no longer can be expected. Redundancies, relocations, and erosion of 

                                                 
23 This best practice is based on following principles: the behavior of a company, how a company accommodates its policies and the impact 

of the company‘s operations and products with what is most important – the company‘s overall contribution to society.   
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workers’ rights and job security have taken their toll. The social landscape is changing as well. The influence of 
non-governmental organisations has started to become more important – people want to develop their own 
judgements and are more and more influenced by NGOs. 
 
“If 20th century USA tolerated the opinion that capitalism was an institution with the main goal to increase 
economic profit and wealth and not as an institution with the main goal to take social care of its citizens – the 21st 
century, in contrast to this, builds its concept on the idea that each institution needs to respect interests based on 
the social and biological needs of people because without these presuppositions we cannot speak about 
prosperity and successful survival” (2, p. 67). We can agree also with Henry Ford, who said that entrepreneurship 
must be boosted by profit… and without it, it dies out (becomes extinct). If each entrepreneur’s interest is only 
profit, entrepreneurship also subsequently dies out .Capitalism, then, is humanity’s bastion of benevolence. Under 
capitalism, there is only a harmony of rational self-interests because a person is only able to benefit himself by 
showing that he can benefit others (3).  
 
The question is whether the development of the global economy is moving around this trajectory. We can 
distinguish two tendencies – the strong economic pressure of multinational companies and market influences 
forming a strong global economy based on a consumer society and the issue of creativity and individualism that 
supports innovations in society; on the one hand it is a reaction to the massing and globalization of production and 
on the other hand it is a reaction to the new condition of society that, due its internal dynamism, is tending to 
support a creative attitude and participation in innovations.  
 
Francis Fukuyama, a professor of political economy in the USA, noted also that these dramatic changes in the 
socio-economic climate are influenced by changes in the field of social values that are different from the values 
prevailing in the second half of the 20th century, during the industrial era, in which the most extravagant 
manifestations of individualism and moral hazard occurred, accompanied by worsening social conditions in most 
developing countries in the world.  
 
It should be noted that individualism supported by liberal doctrine has many dimensions and can lead to very 
strong consumerism or to very strong creativity – it depends very much on other social values.        
 

3. Innovation and competitiveness 
 
One of the driving forces that positively influence the economy is innovation. “Innovations have a different 
position in society than, for instance, consumerism because the prosperity of society in the future will depend on 
mobilization of people taking part in innovation and creativity (in science, technology, education, 
entrepreneurship, production, health care, etc.)” (2, p.68) 
 
A stress on creativity brings forth new economic dimensions as is shown, for instance, by recent economic 
development by several countries that has also supported global economic growth. These countries (for instance, 
India, China and Brazil) were until now regarded as developing countries but their economic development, 
accompanied by an increase in innovation, has been very rapid and due to this their international economic 
ranking is also rising rapidly. Economic analysis of these countries confirms that an innovative approach has come 
to the foreground and has substantially modified their socio-economic systems. It can be noted that each country 
should create its own model of an innovative society and develop it and build further new development upon it.  
 
The growth of competitiveness, which is connected with support for innovation, is also very important for 
economic development. In the new era of a global economy many emerging enterprises want to avoid strong 
competition. According to a recent study by the INSEAD institute in Fontainebleau, considered as one of the most 
prestigious institutes, a strategy of ‘blue oceans’ comes to foreground in this regard. The blue oceans represent 
vast spaces which are not coloured by the red blood of competing enterprises and offer operational space for a 
new flagship (4). This symbolic description also reflects the role and position of innovations, which support 
manoeuvring of that new flagship. With the appearance of these innovations, which bring profit to all successful 
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firms, it is possible to see a new discontinuity in the economic system, reflecting the appearance of new, 
unexpected innovations that abruptly impact and influence economic life. 
 
The most recent phenomenon in the competitive struggle is the impact of radical innovations, those which change 
the ways of entrepreneurship and enforce immediate adaptation of enterprises to the new economic conditions 
or their potential bankruptcy. The application of innovations should be completed with new demands oriented on 
enterprises and on their working process. These demands influence entrepreneurship in a broader sense. 
 
Innovations and knowledge began to be a very important phenomenon in the advancement of many enterprises in 
the 20th century’s sixties and seventies. This phenomenon is connected with another very important economic 
phenomenon – the most prosperous enterprises started to improve their performance with decreasing capital. 
This phenomenon reflected a new economic trend – shifting away from the importance of capital and increasing 
the importance of knowledge (4, p.58).   
 

It is clear that the contemporary development of the European economic area must involve these innovative 
approaches. Manuel Barroso, as one of the top representatives of the European Union, clearly understands this 
situation when in an official proclamation he stressed the role of a sustainable, socially-oriented market economy.  
The prosperity of society is achieved based on application of innovative approaches and better use of local and 
regional economic resources.  

 

4. The entrepreneurial environment 
 
A strong focus on the environmental context of organizations is important in the development of a modern 
economy.  One attempt to measure this organizational framework is the MEADOW guidelines (5). The MEADOW 
guidelines are one of the attempts to measure implementation of the Lisbon strategy in real life and they focus on 
the environment for innovation from both qualitative and quantitative aspects. 
 
According these guidelines, competition constitutes the primary mechanism that selects certain firms and 
deselects other firms and the competitive context shapes the firms’ organizational forms and their changes in 
these forms. This competitive pressure on organizations is reinforced in a globalizing and developing economic 
setting and it is based on the dynamic capabilities of the firms. It means that organizations must develop dynamic 
capabilities to create, extend and modify the ways in which they operate if they want to survive and prosper in 
a competitive context. There is a strong link between organizations and their socio-economic environment. 
 
It is evident that a more open organizational system is important, meaning that organizations should be more and 
more independent and should concentrate on two types of approaches: entire production based on production or 
on services and on self-reproduction – regeneration of production processes, abilities and knowledge combined 
with this activity. This coincides with Peter Drucker’s characteristics of innovation, “that it is a change that creates 
a new dimension of performance.” (6). A new dimension is not simply an incremental change but rather reflects 
an expanded size, scope, or direction. 
 
Organizations based on knowledge should concentrate on general development of human capital: the readiness of 
an employee to effectively perform (from the point of view of effectiveness and competencies). From this 
approach, self-production begins to become more and more important and management in this kind of self-
production firm must consciously, systematically and consequentially maintain a specific organizational culture. 
This model of enterprise management is based primarily on the knowledge and abilities of employees and 
consequently is dependent on the continued integrity of the strategic, entrepreneurial knowledge of the firm. 
 
Assessing this modified situation in firms becomes an important question of tasks, employees’ autonomy, 
continuous innovation of approaches and sensitivity for continuous change, stress on quality and on assets more 
than on profits. 
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The responsibility of employees for good work begins to become an important and key characteristic of the firm.  
It is necessary to take into account a new aspect: that employees working with information should be regarded as 
an asset active from the point of view of capital.  
 
All these organizational changes contribute to shifts in the understanding of innovations and their impact on firms 
and enterprises and their impact on the entire European and global economy. 
 
 
5. Organizational innovations (external environment)  
 
New institutions and agencies can also be seen appearing in the economic sphere with a primary role of 
establishing a different orientation to research and innovation. These institutions create partnerships among 
universities, individuals and firms – a so-called triple helix as the modern symbol for a new division of labour and 
uses of knowledge. This process of new uses of information supports evolving relationships among accepted and 
codified knowledge and flexible cooperation among people in organizations as well as flexible management. 
 
Various forms of knowledge exist and it is important to store and be able to select this knowledge. One of the 
ways to do so is the founding of institutions and firms that are incubators of this knowledge. This networking 
among universities and enterprises and private research institutions particularly supports cooperative efforts as 
well as the development of small and medium-sized enterprises. 
 
This kind of networking enriches the economy via virtual effects – it means there is a possibility to collaborate 
based on networking activity or production among individual firms themselves and this possibility is possible even 
when these firms are relatively distant from each other. Networking can exist as different types – star networking, 
horizontal or linear networking (7, p.98). Networking of firms advances a new understanding of innovations in 
comparison to the past when innovations were understood as a result of a linear process. 
 
This partnership based on networking is also very important for cooperation among firms as it enables 
accumulation of knowledge and better competitiveness of firms and opens the possibility to develop multiplicative 
effects. These multiplicative effects mean that the economic activity of one firm is not in the foreground, but 
rather the joint activity of several firms, mediated by their geographical vicinity. 
 
These new phenomena create new possibilities for better competitiveness of enterprises. In this sense, the issue 
of clusters begins to be more and more important, enabling competitiveness among firms and also specialized 
cooperation based on partnerships.  
 
Partnership is fundamental for keeping continuity in economic development for several reasons. Partnerships start 
to be effective at various economic levels, especially among firms or among different divisions in an enterprise (for 
instance between management and individual workers, or in outsourcing, or among individual firms, and 
particularly during the process of negotiations within a firm). 
  
Partnership places social capital in the foreground, which supports norms of reciprocity and trust. This trust is very 
important, particularly for emerging economic systems, where cooperation must prevail among firms together 
with sustainable economic development. It helps to strengthen the functioning of the market as well as 
participation of various agents and stakeholders, which is also an indispensable condition for the effectiveness of a 
pro-innovative environment in Europe’s economic area. 
  
In the newer entrant countries of the European Union an absence or shortage of trust can be noted, which limits 
as well the formation of an effectively-functioning market. It is evident that economically-prosperous countries are 
those in which there is equilibrium in the entrepreneurial environment regarding the need for partnership and 
cooperation.  
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6. Employment and skills  
 
Another important issue connected with the economic and financial crisis and which also appeared with 
development of entrepreneurship, which must be overcome, is increasing levels of unemployment – as it is one of 
the dangers accompanying economic crises and might be seen as a possible manifestation of a new economic 
paradigm. The crisis of employment is connected with crises in social policy and social security. This kind of crisis is 
worse than a financial crisis because it threatens many people’s jobs in various sectors and undermines the 
foundations of society. 
 
The crisis in unemployment could be accompanied by much social unrest and riots, not only regionally and locally, 
but globally. The European economic recovery plan, designed by the European Commission in 2008, supports full 
employment and reintegration of unemployed people into the labour market. One of the possible ways to do this 
is for unemployed persons to obtain adequate knowledge and professional skills. Educational and training policies 
concentrating on increasing employment must be focused on support of professional skills.  
 

7. New jobs 
 
The massive application of new technologies to labour and production processes will have an impact on the 
growth of new jobs in the future, which will inevitably have demands for higher qualifications and education. The 
European Centre for the Development of Vocational Training (CEDEFOP) estimated that from 2006 to 2020 100 
million jobs will be created in Europe, with 19.6 million being new jobs and 80.4 million being vacant jobs opened 
as people retired. 
 
CEDEFOP estimated that nearly two-thirds of these jobs will be created in the service sector with the largest 
increase occurring around 2015 when new jobs are expected to be created in the healthcare sector, in business 
services (for instance in information technologies, insurance and various consultancy services), in social work, in 
hotels and in other services (8, p.6).  
 
Most jobs in non-manual skilled occupations will require highly-qualified workers; workers with medium 
educational attainment will increasingly fill skilled occupations. Since overall education rates increase at a faster 
rate than labour market changes, only half of elementary jobs will be held by workers with low educational 
attainment. Professional skills will be necessary, especially in these newly-created jobs that will require non-
routine tasks, typical for high-skilled occupations. There will be increased demand for skills based on problem-
solving tasks and analytical abilities. This challenge is linked with an effort to create a European council for sectors 
dealing with employment and skills on a European-wide level. 
 
On the other hand, there is a heated discussion about how to work out an analysis of the required skills and 
demands of the labour market from the viewpoint of the 16 most important sectors that will cover 75 percent of 
all private jobs offered in the European Union (8). These changes particularly need to be transformed into 
proposals for new policies – coordinated policies for development of more jobs and strategies for new jobs – that 
will support not only transfers of information but also the mobility of the labour force.  
 
In accord with these trends there is international cooperation based on programs concentrated on evaluation of 
changes reflecting the global impact on entrepreneurship. This program will be connected with realization of other 
types of policies concentrating on new skills and creation of new jobs. All these initiatives must result in a new 
effort towards flexicurity24 (similar to new efforts in the area of entrepreneurship which were mentioned earlier).   

                                                 
24 Flexicurity is defined as a policy strategy that attempts , in a synchronous and deliberate way, to improve the flexibility of labor markets , 
work organization and labor relations on one hand and to enhance employment security and social security on the other hand. This 
combination is very important and is based on labor legislation, lifelong learning and an appropriate social system. Flexicurity attempts to 
promote a flexible labor market and a high level of employment and income security. The flexicurity concept takes us from a job security 
mentality to an employment or employability security mentality. It is a policy approach geared less towards the protection of jobs but more 
towards the protection of people. The European Council has challenged EU states to pay special attention to flexicurity  (a balance between 
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8. The issue of lifelong learning 
 
Another important aspect of this new strategy is lifelong learning, which supports education, skills and training, 
and also the possibility to foster higher levels of education. Lifelong learning has become a policy priority in 
educational reforms and in training systems in EU member states. It aims to increase investment in human capital, 
to facilitate innovation and to promote a more entrepreneurial culture. These activities are implemented under 
the New Skills for New Jobs Strategy that will help to ensure a better match between skills and labour market 
needs, a better assessment and anticipation of skills needed by both individuals and companies, and to promote 
a general up-skilling of the European workforce. 
  
Lifelong learning is important for adults – increasing the number of adult participants from 12.5 percent to 15 
percent by 2020 – because two-thirds of the EU’s population has only a high school education and one-third of the 
population has only an elementary education and from this viewpoint it is necessary to increase educational levels 
of adults already in the labor force. The European Commission wrote “that by 2020, 16 million more jobs will 
require high school education and four million more jobs will need medium qualifications, while 12 million fewer 
jobs will require low qualifications, and that by 2015 a large majority of jobs across sectors will require ICT skills 
and lifelong learning” [9, p.13). 
 
Since 2007 the Community Integrated Programme on Lifelong Learning has been supporting innovative projects 
with a European dimension aimed at fostering entrepreneurial attitudes and skills and promoting links between 
educational institutions and enterprises. The European Social Fund continues to support initiatives in this area at 
the European, national and local levels.  
 
Lifelong learning is also promoted by other different types of education such as: 

• Partnership agreements between schools and businesses 
• Courses in working life knowledge and entrepreneurship (training for teachers) 
• Intensive courses for potential entrepreneurs  

Lifelong learning, influenced by different changes in education, has a direct impact on new forms of organization 
of work. One of these consequences is the conceptualization of flexicurity in the labour market.  
 
The need for lifelong learning requires a change in the orientation of curricula and a much better harmonization of 
curricula between various training and learning phases. The tremendous impact of technological change is 
beginning to accompany employees over their entire working lives and must evoke incentives for their interest in 
lifelong learning.  
  
 
9. A new understanding of education - conclusions 
 
This concept of lifelong learning is connected with a new understanding of education and its mission. The new, 
modern type of higher education is linked with diversity – this concerns not only academic education and its 
necessity but also how mass education can fulfil the demands of the labour market – and different views and 
policies are being discussed, for instance in the USA and Japan. 
 
This mass education has a much stronger impact on the diversification of higher education – more and more 
importantly this is not only in academic education but also in diversification of educational institutions – 
something that has been influenced by a process which began in the USA around the 1960s that is recognizable 
also in various EU countries today.  

                                                                                                                                                                            
flexibility and security). It is important to strengthen relations aimed at competitiveness, employment and social security in the future and 
member states are pressed to reform their labor markets and to take into account the concept of flexicurity.  
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Mass education also brings to the foreground the issue of delineating the critical space in which new and 
potentially controversial views can be elaborated. There are issues concerning the elite and the masses and how 
this critical space of knowledge should be shared by the elite and the masses of educated people and within which 
limits? [10, p.30]  

 
Education is motivated also by a loose relationship among different stakeholders –the state does not have direct 
control over educational institutions in many European countries but does steer education through various types 
of contracts, alliance building and partnerships, rather than through hierarchical orders. There is no direct 
influence on schools but through different types of policies – and through these different types of policies we can 
see more diverse influences initiated by more equal actors. This relationship is underpinned by different types of 
networking (among various types of institutions) and governance of educational institutions.  
 
“In contrast to direct government governance, this refers to both state and non-state stakeholders making and 
influencing decisions that significantly affect the population of a particular organization or in different world 
communities. The idea of governance blurs the boundaries of the traditional dichotomy – of the state-civil society 
– into a more recent trichotomy, of the state-economy-civil society”. [11, p.39] 
 
These changes in education bring to the foreground burning issues of future human and social development 
connected with such important questions as more education and information for people, but connected with 
more creativity and an ethical dimension in their economic activity and decision-making processes. Creativity must 
support successful entrepreneurship but without an ethical dimension it does not promote sustainable economic 
growth and economic development and brings new economic hazards and crises.    
 
This paper is included as part of grant VEGA 2/0206/9 Súčasné trendy vo svetovej ekonomike a znalostná 
ekonomika. 
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A strategic modeling of the Tunisian married-women labor supply process 

 

Dhouha HAJ ALI25 

 

Abstract:  In this paper, we consider the problem of married-women labor supply process estimation 

under the hypothesis of strategic interaction with their partners. Based on the theory of household 

models, discrete choices models and game theory, we present the labor supply decision-making process 

of married women in the form of an extensive tree of game. Therefore, we try to estimate the process 

using a recent approach of discrete choices (strategic approach) and specifying via equations structural 

its advantage in the study of strategic data. Applying the strategic model on individual Tunisian data, 

observed in 2001, enables us to note that as contrary to woman expectations, financial side is not a 

determining factor of husband reaction once his wife gave up her work. This result observed only by 

taking into account the effect of strategic interaction. 

Keywords: labor supply of married women, utility maximization, decision tree, strategic model. 

 

1. Introduction 
 
    The New Household Economy attempts to explain the behavior of agents within the household such as fertility, 
marriage, divorce, number and quality of child, labor supply to each member of household and the division of 
labor between employment market and non-employment market26, based on the notion of individual rationality 
resulted in a program of utility maximization under constraint. The utility depends on the characteristics of 
individual “i” and characteristics of his spouse. In fact, the decision of participating women into labor market to 
continue to work or not was been the subject of several research papers. Indeed, economists such as Becker 
(1973) and Fortin and Lacroix (1997) study, using a unitary household model, the labor supply of each member in 
the couple with a program of maximizing a household utility by aggregating all preferences in a welfare function. 
Others economists such as Chiappori et al (2002) and Sofer (1999) are based  on non-unitary (collective or 
strategic) modeling to analyze the market labor supply and household work supply for each member of a couple 
where each one maximizes its own utility subject to budget and time. Although most household and labor 
economists assume that the decision to participate or not in the labor market is a strategic decision, but empirical 
studies of labor supply of household members27 were been limited to classical discrete choice models (probit28 or 

                                                 
25 Faculty of Economics and Management sciences of Mahdia, University of Monastir, Tunisia, Unité de Recherche « Economie Appliquée 
et Simulation», Office E10, Faculty of Economics and Management sciences of Mahdia, 5111 Mahdia, Tunisia 

Tel. 216 73 68 31 91, email : hajali-dhouha@live.fr 
26 Labor market is the labor in market employment (job) and labor in non employment market is the domestic work (washing dishes, cleaning, 
meals, the Parenting Time, child education… etc.), for details see Becker 1973. 
27 we neglect the work children and we observe only the work of the parents  
28 The error is assumed to be normally distribution with mean zero and variance one (for Probit model) or if the error term is distributed 
double exponential regression (for Logit model).  
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selection model) to estimate such a decision by neglecting the presence of strategic interaction between the two 
partners. 
 
   Thus, we try in this paper to shape a simple decision (or conflict) process of married-women labor supply, taking 
into account the strategic interaction between its decision and the reaction of her husband29. To meet our 
objectives, we organized our paper as follows: First, we present the labor supply decision process of married-
woman (she continues to work after marriage or not) as a tree of the game by defining the players, actions or 
decisions and possible outcomes of the game. In the second section, we specify structural equations of our 
strategic model while identifying, on the one hand limits of traditional models to estimate strategic decision 
process (where the data are generated by a strategic process) and on the other hand, advantages of the strategic 
approach that highlights the presence effect of the interaction between actors. Finally, we interpret estimation 
results of strategic model of our decision process using 1396 Tunisian couples from the survey PAPFEM 2002. 
 

2. A simple decision process  
 
  Consider a simple conflict (or decision) scenario within the household about women labor supply. Figure.1 
displays this simple scenario which can be called as a game composed by two actors (W: woman, M: Man), a set of 
possible actions {a,-a, ref , accp} defined for each information set. Partner’s action leading to three possible 
outcomes{IS, CS , SS} of the game and denoted in the terminal nodes of the decision tree and decision makers 
(spouses) are assumed to have preferences over outcomes which are represented to their payoffs (utilities, 
profits, costs...etc.). Once the marriage is realized at time t, women (participating in the labor market before 
marriage) must decide between abandon his job "a" or continue to work "-a". If she continues to work (she 
chooses “-a”), then the game ends with initial situation (IS) as the outcome and we note the absence of conflict 
between partners because There is no change of situation compared to the wedding day (the man choose a 
participating partner in the employment market and she continues to work after marriage). However, if the 
woman leaves her job after marriage (she chooses “a”), so the husband knowing and observing the woman’s 
decision can refuse "ref" or accept "accp" the decision of his wife, and leads to either a conflict situation (CS) or 

satisfaction situation (SS). For each outcome, the observable component of the player’s utility is denoted by ikU , 

where i indexes the player (in our case partner) and k indexes the outcomes. We assume that the partners are 
rational and maximize always their possible payoffs (utilities) of the game. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
29 Our model can be used to explain any strategic choice or decision (to marry or not, to migrate or not, to invest or not ... etc.) 

 
 
 

W 

M 

Decisions: 

a: the woman leaves his job 
-a: the woman continues to work 
accp: the husband accepts wife’s 
decision 
ref: the husband refuses wife’s decision 
 
Outcomes: 

IS: initial situation 
CS: Conflict situation 
SS: satisfaction situation 
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Figure 1. Married-women labor supply process 
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To estimate our process decision, we must reform this theory representation to a statistically representation 
determining the estimate function. To this end, we use the strategic discrete model that take in account the effect 
of strategic interaction between actors in decisions and therefore on the outcome of the "game". We see from 
this game tree, the presence of interaction between the wife and husband's reactions. 
 

In fact, the woman does not want a conflict situation with her husband that can bring to a marriage dispute in 
which partners continue to live together but in disagreement situation that make them choosing the separation 
(divorce) if the menace points of man are interesting (such as the possibility of remarriage, positive additional 
utility with another wife). 

 
 

3. Modeling married-women labor supply process  
 

We analyze the conflict scenario by assuming that decisions of partners are not only sequentially, but 
strategically. i,e. we assume that woman chooses between quit or not his job taking into consideration that 
husband will refuse or accept his decision. Given that woman chooses to quit; the man decides between accept or 
refuse based on a utility maximization program. Before applying the strategic model (which is a combination of 
traditional discrete choice models and game theory) of our decision process, first we present limits of traditional 
models (probit and selection models) to model it, given that the data are generated by a strategic process. 

 
3.1. Limits of traditional models 

 
Most analysts have assumed that labor supply decision is strategic, but they have been limited in most cases 

in their empirical methods (such as in figure 1). the Probit or Logit models by neglecting the effect of the presence 
of strategic interaction between the two partners30. Those models are to consider that the probability of 
realization a particular action (the decision) or outcome (situation) is the dependent variable from a certain 
decision rule defined by a latent variable based on a set of exogenous variables. Given the Probit modeling, the 

latent variable, *y , is a linear function of a set regressors associated to woman and of a set of regressors 

associated to husband. 

 

εβα ++= ZXy*  

βα et  are coefficient vectors on ZX  and , respectively, and ε is a random disturbance vectors, assumed to be 

normally distributed with mean zero and variance one. We do not observe the latent variable, *y , but we observe 

only the decision of each member. That is the model of each member 






=
otherwise ,     0

0      if      1 *
fy

y  

 
We assume that only two outcomes are possible in this process because data are coded with "1"if the response is 
favorable (the woman leaves her job and about the men, he accepts decision of his wife to quit her job) or "0" for 
any other answers. Therefore,"1" represents the realization of an action or outcome to be studied and "0" 
represents any other result. Thus, it’s assumed that only two possible outcomes of this process are the conflict 

                                                 
30 For limits of traditional models, see Haj Ali and Zaiem (2008) and Clarke and Signorino (2004)  
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situation “CS” and the absence of the conflict “ SC ”, where SC  is the aggregation of both initial situation (IS) and 
satisfaction situation (SS). 
 
But really, it is difficult to study the two results of probit model for the following reasons: first, we must assume 
the existence of a no observable aggregation rule of the two results (IS and SS) and next, applying the Probit 
model supposing that each player (partner) has complete information on the decision model of his spouse, 
especially on his reaction, his decision and his preferences, or really this is not always true. Such limits have led 
econometrists to find models that satisfy the requirements of the studies of strategic data, hence the use of 
selection model31. The selection model retrains the original sequential choice structure depicted in figure 1. In this 
model, the woman chooses between actions “a” and “-a” without comparing IS utility and those associated SS and 
CS results. That is, the woman's decision depends only on its characteristics and she does not anticipate the 
reaction of her husband (that depends of husband’s observable and unobserved characteristics), contrary to the 
man decision after having known and observed his wife's decision. We find then that the woman's decision is 
strategic (because it affects the decision of her husband), but the husband's decision is not strategic (since the 
equations structure of women selection traditional models does not condition its decision by the reaction of her 
husband). We can then say that the selection model is partially Strategic32. 
 
Such selection model limit, in the identification of strategic interaction, provided the discrete choice strategic 
model that overcomes inadequacies of traditional models (in Probit: simultaneous actions and the selection model 
is partially strategic) in the study of strategic data such as decision of married-women labor supply. 
 

 
3.2. Strategic model of married-women labor supply process 

 
In first step of selection model, the decision of woman “-a” or “a” (continues to work or not) does not take 

into account the reaction of her husband. On the contrary, strategic model assumes that the woman’s choice 
between “-a” and “a” depends of his expected husband’s reaction. i.e. wife conditions its decision on what it 
expected husband to do. Because woman does not perfectly observe man’s utilities, she can only estimate the 
probability that man will accept or refuse. Therefore, woman’s utility for quit her job is an expected utility, based 
on the lottery representing whether man will accept or refuse a wife’s decision. Given that, woman choose to quit 
her job, man then decides between accept or refuse the decision of his wife. We recall that the decisions of 
partners are identified by a simple utility maximization program33. Formally, the decision rule relates directly the 
dependent variable (an action or a result) to the explanatory variables that form the utility function (in this paper, 
the latent variable is a utility function). We normalize the IS payoff women to zero. The SS and CS payoff for 

woman are respectively 4433 et  αα XX . 

Selection model overcomes the disadvantage of simultaneous actions in the probit modeling but combines 

the factors that influence (encouraging and discouraging) wife’s decision into αX 34 leading to outcomes SS and 

CS. In the strategic modeling, we disaggregate (separate) these factors into (1) those that affect wife’s payoff for 

the SS outcome ( 33αX ) and (2) those that affect wife’s payoff for the CS outcome ( 44αX ). As before, we 

                                                 
31 Selection models are all models which take the form of our decision tree [see Gourieroux [4] and Greene [5]. The models are called 
selection models by econometrist because the first decision selects the sample from the second group (the second player of the tree) that 
participates in the game. Among these models, we cites: Multinomial Probit, sequential Logit, multinomial Logit. 
32 See Signorino 1999 
33 Partners are assumed to have preferences over outcomes, which are represented by their utilities for those outcomes. Each member chooses 
the action which she has the highest utility. 
34 X : Matrix of characteristics of woman. 
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normalize husband’s payoff for the SS at zero, and we let its payoff SC be βZ 35. We assume that a disturbance is 

associated with expected utilities at each information set, and that the disturbances are independently distributed 
standard normal. We assume that the best outcome for both partners is SS, where each partner has the highest 
utility value. Thus, our strategic model can be defined by the following tree: 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Now, the latent variable that defines woman model is expressed as a function of probabilities of 
each possible reaction of the husband (expected possible utilities). In the strategic model, expected 

utility is the argument of *
Wy , instead of utility in traditional models. Then, the woman model is defined 

by its latent variable represented as follows:  
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we seek to model the abandonment of work or not by a married woman, then the decision is positive (denoted 

1=wy  ) if the woman chooses "a" due to the positive utility affected after abandoning his work. Otherwise the 

woman's decision is negative (she continues to work) and it is denoted 0=wy . About the husband, and after 

                                                 
35 Z : Matrix of characteristics of man. 

36 1ε is a random disturbance, assumed to be normally distributed with mean zero and variance one.  
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Figure 2. Strategic model of married-women labor supply process 
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knowing the choice of his wife, the expected and desired husband’s reaction is acceptance the decision of his wife. 

So husband's decision is positive (denoted 1=my ) if he accepts that his wife quit his job and this is explained by 

the positive utility ( 0* ≥my ) touched by the husband after non-participation of his wife in the labor market. Then 

the man reacts as his model written as follows: iiim Zy ,2
*

, εβ += 37 

and       
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4. Estimation and Results 
 
4.1. Data 

 
This study uses data from the Survey PAP-FAM, realized in 2001 by the National Family and Population office 

(ONFP) of Tunisia. The survey covers 6691 households representing 4346 couples (women aged 15 to 54 years). It 
consists of several questionnaires including the household questionnaire that describes the household concerned, 
providing information on its composition, socioeconomic characteristics of its members, job, spouse's age, 
educational level of each one of them, marital status, residence and information on parents and children. Of other 
questionnaires that describe the health, the type of housing and other phenomena. Furthermore, the scenario 
that should be studied in this paper is as follows: here, there are women who want to quit job after marriage for a 
specific reason. We assume that this decision is the result from the fact that they want to care for their children's. 
Such a decision of married women may be accepted or refused by their spouses. We have a sample of 1396 pairs 
of observations (man-woman) that all women have participated before marriage in the labor market and this 
explanatory variables are: age of woman denoted w103c (from 16 to 54 years), number of children denoted 
ww109 (between 0 and 12 children), number of woman education years denoted ww105 (between 0 and 20 
years), profession of woman denoted www206 (decomposed into 6 modalities: 1-worker, 2 –specialized worker, 
3- trader, 4- middle qualified skills, 5- high qualified skills, 6- liberal professional), participation of woman in 
expenditures Household denoted www210 (decomposed in 5 modalities: 1 – almost nothing, 2 – less than half, 3 – 
almost half, 4 – more than half, 5 - all expenses), woman fathers job denoted ww310 (same modalities of the 
variable www206), woman mother’s job denoted ww311 (same modalities of the variable www206), husband’s 
age noted ww609 (varied between 22 and 98 years), number of years of schooling of husband denoted ww602 
(range in 0 to 20years), profession of man denoted www607 (same modalities of the variable www206), husband's 
participation in household product denoted “parhom” (in our case the product of the household is the quality of 
children, the variable “parhom” is determined by the degree of participation of husband in each of these tasks: 
education of children (in term of time), punishment of children and child health. Therefore, the variable parhom 
obtained is decomposed into three modalities: 1 –almost nothing, 2 – sometimes 3 - always). For couples without 
children, we assume that parhom = 3) and the milieu variable denoted by wmili1 = 1 if the area is urban and 
"0"otherwise. 
Before estimate the strategic model of our decision process, we use the simple probit model to our data. The 
principal result derived from the probit estimates is that the woman expects that the financial side is the main 
factor that explains the refusal of the husband's decision to quit job. From these estimates, we retain the 
pertinent variables in explaining the labor supply of married women to use in the strategic estimate. 
 

                                                 
37 2ε is a random disturbance, assumed to be normally distributed with mean zero and variance one. 
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4.2. Strategic estimate results 
 

The estimation of married-women labor supply process via a strategic approach is possible after making 
modifications in the structural equation of traditional models to introduce the expected utility instead of the 
simple utility. We used Eviews 5.1, after making the necessary changes38. The results obtained are given in this 
table 

 
 

Table 1: Parameter Estimates of married-women labor supply process 
 

Variables Woman model Man model 

w103c -0.168*** 0.008 

ww109  1.115* 0.031 

www 105 -0.183** 0.026* 

www 206 -1.135*** -0.078** 

www607 0.720*** 0.343*** 

Parhom1 0.225 1.762*** 

 
 
From this table, we find that: 
 
(i) Coefficients of the number of children (ww109) and the husband's household product participation (Parhom) 
have the same sign. That result has been initially expected is expected result since the woman anticipates the 
existence of positive effects of these two variables implemented in husband’s model. The woman, once she gives 
up her job, she will try to convince the husband by his decision based on the quality of children (she will more take 
care of children). (ii) The negativity of parameters of woman’s education level and of his profession means that 
these variables discouraged the woman gave up her job. (iii) Coefficient of the variable ww109 is shown here (in 
contrast the probit model) as a dominant variable on the decisions of actors in this model. This is due to the 
implementation of wife’s - in his model- anticipation of her husband's reaction. (iv) The quality of children's 
interests as the men and even compensates the negative effect of the woman income on her husband's decision. 
The woman can then predict factors that contribute to the refusal of her husband. Here, the financial side cannot 
be a factor for refusal, contrary to what she provides in the probit model but the quality of children account more 
for both partners. 

 
 

5. Conclusion 
 

In this paper, we tried to model; through a strategic approach, the decision-making process of married-
women labor supply in Tunisia taking into account the effect of strategic interaction between the decisions of both 
player (this modeling is valid for any other strategic discrete-choice process). Based on the terminology of game 
theory, we presented the decision process of women labor supply with an extensive tree. However, after specified 

                                                 
38 We can use directly the STRAT logiciel, See Signorino 2003.  



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 86 

limits of traditional models in analyzing such a decision in the presence of strategic interaction. We have shown 
from the structural equation of strategic model that this model highlights the effect of the presence of strategic 
interaction. The implementation of the strategic model with Tunisian data, allowed us to deduce that - contrary to 
what the woman provide- the financial side is not a decisive factor in the reaction of the husband, after his wife 
gave up her job. 
Husbands are more interested in the quality of their children. Therefore, we can say that the structure of the 
strategic model, contrary to that traditional models, taking into account the effect of the presence of strategic 
interaction between players of the game. 
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A tableau of historical evolution within the EU: on the brink  

of a distillation or on the cliffs of glory 
Ivan Dragos Lucian39 
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Abstract. In what percentage does the identification with EU policy and values changes in Western and 
Eastern countries, members of the EU? Has history and time change the way in which citizens from West 
and citizens from East see European values and identify with its institutions? How about demography? 
Does it have a diachronic evolution? It seems that a gap between the two European sides has formed and 
the way in which the European Union communicates to the new states may lead to a decrease in EU 
enthusiasm. Upon the socio-demographic challenges the European Union seems to display only a 
patchwork of measures, not a common policy and this is made apparent also in the way it communicates 
its policies. Europe’s current struggle with the economic crisis and with socio-demographic challenges 
seems to question the role of Central European states and maintains a tacit yet seemingly widespread 
fear of the new countries that have joined the European Union. 

Keywords: cohesion, European Union, trust, demography, behavior 

JEL Codes: J10, J11, J18 

1. A turn in the context of European dynamics: a new European disorder or order?  

A historical analysis leads us to believe that contemporary European dynamics confronted with the 
economic crisis may be in danger of heading on the road of viewing West and East, in this case Central Europe, as 
intractable. A communication decline, in itself is a looming crisis, because once a belief is followed by strict 
legislative measures and consequently represented in the press and in the official positions it can lead to deeply 
ingrained stereotypes. Judging the newly entered into the EU states obscurely can only bring additional congeries 
of a socio-demographic nature.  

EU policy although has fine-tuned the union, it still has shortcomings, especially because there are some 
socio-demographic challenges that have surpassed their regional existence and moved on to a continental level. It 
can be argumented, as Paul Dobrescu does in his book Geopolitica, that “În întreaga perioadã modernã, Europa a 
fost adevãratul centru al lumii”40 (During the entire modern period, Europe has been the veritable center of the 
world), but as he also continues “Secolul pe care l-am încheiat de curând a fost, din perspectiva istoriei 
europene,o perioadã de decãdere fãrã echivoc”41, (this last century has been from  the European point of 
view a period of  decline).”.   The European Union has both advantages, but also shortcomings. For example, 
decoupling the demographic challenge and seeing it as an exclusive problem of the West shows a level of 
incoherence that is lacking and leading to a damaging gap between West and East. This gap in identity as Oskar 

                                                 
39 Beneficiary of the „Doctoral Scholarships for a Sustainable Society” project, co-financed by the European Union through the European 

Social Fund, Sectoral Operational Programme Human Resources and Development, 2007-2013; E-mail: i_dragos_lucian@yahoo.com  
40 Paul Dobrescu, Geopolitica, Comunicare.ro, Bucharest, 2008, p. 134 
41 Paul Dobrescu, Geopolitica, Comunicare.ro, Bucharest, 2008, p. 134 
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Halecki42 saw it is no longer valid and can deepen even further. No longer, one single European actor can deal with 
a now continental challenge, such as demographics without being committed and willing to share responsibility 
and unity. One contemporary problem of the European Union is the lack of overlap of the main thorny issues, 
which should be treated at the continental level.  

Central Europe is not willing to have a free riding role and it is prepared to become not only familiar with 
the new continental challenges, starting with socio-demographic issues, but, if it is strategically necessary, to play 
a more substantial and effective role in responding to EU challenges. Judging the Central European states 
obscurely can only bring additional congeries of a socio-demographic nature. Although there still remains an 
economic gap between West and East, currently the new countries to the EU are being outpaced by the economic 
strength of the West, the challenges they face have become continental and the burden of socio-demographic 
challenges such as immigration, employment, population decline and so on have impact upon the entire 
continent. The European Union, for the purpose of this argument, can be summed up not only as a melting pot of 
opportunities but also one of challenges. This outcome is not surprising, but it should prompt a broad European 
response, although it ostensibly puts West and East on the same plane. The central pillar of the European Union 
should be the acknowledgement of a European vision consisting of both opportunities and challenges 
characterized by three heightened concepts: united interest, whole union and joint action. Socio-demographic 
fragilities are no longer isolated and may destabilize European growth and enlargement. These challenges stage 
the scene for a large problem that can even further create a gap between West and East Europe, creating 
demographic challenges frontiers. Success in handling these challenges through but not limited to active 
involvement of the Central European countries and an acknowledgement that these countries are not part of the 
problem as in the past was considered, for example by Hugh Seton-Watson43, but can be part of the solution holds 
out the hope for an invigorated Europe.  

 
2. European position and the politics of representation 
 
Meanwhile, Europe’s on going struggle with the economic crisis and with socio-demographic challenges 

seems to question the role of Eastern European states and maintains a tacit yet seemingly widespread fear of the 
new countries that have joined the European Union. It seems that contemporary European dynamics confronted 
with the economic crisis may be in danger of heading on the road of viewing West and East, in this case Eastern 
Europe, as intractable. This, in itself is a looming crisis, because once a belief is followed by strict legislative 
measures it can lead to deeply ingrained stereotypes. The economic crisis should be the impetus for a greater 
involvement of Central European states in the EU and an acknowledgement that the majority of socio-
demographic problems should not create divergence, but rather bring countries together to instrument a common 
agenda and common broader solution.  

The transnational European movement should be the starting point for a conscious and collective agenda. 
The European Union has both strengths and weakness. The trend in research has encouraged a focus only on the 
politics of EU prior to enlargement moments and on the economic policy afterwards (Schimmelfennig & 
Sedelmeier, 2002: 504-507; 2005c: 6-9). It is the purpose of this paper to demonstrate that socio-demographic 
challenges should be ancillary to a common united policy, made out of both West and Eastern European states. 
Besides the political aspect, the European Union is a force multiplier of both opportunities and challenges for its 
members, thus it should realize that the new states would have to deal with similar problems and that their 
maturity is sufficient so as to handle the truth. The socio-economic model has represented the basis of EU 
enlargement it was devoid of any struggling challenges. The newly joined countries are mature enough to handle 
the presence of continental challenges and a sense of awareness should be established. Enthusiasm around the 

                                                 
42 Oskar Halecki, Borderlands of Western Civilization: A History of East Central Europe, Simon Publications; 2 edition (July 1, 2000) (ISBN 

0-9665734-8-X) 
43 Hugh Seton-Watson , The ’sick heart’ of modern Europe: the problem of the Danubian lands, Univ of Washington Pr, 978-0295953601 
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European Union was high among the countries that joined the European Union in the last couple of years. It is our 
intention to research whether this interest and enthusiasm surrounding the European Union, even when faced 
with a harsh environment has still kept a high value. We believe that despite harsh conditions, especially on the 
economic realm but also the presence of socio-demographic challenges, enthusiasm is still high surrounding the 
concept of the European Union. This research may encourage the European Union to believe in the maturity of 
Central European states and to understand that it is necessary to understand the impact of now continental 
challenges upon Central European states and especially upon youth communities. We hope that the outline for a 
more Central European participation in the European policy-making would become apparent. The European Union 
should consider changing perception upon the challenges it faces and that prerequisite to solving them it is to 
understand their impact not only on the West region, but also on the Eastern European region. The differentiation 
between problems in the West and problems in the Central European area no longer lives up and especially is not 
true that the problems in the West have a source in the East. European capabilities are closely linked with 
legitimacy from its citizens and the Eastern European youth community, with its enthusiasms can play a vital role 
as enablers. There is limited research upon the Eastern European communities and their way of coping with the 
present European challenges that have gone continental. Moreover it is this researcher’s belief that the EU should 
have a real interest in examining the way in which Eastern European youth communities have adapted nor not 
adapted to the new context created by both the economic crisis and by the enlargement process. In the face of 
socio-demographic challenges western and eastern countries should display cohesion and not a split on different 
levels of policy making. The existence of a split is counterproductive and even damaging to the overall EU 
performance. Currently, it is difficult for the European Union to construct a policy including Eastern Europe that 
could bring a breakthrough without proper research on the impact of enlargement and economic crisis upon 
youth communities, the most dynamic and active part of a population. Upon the socio-demographic challenges 
the European Union seems to display only a patchwork of measures, not a common policy. Considering the 
current European state of affairs in the greater context of the economic crisis and globalization it is most 
necessary to research the impact that enlargement, through the presence of socio-demographic challenges, the 
economic crisis has upon the youth communities in Eastern Europe. 

 
3. Representation of part of the European dynamics through quantitative analysis  
 
In order to investigate the current situation, our scientific curiosity led us to believe that such a paper 

should be also accompanied by a quantitative analysis of the contemporary context. Through this quantitative 
analysis, present in this article, we only try to underline the importance of this topic. It is not meant to provide a 
complete and detailed quantitative analysis of the current situation, but to be a starting point towards a better 
understanding of the context represented by the European Union. It was our intention to focus upon the trust 
placed by Romanian citizens in the European Union. We wish to investigate to go behind the scenes and pinpoint 
the factors what influence this trust. The purpose of this research was to determine the major factor behind 
trusting the European Union. Our hypothesis is that the trust and legitimacy placed by Romanian citizens in the 
European Union is not entirely linked with economic reasons. During this period of economic crisis, we believe 
that Romanians are more aware of other benefits tied with the European Union and less inclined to succumb to 
the pressure of the economic crisis. The trust and legitimacy placed in the European Union is one that steams from 
something different. We are used to hear about the trust placed in the European Union, but not enough research 
has been conducted around the roots of this research. By understanding the modality, in which citizens provide 
legitimacy to the European Union we can better understand the values that should be regarded as essential. On 
one hand it is our purpose to start an investigation upon the nexus if any between the economic well-being of a 
Romanian citizen and belief and trust in the European Union. On the other hand we are interested to establish if 
there is a significant difference in the value of trust displayed towards the European Union, taking into 
consideration some socio-economic parameters, for example age, income, level of education and professional 
status.  



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 90 

The concept of trust towards national and international organizations is widely debated in current 
literature. This is due especially because of the many controversial issues regarding the concept of trust in general. 
There it has always been a sort of back and forward discussion between considering trust as either an innate 
feature of the human personality, extrapolated from the interpersonal area in relation to the institutional level44 
or as a fundamental way of behaving, acquired after an analysis of the value for cost of the existing relationship 
with those national or international institutions45. In this paper we will see trust from the second perspective. 
Trust will be considered as the result of a rational thought coupled with a rational analysis constructed by the 
European citizen. 

Before getting to the data itself it is the purpose of this article to draw a conceptual framework. In the 
contemporary literature there are two strong opinions regarding trust in the European Union. On one hand we 
have what Niedermeyer calls internationalized governance. Usually, discussions surrounding trust in different 
international organizations put next to the European Union institutions such as NATO. Niedermeyer Sinnot 
considers that one way of assessing the trust in international organizations is to ask people about different 
institutions and organizations so as to compare. The most widely known are EU and NATO, the most encountered 
options in questionnaires. The other way of approaching trust in the EU considers the nexus between the national 
government and the EU. It considers that everything that comes from the European Union gets a positive or 
negative twist according to the policy of the national government.  

We have used the data base European Values Survey 1981-2008 Longitudinal Data File, ZA4804: pre-
release v.1.0.0, available on the Gesis site (Leibniz Institute for the Social Sciences) 
(http://info1.gesis.org/dbksearch13/sdesc2.asp?no=4804&db=e&doi=10.4232/1.4804). 

The method used is linear regression with a dependant variable constituted by “Confidence in the EU” ( 
e069_18). The options are “A great deal”, “Quite a lot”, “Not very much”, None at all”. The independent variables 
are “age recoded” (x003r2), “Education” (x0253), “annual household income” (x047c), “satisfaction with financial 
situation of household” (c006), “employed” (c029), “interest in politics” (e023). This method is useful for establish 
the causality between dependant and independent variable and for establishing the relationship between the 
level of positive and negative link with the dependent value. Also this type of method is perfect for the 
construction of a hierarchy of the most determining factors out of the variable set selected for research. The data 
has been collected after Romania became an European Union member. The questionnaires were constructed 
through direct contact with the person.  

 
The results lead us to believe in some interesting conclusions, especially when comparing them with most 

of the results researched in some Western countries. According to the replies given to the question “How much 
trust do you have in the European Union?” a percent of 13.8 considered that they have a lot of confidence/trust in 
the European Union. This percent is followed by the answer “pretty much trust” represented by a high percent of 
37.2 with only 16 percent of Romanians considering that they have very little confidence in the European Union. 
Considering that the percent of those that have a lot of trust together with those that have plenty of trust in the 
European Union surpasses the value of 50% it is easy to establish that the Romanian citizen offers is an European 
enthusiast. When we add the percent of those with little trust, but still hoping in the European Union’s promises 
we reach a very high figure of 84 percent of people with trust in the power of the European Union. In the ANOVA 
TABEL SIG has a small value of only 0,05. This demonstrates that the model is correct. Upon a careful analysis upon 
the Coefficients Table we easily notice that all the tolerance coefficients are greater than 0,5. This means that the 
variables are relevant for the study. We did not have to eliminate neither of the variables from the model. We 
have not established the existence of colinearity. Our desire that the model should be relevant for the entire 
population was also achieved because the value for sig (t) demonstrates that b and β are significant in this 

                                                 
44 Uslaner, Eric M. (2002). The Moral Foundations of Trust, Cambridge University Press, Cambridge 
45 Levi, Margaret, Laura Stoker (2000). Political Trust and Trustworthiness. Annual Review of Political Science 3:475-507 
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research. Looking at the adjusted Model Summary R² we notice that it has a small value. It displays that only a 
1,7% out of the total dependant variation is explained by the predictors used. We can draw the conclusion that 
the limitation faced by this research is represented by the limited number of predictors used. For further studies it 
is our intention to use a lot more predictors.  

Next we look at the values of the predictors so as to determine which is the most important. According to 
the Beta value “Interest in politics” (0,11) is the most important. The next two according to importance are 
“Annual household income’ (0,078) and “Education Level” (0,074). In accordance with this value the most 
important parameter is the level of political participation, democratic participation and citizenship awareness.  

 
Next we wished to investigate the impact upon trust in the European Union if some of the predictors 

undergo changes. We have followed the values of the coefficient b. As the age, level of education and interest in 
politics raises, so does the trust in the European Union.  

 
The results of the constructed regression partially confirmed the hypothesis. The level of education 

coupled with the one regarding income are the main predictors from the selected set for the trust displayed by 
Romanian citizens in the European Union. But, we notice that this applies only in accordance with the variable 
regarding interest for political activities. The parameters of age and education are directly proportioned with the 
level of trust displayed by Romanian citizens, but do not constitute into sufficiently strong arguments to explain 
this relation. The persons considered better educated and therefore better informed have the tendency to display 
a stronger sentiment of trust towards the European Union and also to legitimate its policy in more cases. What is 
surprising is that income is inversely proportional. This is surprising because most of the people seem to believe 
that people with higher income tend to display a higher level of trust in the European Union. The fact that the 
level of income is inversely proportional to the level of trust in the European Union brings into question a very 
serious question. It underlines the willingness of people to understand that the economic factor, although 
important is a lot less important than other values supported by the European Union. It brings into focus a totally 
new direction of investigation. The European Union has been created purely as an economical system, at least at 
first. Its main goal was to create prosperity and through prosperity it should allow all the European countries to 
come together into a close to ideal system. It seems that in the case of Romania, a new country to the European 
Union, the people seem to be more attracted by other values put forward by the European Union. This should not 
be interpreted as a forgetting of the economic factor. In foreign literature, it is a lot of debate around the subject 
of legitimacy and trust in the European Union. A lot of writers link economic prosperity with trust and legitimacy 
for the European Union (Gabel, 1998). Attempts are made to demonstrate that the European Union depends 
mostly on economic factors to gain support and legitimacy. Although this may have been true sometimes or 
maybe for some other regions, it seems that in Romania things have a different perspective. We do not wish to 
put forward a general truth, but to encourage further investigation into the matter. This is meant to be just a part 
of our research in this field and we wish to continue this investigation. Our findings encourage us to believe that 
something more is hidden and that trust and legitimacy for the European Union is not necessarily only an aspect 
strongly linked with economical prosperity. In professional literature it was put forward only the situation in which 
those with low incomes displayed a weak interest in the European Union and a severe distrust towards its policies. 
We consider this an over statement and wish to challenge this single opinion. In other words, the level of trust in 
the European Union is the result of something more than just pure rational thinking based only on economical 
aspects. The benefits of being part of the European Union, which are most of the time perceived unequally, 
cannot be separated from identity fears, the lack of a political culture which presupposes interest in politics and 
emotional involvements in the political life of a country.  
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4. Conclusions: putting reality together 
 
The main conclusions are as follows. Trust in the European Union is not purely linked with economical 

interest, this is the case for Romania, a new country to the European Union. The research should be continued so 
as to obtain a more complex view. Secondly, in order for a citizen to display a positive view and a powerful 
sentiment of trust in the European Union, he should also have a political interest and a genuine interest in the 
political life of his country.  

The transnational European movement should be the starting point for a conscious and collective agenda. 
The European Union has both strengths and weakness. The trend in research has encouraged a focus only on the 
politics of EU prior to enlargement moments and on the economic policy afterwards (Schimmelfennig & 
Sedelmeier, 2002: 504-507; 2005c: 6-9). It is the purpose of this paper to demonstrate that socio-demographic 
challenges should be ancillary to a common united policy, made out of both West and Eastern European states. 

What of the region of Eastern Europe? This has started to become a region of strength through 
cooperation and with some major issues concerning the European continent, also an area of contrast of public 
opinion. It is very interesting how this region has started to fit its interests according to the values of the European 
Union but has continues to preserve some of its mentality, which sometimes is beneficial in a world of permanent 
change and movement. In parallel to this synchronization, it is easy to notice that the European Union, in turn 
takes a lot more care of the problems of Eastern European region, but it still has some difficulty managing the 
cultural differences. This European region, which is inhabited by around eighty million European citizens fits 
perfectly in the European big picture but with its own little changes, which can even strengthen the European 
Union or offer a model. The strengthening of bilateral ties in the region has offered growth to the region, political 
strength together, but also accompanied with proper representation in the European Union and legitimacy for its 
institution. 

There has been a lot of debate around the European construct and the danger of loss of full cohesion due 
to the existence, in the classical sense, of two European regions, split by differences of economical and 
development growth. It has been widely discussed that the new countries may encounter a break-down in 
communication because of the economic discrepancy. Such studies come to complete this picture. The legitimacy 
and support offered by the new countries to the European Union do not always depend on the economic 
situation. Right, there is an economical development difference between the two regions of Europe. Right, this 
gap should be considered and proper solutions should be sought, but this does not affect the legitimacy of the 
European Union in the area, at least not for the time being. Although, there is an economic difference between 
east and west it can be filled through cooperation programs in the main areas of interest for both the newly 
adherent countries and the European Union. Let it be no mistake, the European Union is not in its own existence a 
justification, but it is a construct, under many forms, including economic, political, strategic, viable only as long as 
a constant interplay between the member countries exists. Admittedly, the economic discrepancy exists, but it 
does not put such a high pressure on the existence of the European Union, as long as other types of relationships 
exist. There is a gamble in our contemporary days. Too much emphasis on economical issues may lead to 
overlooking other important issues. Gambling everything on the economic card can be very dangerous, because it 
ignores some of the core problems that slowly eat away in any union. 
 A bond is something more than just economic links between countries it should focus mainly on building 
together prosperity. Gambling everything on pure economical exchanges, without building together an apparatus 
that produces and assures wealth as long as the countries cooperate, means to destroy, along with values, that 
whole cooperation mode that should exists between member states. Although there are two distinct European 
regions, with different wages, different social systems and different economic performance, countries in the east 
can still produce even more added value to the legitimacy of the European Union, through strong cooperation. 
Anyone today who thinks about the problem of a rift between west and east Europe should not remain trapped in 
old disputes or old way of thinking of a union. What seems to be a gap between East and West must be translated 
and converted into a founding period for cooperation, brand new ideas and models. 
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The continuing support for the European Union from the people in the new countries to the European Union is 
a very important element for future stability. Demography plays an important role in our globalized community. 
The current international situation is filled to the maximum by economic problems, as also Paul Dobrescu notices 
in his book “Viclenia Globalizarii. Asaltul asupra puterii americane ”Tabloul lumii contemporane este   ocupat pana 
la refuz de problem economice, indicatori, performante, ierarhii. Dincolo de problemele economice – foarte 
importante – intalnim o alta realitate, cea a populatiei. Populatia este un factor fundamental al cresterii 
economice si influnteaza direct ritmul, calitatea si modernitatea dezvoltarii.”. (We are overwhelmed by charts, 
economic indicators, hierarchies. Besides the pressing economic issues, we are face with an even more pressing 
issues: that of demography, the importance of population. Population has the ability to legitimate a way of 
organizing and this is especially true in the case of the European Union. Population is a fundamental factor in any 
economic hierarchy and it directly influences economic growth, development and any form of institutional 
existence. Population has a direct and powerful effect upon the way in which power is distributed in the world)46.  
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Abstract. Europe and many other countries in the world are currently facing increasingly complex and systemic 
challenges. Ageing of the population is one of the most pertinent. In order to mitigate this relentless challenge and 
also turn it into an opportunity, the EU proposed within its Europe 2020 strategy, an innovative model of European 
Innovation Partnerships (EIP), first pioneered in a partnership on active and healthy ageing. This pilot, if successful, 
will help increase the healthy lifespan of EU citizens by 2 years by 2020, while contributing to smarter and more 
cost-efficient use of innovation. Drawing on the theories of 'ancillary innovation' this paper tries to ascertain the 
potential and added value of this EIP model as a tool for smart innovation. This paper argues that by offering 
political leadership, advocacy and 'ambassadorial' role across different sectors and at different levels, the EIP 
concept can help scale up and replicate successful practices and initiatives, and make demand driven innovation 
happen. This paper will conclude by illustrating how the EIP model of innovation is capable of connecting efficiently 
the dots between health innovation and needs of ageing populations and can also be a replicable model for other 
challenges. 

Keywords: collaborative, ancillary, innovation, partnership, ageing, health, stakeholders, process 

JEL Codes: I15, I18 

1. Introduction 

1.1. Phenomenon of ageing 
Advancements in health care, increased wealth, improved wellbeing and living standards and better diets have 

all contributed to increased life expectancy. It is projected that the share of Europeans over 65 will double in the 

next fifty years, from 85 to 151 million47.  

However this increased longevity has often not occurred in parallel with advances in people’s quality of health 

and well-being, as demonstrated by the gap between the extended lifespan and the increase in chronic 

conditions48. The burden of chronic diseases, frailty and disability, often associated with ageing, has not meant 

compression of morbidity.  

Thus the ageing of the EU population risks putting pressures on the wider economy and society, jeopardising 

financial sustainability49. The increase of this old age cohort, which is wealthier, better educated and to some 

                                                 
47 Eurostat figures: http://epp.eurostat.ec.europa.eu/statistics_explained/index.php/Population_structure_and_ageing  
48 OECD (2010). Health at a Glance Europe 2010 and Eurostat figures: There has been a considerable gap in the EU between LE and HLY 
(healthy life years corresponding to disability free life expectancy) at birth, reaching in 2008 15 years for men and 20 years for women. For 
many EU members statistics show rather trends towards expansion of the deviation between LE and HLY than reducing this gap. 
49 OECD (2010). Health Data 2010: Healthcare spending in OECD countries is rising faster than the rate of economic growth in most 
European countries and will reach 16% of GDP by 2020  
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extent healthier, generates increasingly demanding pension and care needs - as well as aspirations to be socially 

inclusive, independent, mobile and active for longer. 

EU estimates suggest that by 2060 the age-related public expenditure is expected to increase to 4.75% of GDP 

on average in the EU50. Also the ratio between the number of people of working age to people in retirement 

(typically aged 65 or above) is expected to deteriorate, passing from a situation where we have now 4 working-age 

people for every pensioner to a ratio of 2 to 1. Against this backdrop we experience shrinking care workforce and 

an increasing demand for health services and long-term care, both formal and informal. 

1.2. Medical and healthcare innovation potential 
Currently the EU average spending on health (public and private) exceeds 9% of GDP, with technological 

development and medical progress often being quoted among the major factors behind the growth in health care 

expenditure51. According to OECD52 about 30% of the increase in health care expenses per capita on an annual 

basis over the past decades can be assigned to technological development. A wider spread of modern medical 

advancements coupled with ageing of the population, may lead to expansion of health care spending even to a 

higher degree.  

While there is a connection between ageing and innovation, this does not have to necessarily mean and 

should not be perceived in terms of economic burden.  

Innovation in health care and aged-related sector offers great potential, but this can be unleashed, only if all 

breakthroughs and advances are used in an intelligent, cost-effective way, responding to the needs of their final 

users. What accounts the most is the right understanding of innovation. Innovation needs to embrace both 

technological and non-technological forms of innovation such as organisational, process, administrative as well as 

social innovation, and broadly, recognise the complementarities between them.  

However, innovation in health and ageing is faced with numerous obstacles and barriers53. Too few 

interactions exist between the demand and supply side, there is limited collaboration within and between care 

settings and that are also rigid to adopt innovations. Moreover, there is a woeful lack of involvement of end users, 

as well as discrepancies and fragmentation within regulatory schemes. All these put together often result in the 

delay of the full deployment of innovations, holding them back from the market. 

1.3. Paradigm shift 
 

In order to benefit from the innovation opportunities given by an ageing population, a new paradigm needs to 

emerge based on a holistic, multidisciplinary and multi-stakeholder approach. Neither ageing issues should be 

considered as solely the government's problem, nor should the diffusion of new medical products and services be 

perceived as just a mean for market growth of businesses. 

Collaboration between and concerted effort of all players across the entire innovation value chain and within 

aged-related and health sector is the way forward.  

Realising these needs, the European Commission launched the debate on societal challenges in its innovation 

agenda. 

                                                 
50 European Commission (2009): Ageing Report: Economic and budgetary projections for the EU-27 Member states (2008-2060). DG 
ECFIN. http://ec.europa.eu/economy_finance/publications/publication14992_en.pdf 
51 Ibidem  
52 OECD: Projecting OECD Health and Long-term Care Expenditures: What are the Main Drivers? OECD Economics Department Working 
Paper No. 477. 2006 
53 European Commission (2011): Public Consultation Report on European Innovation Partnership on Active and Healthy Ageing. DG 
SANCO/DG INFSO Working Paper, April 2011. 
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2. European Innovation Partnership on Active and Healthy Ageing (the EIP on AHA, the EIP) 

On 6 October 2010, in its Communication on an Innovation Union the European Commission proposed the 

new concept of European Innovation Partnerships (EIPs), which was pioneered in an “active and healthy ageing” 

partnership54. Briefly, the EIP on AHA aims to purse a triple win for Europe, notably by contributing to 

improvements of health and wellbeing of older citizens, to improvements in efficiency and sustainability of health 

systems, and to greater business opportunities and competitiveness. The EIP on AHA sets as an overall aim to 

increase by 2020 the healthy lifespan of EU citizens by 2 years on the EU average. 

The EIP presents a novel model of working in innovation, in which societal challenges, as a response and a 

product of innovation, are an integral part of the same process/circle. It aims to remove obstacles hindering 

deployment of innovation across the entire value chain, in order to speed up the process of turning ideas into 

products and services while responding to users needs. The novelty of the EIP however goes beyond the product 

and service innovation. It is about bringing all types of stakeholders – private and public sector, EU, national and 

regional level – together to brainstorm, discuss and consent towards common vision and objectives, and 

ultimately engage and commit to putting forward concrete actions promising measurable and quick outcomes55. 

The EIP concept realises that for the new paradigm of ageing to emerge, all players within the care system and 

sector need to make more consumer and demand/user driven decisions. It is crucial to put more emphasis on 

quality, innovation, value and outcomes and move towards more patient-centred system, with well informed and 

empowered patients having more choice in their hands. Innovation in ageing process thus needs to effectively 

respond with new systems (e.g. e-health, health management), new operating frameworks (e.g. integrated care), 

and a new mindset (e.g. getting “ahead” of the consumer), while being driven by outcomes and tangible impacts 

to end-users.  

3. EIP model of collaborative innovation 

The EIP's approach is unique and innovative in its own, simultaneously it is a novel tool and an enabler of 

innovation in the health and ageing sector. The EIP model involves multiple stakeholders across the entire 

innovation value chain that interact and collaborate, and encompasses a range of types of innovation – from 

technology, process, social to organisational and administrative. 

The model of the EIP on AHA seeks to be simple and flexible but inclusive and open to all relevant and 

committed stakeholders that need to become equal partners in the process56. It illustrates the theory of ‘ancillary 

innovation’ as identified by Damanpour57, differentiated from other types of innovation because of its reliance on 

relationships with different actors that are particularly important for its successful implementation. Ancillary 

innovations are concerned with partnerships and joint working across boundaries58. Indeed, one of the principle 

criteria enabling stakeholder participation in the EIP refers to ‘joining up’ meaning working together across 

sectors.  

The EIP model however does not stop here. It broadens the concept of ancillary innovation giving the 

importance to boundary spanning activities in the process of innovation diffusion and delivery of outcomes 

through networks, alliances, collaboration or supply-demand chains.  

                                                 
54 European Commission. Communication on Europe 2020 Flagship Initiative Innovation Union. COM(2010) 546 final. 2010 
55 European Commission. Commission Staff Working Paper: Guidance Paper for the steering group of the pilot European innovation 
partnership on active and healthy ageing. SEC(2011) 589 final. 2011 
56 Ibidem 
57 F. Damanpour. The Adoption of Technological, Administrative, and Ancillary Innovations: Impact of Organizational Factors. Journal of 
Management Vol. 13 No 4. 673-688. 1987 
58 Ibidem 
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Five specific features of this new EIP model testify to this and thus offer great heuristic value to the theoretical 

discussions on innovation: a partnership/collaborative approach; and its drivers; a common vision based on 

creative learning; new governance; focus on leadership, and finally an evidence-based approach. 

 

3.1. Collaboration and partnership  
From the outset, the EIP model has strived to unite a broad range of stakeholders that should work together. 

But willingness to work together is not enough to spearhead innovation, this must be accompanied by a true 

partnership and collaboration approach. Such mode has been advocated, among others, by Luecke and Katz - who 

refer to it as the 'locus of innovation'59 - as well as by Mandell and Steelman60 who elaborate their ideas on 

'interorganizational innovation'. These authors' theories reflect a type of collaborative innovation
61 that stresses 

the role of interactions among public and private sectors, while emphasising the importance of linkages in creating 

values from innovations.  

This is an important part of the value of the EIP model. Indeed, the EIP model has emphasised the creation of 

self-motivated groups of committed stakeholders that share the vision of ageing and innovation whilst aiming to 

achieve common goals (e.g. cf. objectives of the EIP of +2HLYs and triple win). An important feature of the 

development of the EIP has been the ambiance of openness and willingness to brainstorm, share ideas, exchange 

information and ultimately come up with demand-driven/ user-centred innovative solutions that are beyond the 

scope, capacity and scale of an individual player. This clearly illustrates what Gloor62 calls the modern application 

of ‘swarm creativity’. By putting together actors with different experiences, insights and ideas, the EIP has enabled 

greater interactions through a creative learning process (see also below). 

This multi-stakeholder approach of EIP's partnership has actively tried to involve relevant partners in this 

innovation process highlighting the role of the different stakeholders across the entire innovation value chain. 

Members of the EIP steering group are partners in drafting a Strategic Implementation Plan63, preparing meetings 

and sharing knowledge that enables them to influence the process form the outset. Also, through public 

consultation and other open events, different stakeholders were able to be involved and contribute to shape this 

process. Such an approach, which could be called joint ownership64, helps to reduce implementation resistance 

and promotes the adoption and diffusion of innovative solutions. 

However, as already pointed out, innovation is not just about ‘Eureka’ moments, it also needs ideas to be 

transformed in real products. Implementation as a complex process can be enhanced by a strong collaborative 

approach, which as we have detailed, is considered a potent driver of innovation especially in public services65. 

Stronger cooperation does help to generate ownership in innovations and mobilise resources, ensure flexibility 

and also reach win-win situations. But in order to fully exploit the potential of collaborative innovation, the EIP 

model has also aimed to spur faster and more effective innovation in health and ageing, through a number of 

collaborative strategies that have or shall be applied in the development of EIP. 

                                                 
59 B. S. Tehter and A. Tajar. The organizational-cooperation mode of innovation and its prominence amongst European service firms. 
Elsevier Research Policy 37 720-739. 2008 
60 M. Mandell M.and T. Steelman.Understanding what can be accomplished through interorganizational innovations. Public Management 
Review Volume 5, Number 2 p. 197-224 (28). June 2003 
61 E. Sørensen and J. Torfing. Collaborative Innovation in the Public Sector: An Analytical Framework. Working paper no. 1/2010: Studies in 
collaborative innovation. 2010. 
62 P. A. Gloor. Swarm Creativity: Competitive Advantage through Collaborative Innovation Networks. Oxford: Oxford University Press. 
2005. 
63 It is a main document of the Steering Group identifying priority areas with actions for implementation already starting in 2012. 
64 M. Considine, J. Lewisand and D. Alexander. Networks, Innovation and Public Policy, Basingstoke: Palgrave-Macmillan. 2009. 
65 E. Sørensen and J. Torfing op.cit. 
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3.2. Collaborative levers of innovation 
Eggers and Singh66 provide support singling out five different collaborative strategies – cultivation, replication, 

partnership, network and open source that are pertinent to the EIP model, even though it is a pilot project and its 

implementation is still ahead.  

Cultivation strategy defined to facilitate internal collaboration between different kinds of services and staff67. 

In the case of the EIP on AHA, it can be seen how the fact that this is an European Commission initiative managed 

and coordinated jointly by two Directorates General with very different policy scopes: health and consumers on 

one side, and ICT and digital agenda on the other (and also including the Directorate General for research and 

innovation), has helped strengthen internal cooperation and understanding. Due to the pilot EIP, the European 

Commission has for the first time pursued an innovative mode of internal work.  

Replication strategy aims according to Eggers ‘to foster collaborative relations with other public agencies in 

order to identify, adapt and implement their best and most successful innovations’68. The EIP on AHA recognizes 

replicability and scaling up at EU level as one of its added value offering tools to leverage critical mass. Its EU 

dimension and strong political leadership offers a window of opportunity to micro level innovative solutions to be 

successfully up-taken elsewhere. 

Partnership strategy has been already discussed in this paper as a prerequisite for any actions under the pilot 

EIP. It is however worth adding an issue of sustained collaboration between private and public partners, often 

having different rules, interest and resources. The EIP in promoting and creating such public-private partnerships 

will put more emphasis on building trust and confidence between partners in a more long-term perspective. 

Network strategy, within the definition of Eggers, it ‘aims to facilitate the exchange of ideas, mutual learning 

and joint action through horizontal interaction between relevant and affected actors who have different kinds of 

resources and expertise’69. The driving force in the construction of networks is the recognition of interdependence, 

or the construction of a community of destiny that binds the actors together despite the presence of diverging 

interests. With the drafting of the Strategic Implementation Plan, the blueprint document of the EIP setting the 

roadmap for implementation of this initiative, the partners will commit to the EIP common vision and be bound 

together.  

Finally, also pertinent to EIP seems to be an open-source strategy, which proposes internet and social/digital 

media as tools to enable the finding of partners and creation of networks, coalitions and assemblies. This 

approach seems so far to have been insufficiently explored in the EIP. However, given the high tech know how of 

one of its co-leaders, the EIP is well placed to maximise the use of available digital tools and services to improve, 

adapt and upgrade the EIP process. 

3.3. Common vision based on creative learning  
 

The EIP as a pilot case is being developed and designed in the spirit of ‘learning by doing' that might bring 

about unexpected and not necessarily satisfactory impacts and outcomes. The EIP learning process can be 

characterized by the concept of creative learning
70, developed by Mezirow, as it encapsulates not only 

instrumental learning built on practical problem solving, but more importantly: communicative learning. The latter 

aims to construct a coherent understanding of social contexts and developments in pursuit of a communicative 

                                                 
66 B. Eggers and S. Singh. The Public Innovators Playbook. Washington DC: Harvard Kennedy School of Government. 2009. 
67 Ibidem 
68 Ibidem 
69 Ibidem 
70 J. Mezirow. Learning as Transformation: Critical Perspectives on a Theory in Progress. San Francisco: Jossey Bass. 2000. 
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search for themes and narratives, that help deal with the problem71. Indeed, the EIP in its goal of changing the 

paradigm of ageing and turning it into an opportunity seeks to go beyond traditional learning by relying on 

creativity. By questioning tacit assumptions, challenging acquired practices and aiming to toss away old 

metaphors, the EIP has contributed to facilitate new ways of 'thinking, doing and interacting' to emerge.  

3.4. New governance 
Some academics argue that success of collaborative innovation, given that innovation is a complex, precarious 

and potentially chaotic process, heavily depends on applicability of metagovernance
72. It can be defined as the 

‘governance of governance’ or innovation management as it aims to enhance drivers and remove barriers while 

respecting the self-regulating character of the collaborative interaction processes73. The EIP model rightly reflects 

this characteristic with its light, flexible governance structure, far away from traditional and more bureaucratic 

styles. By this, the EIP seeks to facilitate, administer and coordinate the process of interactions among all EIP 

members without creating additional institutional layers. Of course, legitimacy of MSs and exclusive competences 

in health policy for example as well as regions’ role in real implementation of innovations/actions, might give them 

a lead, as rightly advocated by Klijn and Koppenjan74. Therefore, Sørensen and Torfing75 suggest, for more 

effective performance metagovernance, involving a combination of hands-off tools such as institutional design 

and network framing and hands-on tools such as process management and direct participation and interventions. 

These might deserve further consideration and analysis for the EIP. Literature76 also suggests investing in 

adjustments of relationships and behaviours of public sector key players - supposedly the most resistant to 

changes.  

Equally important is to seize right incentives in order to implement change and to gain the acceptance of 

innovations. Such opportunities can refer to the access to funding, the need to respond to enforced change or 

new circumstances, and the timing of political or organisational events or to persuasion driver to adopt new 

practices. 

3.5. Leadership and advocacy 
When putting in place the EIP, it was very clear that successful implementation of innovations depends highly 

on leadership and advocacy. At the end of the day it is of paramount importance that policy makers and decision 

takers set political values and policy direction as well as allocate resources to programmes, initiatives and projects 

that are valid in public policy– e.g. health and care sector. However, in practical terms the EIP is about bottom up 

innovations, driven by 'informal leaders' (i.e. regions, individuals, etc.) with insufficient visibility and poor political 

advocacy. There is evidence showing that provision to innovators of adequate high-level climate support in terms 

of incentives, promotion, awards and recognition helps champion bottom up innovations that have proven 

successful and have popular appeal77. 

Within the EIP such a role has been attributed to the steering group, whose members serve as 'ambassadors', 

with sufficient vision and determination, to promote the partnership and also champion and push for innovation 

by themselves effecting change and motivating others. To be even more successful, as advocated by Termeer78, 

                                                 
71 Ibidem 
72 E. Sørensen and J. Torfing. Collaborative Innovation in the Public Sector: An Analytical Framework. Working paper no. 1/2010: Studies in 
collaborative innovation. 2010. 
73 Ibidem 
74 E-H. Klijn and J. Koppenjan. Public management and policy networks: Foundations of a network approach to governance. Public 
Management 2(2) 135-158. 2000. 
75 75 E. Sørensen and J. Torfing, op.cit. 
76 P. Koch and J. Hauknes. op. cit. 
77 B. Sandford. Leadership and innovation in the public sector. Leadership & Organization Development Journal 23/8. 2002. 
78 C. J.A.M. Termeer. Public Leadership and processes of societal innovations. Workshop 4: ‘Leading in a multi-sector environment’ at 
Leading the Future of the Public Sector: The Third Transatlantic Dialogue. University of Delaware. USA. 2007 
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the leaders also need to be sensitive to the emerging small changes or 'small wins' – that is valid for the EIP 

focusing on bottom-up actions - and attentive and patient to the effects that they can bring about but in the 

longer term. The challenge therefore is, also for the EIP leaders, to make sense of the small innovation 

adjustments in the spirit of Yanow' passionate humility'79 enacting both commitment to ongoing activities and 

openness to alternatives and new developments. 

3.6. Evidence-based approach 
Finally, one of the linchpins of the EIP concept is its strict adherence to evidence-based and utility of proposed 

solutions. 

Evidence based demonstration of the utility of proposed solutions is an important factor in terms of 

overcoming resistance barriers, developing further support for the innovation itself. By default innovation entails 

novel concepts and solutions that do not pre-empt the possible impacts, while often encounter a number of 

barriers and bottlenecks on the organisational, regulatory, financial or cultural side. What is more, innovations are 

hardly ever isolated prodigies and usually depend upon, or engender further changes and innovation that might 

lead to a ripple-effect across the entire process and system in which they are applied80. In order to alleviate the 

barriers, a number of assessment techniques have been developed in particularly valid and useful in the health 

systems and sector, such as evidence based guidance, health technology assessment (HTA), telemedicine 

assessment tools81 or clinical audit. 

In the selection of actions the EIP has carefully looked for case studies supported with sound and robust 

outcome assessment. This will, hopefully, generate the necessary recognition and support for innovation - both in 

terms of implementation and large-scale dissemination of good practice. 

4. EIP added value for replicability 

It follows from the above that this new EIP model, could prove to be a successful model of collaborative 

innovation, and that could be replicated in other policy interventions connecting societal challenges and  

innovation. While the EIP model of innovation has been developed to address bottlenecks and barriers to 

innovation on health and active ageing, by the fact that it creates a simple frame for collaborative work, it raises 

interesting possibilities for replicability in other policy interventions. 

On the basis of this preliminary ‘success story’ of the EIP model and drawing on Walker ‘s theory on a 

configuration approach82, it can be inferred how the EIP framework opens up the possibility for more effective 

performance and gains, for example in the modernization of care systems towards coordinated and integrated 

care. 

5. Conclusion 

The EIP model, as discussed above, is a novel concept adopting collaborative innovation. By considering all 

types of innovation spanning from technology, process, organizational, administrative to social innovation, the EIP 

innovation model offers an interesting framework for tackling complex issues such as ageing. 

This paper has argued that by offering a conceptual model of innovation underpinned by strong collaboration, 

advocacy and 'ambassadorial' role across different sectors and at different levels, an evidence-based approach and 

a new metagovernance approach, the EIP concept offers a good model of political leadership.  

                                                 
79 D. Yanow. Accessing Local Knowledge in M. Hajer & H. Wagenaar (eds) Deliberative Policy Analysis. Understanding 
Governance in the Network Society. Cambridge: Cambridge University Press. 2003 
80 P. Koch and J. Hauknes. On innovation in the public sector – today and beyond. Public Report No. D20. 2005 
81 For example Telemedicine Readiness Evaluation Tool (TREAT), Model for Assessment of Telemedicine (MAST). 
82 R. M. Walker. Internal and External Antecedents of Process Innovation: Review and Extension. City University of Hong Kong. 2011. 
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As the actual implementation of the EIP takes place, it will be interesting to gauge whether the EIP model 

actually opens up possibilities for more effective performance gains, e.g. in actual modernisation of care systems 

towards more integrated care. 

The complexity of ageing and health issues and the necessary shift towards a holistic, multidisciplinary and 

more coordinated care delivery for older people will probably entail parallel programmes and actions and 

development of more than one innovative solution, where adoption of one solution is often dependent on 

implementation of another. For example, successful deployment of chronic condition management programmes is 

reliant on pre-development of new business models. Literature on innovation suggests that innovations are 

interdependent and can be viewed as related sets where the introduction of one type can enhance the value of 

another type, and generate synergy, thus enabling delivery of multiple objectives and goals83. 

The next years will probably shed some light on whether, besides being a good frame for working together, 

the EIP model of innovation can also deliver more effective performance. 
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Abstract: Possession of skills and competences for the development of an activity is a condition for the 

development of economic activity. But crucial success of the company is the leadership of the company. At all 
managers have to master this situation as a hunter but also to collaborate efficiently and be target oriented. 
Despite the similarities, as each and every person is a unique enterprise. They differ from the goals set, the level of 
development, management style and especially the number of employees and their quality. A large part of energy 
management is directed at harmonizing these elements through finding the best way of motivating human 
resources. More and more, human resources are gaining weight, the fact that they are a precondition for a 
permanent success of the enterprise. Motivated associates contribute more for the company and the firm 
undertaking identified. For this reason it is worth to the company invested in the activation of all abilities and 
untapped powers of collaborators. 
To study the level of application forms of motivation on processing companies, the current literature is used and 
some experiences are invested enterprises and 17 enterprises used for raw materials agricultural products. 
 
The survey reflects the current state of motivation in companies interviewed and issued proposals for improvement. 
 

Key words: motivation, management, human resources, processing enterprises. 

 

JEL Codes: 015, M12, J240 

1. Introduction 

Possession of managerial skills of leaders, especially in the field of Human Resource Management 
companies helps to be competitive through the creation of values. Traditionally the value has been 
considered and addressed only from the perspective of material value. Development of 
management science especially in the field of Human Resource Management noted the value 
of treatment from the perspective of human value. This new approach requires managers -
to have the care for creation, preservation and promotion of human values through the use of different 
forms of motivation.  

For many years, theoreticians (the best known are: Taylor (1856-1917), Mayo (1880-
1949), Maslow (1908-1970), McGregor (1906-1964) and Herzberg (1923-2000) have been 
trying to discover what motivates people. However that motivation is as important as those theorists still 
continue to develop their own theories about motivation. Historical and regional -
circumstances (especially those of the competition) than business development, conditional forms and 
instruments of motivation of human resources  who will apply an enterprise. Crucial role in the application forms 

                                                 
84 Bislim Lekiqi, tel. +377 44 143 192, email: bislim_lekiqi@yahoo.de  
85Stavri Afezolli, tel. +355 68 22 79 127,  email armandafezolli@yahoo.de  
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of motivation plays awareness of managers about the value of motivation. Recognizing the importance 
of HRM motivation we can see in some aspects.86 

First, in an overview, recognition of forms of motivation helps us to understand the variety of behaviors 
and actions of collaborators to judge the right motivation mechanisms. Through this you can easily understand our 
position against the collaborators, and with this mode of communication and relations with them. 

Second, recognition of different forms of motivation helps us to evaluate the right collaborators and that  
you master our emotional interventions in their levels, to influence them to achieve the objectives of the 
company on one side and the fulfillment of the needs of collaborators in on the other. 

In the case of our study we will stop analyzing the motivation of human resources working in enterprises 
that use raw materials for agricultural products in the municipality of Ferizaj in Kosovo. 

Agro-processing industry in Ferizaj, has a good prospect based on its resources: tradition and current 
developments in agro processing industry, natural conditions and economic activity in agriculture, trade,  human 
resources. Agro-processing industry in Ferizaj, had two large: the oil factory and solid fats with vegetable and plant 
based, biscuits and processing of peanuts and other products, whose products were sold in the whole territory of 
former Yugoslavia. After the war,  the enterprises in the early and later was commercialize also been privatized. 
The new situation of market economy, these enterprises put before the big challenges. Market was filled with 
various products which bring higher profits to importers.  

This new situation prompted Ferizaj’s businessmen, to orientate in production. As a result now have some   
utility in the processing industry in the field of milk processing, flour processing and manufacturing of pastries, 
fruit processing  in juices, production of vegetables etc. 

These enterprises, based on local conditions but also in practices of other countries, are developing successful 
activities by implementing adequate management instruments, with this also the motivation of employees.  

During the research conducted in processing enterprises for raw materials that use agricultural products 
included in the sample, we observe that most of these enterprises, despite the strong competition from imported 
products are being well positioned in the market. With their products, covering a portion of the market 
considered Ferizaj, Kosovo but also export to neighboring countries. Also notice that  Ferizaj’s  businessmen (in 
cooperation with investors from abroad) have brought new technologies and new experiences in the field of 
HRM, particularly in the area of motivation for work. 

The main object of this paper is to study the current situation of the use of instruments of motivation on 
processing enterprises and design potential for advancement path for this direction. 

 

2. Method 

In preparation of this material we studied literature in the field of human resources management with special 
emphasis on motivation (in German),  the previous studies in this field were used, experience of several 
companies  and we conducted a survey in August 2011, including processing enterprises which have four and 
more persons employed. 

The investment will include managerial personnel, i.e. persons chosen by the manager or owner. 

2.1. The sampling process  
The sampling process is based on the following criteria: 

On the official register of businesses registered with the MTI87. 

                                                 
86 Zenel Orhani, Psikologjia e Motivacionit dhe motivimi gjatë të nxënit, ADA, Tiranë 2006 
87 Ministry of Trade and Industry www.mti-ks.org/ 
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On the official register of active enterprises, MF 88. 

Activity; processing enterprises for raw materials that use agricultural products. 

Undertaking to be active at the time of the survey. 

Number of employees: the four companies have more employees. 

In the factual situation in the field. 

2.2. Drafting of questionnaire and data processing 
Before designing the questionnaire, visits were made to companies to take generalized opinions about the 

issue of human resource motivation. Design of questionnaire and data processing is done with the program 
GrafStat V.4.234 Ausgabe 2010. Current level of human capacity development and access to the polls in 
processing enterprises has issued the most effective investment enterprises to be included in the sample with 
direct contacts with General Practitioner wrote forms in the presence, in which data are introduced later in the 
Software for their elaboration. 

Questions to be answered in the implementation of financial and non financial instruments of motivation, but 
in harmony with the level of economic development and managerial culture in the suburbs, which have been 
restrictions in terms of economic expansion and managerial culture in the suburbs, which  conditions restrictions 
have made in expanding the volume and structure of questions. 

3. Results 

The findings reflect the statement of motivation instruments used in these enterprises, as factors that 
cause and promote a more energetic position of employees 

From 114 processing enterprises for raw materials that use agricultural products, based on criteria set, 17 of 
them have met the criteria set forth: active processing enterprises for raw materials that use agricultural 
products with four and more persons employed. In the survey are included all enterprises that meet these criteria. 

 

 
Fig. 1: Structure of enterprises by number of employees. 

 
Research shows that: 

• Working place (working conditions and environment) assessed as the motivator of respondents observed 
that the best estimated by 58.82% and 41.18% very good to be surveyed. 

                                                 
88 Ministry of Finance www.mef-rks.org/ 
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• Employees within the enterprise work in a job, in 47,06% of cases and more jobs (within the 
enterprise) in 52.94% of cases. 

• Work which makes the employees is related to the profession (with completed education or experience) 
of them, at 41.18% and outside the profession (no education or previous experience) work 82.35% of the 
employees. 

• Employment relationship is regulated by a written contract in 94.12% of the enterprises, and 5.88% of the 
employees working without a contract or verbal agreement. 

• In terms of time, the surveyed enterprises apply short-term contracts (up to a year)  to 51.17% of the 
cases, 39.13%  open contracts and 8.7%  of the cases apply 1-3  year contracts. 

• Enterprises employing mostly living human resources adjacent to the company (where the company 
 conducts  economic activity) and have not needed to transport (at 45%) of cases or who live in the 
suburbs (at 45%) and only 10%of cases companies employ human resources who live away from the 
company. 

• The style of leadership in the interviewed companies is dominated by the autocrat with democratic 
elements (82.35%), followed by one Democrat in 11.76% of companies and only 5.88% of the enterprises 
to apply as autocratic leadership. 

• Monthly payments apply to enterprises 94.12% of cases and only 5.88% of the cases applying the daily 
wage. 

• Minimal salary ranges in value between 151-200€ in 58.82% of the enterprises, in 17.65% of cases ranges 
between100-150€ also in 17.65% of cases ranges between 201-300€ and 5,88% realize here page  301-
400€ managers are not included. 

• The maximum salary (not including managers) significantly differs from business to business. So 5,88% 
realize the  category  page 701-800€, 5.88% of the 601-700€ category, 17.65% of category 501-
600€, 11.76% of the 401-500€ category,11.76% of category 151 -200€, and 23, 53% of the employees 
realize the wage categories and 201-300€ and 301-400€. 

 

 
Fig. 2: The maximal salaries declared in the surveyed enterprises 

 

• For the outstanding results in the work 76.47% of companies applying additional page. 
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• Meal (food) to the full value during office hours free of 94.12% of companies and 5.88% of partial courses 
(mainly products that produce). 

• Travel expenses cover only 11.76% of the enterprises. 

• Holidays / recreations that are organized for employees only 23.53% of the companies offering them. 

• Joint Events (in forms such as lunches, dinners, closing the business year, the success of special events, 
participation in sports activities) apply to all companies surveyed. 

• Benefits in the purchase of products and services for employees of companies provide 94.12%. Some 
companies, employees regularly donate certain amount of products. 

• Utilities enable professional development training, human resources employed 58.82% of cases. They are 
held in premises of enterprises mainly internal framework but also by external co-investment partners for 
which we issued 11.76%  are written testimony, but not to others in order to link the employees for the 
company. 

• Progress on work as a result of proof applied in 76.47% of the enterprises, and to testify in cases not 
working at 52.94% of enterprises applied dismissals are expressed with gratitude for the employees orally 
(58.82 %) and only 5.88% of the enterprises is applied gratitude in writing. 

• Voluntary care for former employees or their families is expressed in 29.41% of enterprises, while in 
53.94% of companies did not show as needed. To be isolated is the case of building a house for a minority 
community employed. 

• The possibilities of partial utilization of space or equipment to the company by employees in order to 
provide non-profit of 87.50% of the surveyed enterprises. 

• Written survey of the labour force is not applied in any of the companies surveyed. 

• More effective Motivator evaluated: the revenues in 27.4% of cases followed by his work in 16.1% of 
cases. 

 

 
Fig. 3: Performance of the motivators in the surveyed enterprises 

 
• Structure of enterprises included in the sample was dominated by companies that operate in Manufacture 

of bread, manufacture of fresh pastry goods and cakes, followed by those of Manufacture of rusks and 
biscuits, manufactory of preserved pastry goods and cake. 
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Fig. 4: Structure of surveyed enterprises 

 
• The questions you answered mostly managers-owners of enterprises (in 70.60%) but in some cases we 

also answered the group's leader and professional associates. 

 
 

 
Fig. 5: Structure of the interviews 

 
 

4. Conclusion 

During the research can be observed that most of these enterprises, despite the strong competition from 
imported products are being well positioned in the market. With their products, covering a portion of the market 
considered Ferizaj, Kosovo but also export to neighboring countries. Ferizajas’ businessmen (in cooperation with 
investors from abroad) have brought new technologies but also the cloud experience in the field of HRM, 
particularly in the area of motivation for work. 
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During research conducted in processing enterprises that have four or more employees (total assets are 17 
such enterprises) conclude that: 

1. The use of instruments of motivation is dependent on the giver and the receiver of them: 

a. Provider: Enterprise is so social responsibility to its collaborators as much as they are willing to 
contribute for the company as well as they are able to take responsibility for their actions and 
behavior. 

b. Receiver: a worker can do his best chance if there is ability and willingness to work. 

2. Salary is the main motivator for an employee, but not only, where the fixed payment is intertwined with 
that variable and based on performance. She was an employee benefits from the work, not only wages 
but also a more inclusive package. 

3. Declared level of wages is lower from the true purpose of evading the obligations. 

4. Vocational training of human resources in the company and the failure to issue written statements to 
conduct training that aims to ink human resources for the company. 

5. Still do not find many appliance motivation instruments. 

6. Seen the desire for the implementation of other instruments but the motivation for this lack experience, 
knowledge and concrete examples. 

7. Provision of professional development of managers for the possession of adequate forms of motivation 
is a necessity which expects to be implemented. 

8. It needed a comprehensive study in terms of activities as well as comprehensive regional aspect. 
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Abstract. With the redrawing of European borders following the First World War, some 5 million 
ethnic Hungarians were assigned minority status in neighboring countries that acquired lands formerly 
part of Greater Hungary. Discourse analysis of national constitutions reveal that policies toward 
minorities in Slovakia and Romania were particularly oppressive during the Soviet era, becoming more 
accommodating as EU accession neared. In this paper, I argue that national determinism, nationalism 
fueled by legacy, and the EU as a strong external force do not, on their own, hold explanatory power, 
rather, all factors taken together account for the ongoing struggle for social inclusion.  
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1. Introduction  

 Following the First World War, the borders of Central Eastern Europe were redrawn. With restructuring, 
came loss of territory and the displacement of nationals. Among the countries of Central Eastern Europe, Hungary 
lost the most land and citizens leading to the creation of large Hungarian minorities in neighboring countries 
formerly part of the Hungarian Republic (Rothschild and Wingfield, 2008, p. 5; Snyder, 2010, p. 8). Romania and 
Slovakia inherited the highest Hungarian diasporas of over two million and approximately 700,000, respectively 
(Porter, 2010, p. 233-34). Both countries share the Hungarian border, were both satellite countries of the former 
Soviet Union, and both are now members of the European Union (EU). In the Soviet and pre-EU accession eras, 
both countries had hostile policies towards their minorities to varying degrees. If we can identify factors that 
influence policy and understand their root causes, we are better equipped to enact more meaningful change. To 
evaluate national attitudes about minorities and the need to protect them, legal constitutions are a good start. In 
this paper, I argue that national determinism, nationalism fueled by legacy, and the EU as a strong external force 
do not, on their own, hold explanatory power, rather, all factors taken together account for the ongoing struggle 
for social inclusion.  

1.1. Literature review and hypotheses  

 Pre-1993, Slovakia was part of Czechoslovakia under a federal system with Prague at the epi-centre of 
power and Slovakia retaining limited autonomy (Constitution of Czechoslovakia, 1960). The region will henceforth 
be referred to as ‘Slovakia’. To manage the newly acquired large minority populations, both Slovakia and Romania 
pushed aggressive assimilation agendas after WWII in policy areas of religion, economy, culture (especially 
language) and political and legal rights (Tóth, 1996, p. 426). Although minority protection clauses were present in 
the post WWI treaties, they were largely ignored by both countries and not enforced by other nations (Tóth, 1996, 
492). In Slovakia, policy was particularly aggressive regarding lack of language protection and education rights, 
along with unresolved land claims in the post-WWII era (Gyurcsik and Satterwhite, 1996, p. 513-514). Romanian 
policy was aimed at assimilation (Szépe, 1999, p. 84), concentrating aggression in the formerly Hungarian 
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Transylvania. Transylvanian Hungarians were forced to relocate across the country to lessen the sphere of 
influence and solidarity of numbers in the coveted region. The logic was that if Hungarian minorities mobilized, 
they may petition (successfully) for separation and reclamation of lost territory (Tóth, 1996, p. 428).    
   
 To trace minority policy change over time, we need to understand what propelled those changes. Charles 
Jokay (1996) cites three factors which underpin and fuel ethnic conflict and tensions: competing interests 
regarding the national borders outlining territory, non-democratic practices such as discriminating policies and 
lack of transparency, which offer the opportunity for discriminating policies, and lastly, weak treaties where rights 
may be alluded to, but in ambiguous language or no measure of enforcing such rights (p. 379). Constitutions, as a 
formal blueprint dictating how a nation will be governed, offer useful insight into a specific nation's values 
underpinning policy. However, rights on paper do not automatically translate into strong policy action. Strong, 
effective policy demands a means of enforcement. Rights must also “have teeth”, spelled out within the 
constitutional framework as Jokay argues for. This could take the form of court procedures or watchdog 
institutions to provide accountability. Accommodation and tolerance of minority populations are needed, along 
with an institutional framework in place to ensure such directives.   
 Legacy theory proposes that the particular history of a nation, such as loss of territory following the World 
Wars and the struggle for sovereignty under Soviet rule, directs policy. Competing interests regarding national 
borders and treatment of historically displaced minorities underpin and fuel ethnic conflict and tensions (Jokay, 
1996, p. 379). These ‘initial conditions’ and the incentives they create provide limited maneuverability for political 
actors and fuel continued mobilization. In contrast, other scholars emphasize the role of new external influences, 
such as the European Union and its institutions, as a strong normative power during the pre and post-accession 
period, to explain post-Soviet political development (Reisch, 1996, p. 461). For example, following the collapse of 
communism, xenophobia, and nationalism rose in Slovakia, settling in response to condemnations from the 
European Union (Rothschild and Wingfield, 2008, p. 220-221). 
 Convincing causal explanation must consider both deeply rooted institutional legacy factors, along with 
shallower social factors and triggers. While legacy theory possesses compelling explanations of policy change 
during the communist era, it does not fully capture the picture of why such policy was implemented in the first 
place, nor explain post-communist policy change (Kitschelt, 2001). Alternately, the impact on minority policy of 
the normative force of European Union accession and membership may also be limited considering the 
persistence of historical disputes and grievances. 

Hypotheses 
1. The findings will show little difference between Soviet era policies and post-Soviet constitutions, 

indicating that minority policy remains discriminating and oppressive. From this, we would glean that the 

EU is not an influential normative power and perhaps Soviet legacy factors are at play. 

2. Alternately, the pre and post-Soviet policies and constitutions may differ radically, with Soviet era policies 

demonstrating oppression, and the new constitutions reflecting a radical shift in thought regarding 

minorities. Such findings would suggest the EU is a strong normative agent and the legacy theory 

hypothesis is weak.   

3.   A third possibility is a middle ground showing a limited redrafting of policy. Limitations may include  

ambiguous language or important omissions, leaving room for varying legal interpretations. This scenario 

suggests the EU is a limited normative force. Candidate countries can draft policy that, on paper, conforms 

to EU standards regarding equality and protection of minorities, but in practice, lacks enforcement. 

Realizing this hypothesis demands a closer look at legacy factors to better explain policy change.  
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2. Method 

 To identify minority policy in Slovakia and Romania, a discourse analysis of the Slovak and Romanian 
constitutions will be conducted to determine how ethnic policy was framed. “A discourse analysis entails a close 
reading of texts, paying particular attention to what is being said in what way and what is omitted. The method 
provides a powerful conceptual tool to carefully examine legal documents and tease out larger themes and 
representations of groups not immediately apparent within the texts” (Lugosi, 2001, p. 9). The constitutions will 
be read closely, paying attention to clauses indicating minority, cultural, and political rights. The new 
constitutional amending formulas will also be examined as legal rights are protected less if amendments have a 
low threshold.  
 As artifacts of law, constitutions matter because they detail the framework of possibility and boundaries 
by which a nation will be governed. Adam Czarnota (1995) contends that the “most obvious formal manifestation 
of future politics are new constitutions” (p. 83). Soviet and post-Soviet constitutions will be analyzed because 
Slovakia and Romania drafted entirely new constitutions in their consolidation paths, rather than reforming or 
amending the previous, Soviet era documents. If the constitutions differ radically from previous minority policy, 
then Soviet influence on the region cannot be ruled out as a factor driving policy. This would not suggest Soviet 
ideology was inherently discriminating of ethnic minorities, but rather, that the hegemonic threats and pressures 
of Soviet influence played on national insecurities and quests for retaining power over people and territory. 
Difference would also indicate a stronger commitment to constitutional framework, as hindsight reveals that 
Soviet era constitutions alluded to citizen rights, while masking communist party power (Wolczuk, 2007, p. 230). 
On the other hand, if minority clauses in the constitutions do not differ widely from previous content, then Soviet 
influence must be a lower ranking factor.  

2.1.  Limitations 
 
While constitutions offer insight to national values about the rule of law, they do so in a limited way. For 

instance, ethnic tensions could fester under the surface, masked by a government that was not concerned with 
fairness and equality along pluralist lines. The explosion of nationalist government policies following Soviet 
collapse demonstrates this (Szépe, 1999, p. 71). Rules and statements on paper do not account for much unless 
there are safeguards in place to ensure the enforcement of such rules. However, even with safeguards in place, 
laws do not automatically equate to actualization of values and rules. Further, Kataryna Wolczuk (2007) writes, 
“constitutional frameworks are intertwined with cultural, historical and economic factors to the extent that the 
actual functioning of political systems is not determined by, and thus cannot be attributed to, constitutional 
design alone” (p. 244). While a project measuring the effectiveness of all possible factors is beyond the scope of 
this study, the constitutional analyses will be supplemented by examining primary EU documents. In anticipation 
of enlargement and the possibility of accession, after careful research, the European Commission drew up 
progress reports with policy recommendations for each of the candidate countries to meet strict accession 
criteria. Using these sources offers insight to how an outside institution interpreted Slovakian and Romanian 
minority policies. The documents are also useful since the Commission is very specific about weak policy areas.  
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3. Results 

3.1. The (Czecho)slovakian Constitutions 
The federal composition of Czechoslovakia was addressed in Chapter 1, The Social Order, of the 

Czechoslovakia Constitution 1960. Citizen rights were set out in Chapter 2, stating, “Equal rights regardless of 
nationality, race, or sex are guaranteed. Education is free and compulsory to the age of sixteen; citizens of 
Hungarian, Ukrainian, and Polish origin are ensured ‘every opportunity and all means for education in their 
mother tongue’” (Constitution of Czechoslovakia 1960). The above suggests minority protection of minorities was 
in place under communist rule. The socialist model aspired to level all citizens to the status of workers, thereby 
fostering equality across the state, as opposed to different groups. However, there appeared to be room for 
pluralism as minority language rights were upheld. How this played out in practice is another matter. 

The Constitution of the Slovak Republic 1991, Preamble begins with, “We, the Slovak nation, mindful of 
the political and cultural heritage of our forebears, and of the centuries of experience from the struggle for 
national existence and our own statehood...together with members of national minorities and ethnic groups living 
on the territory of the Slovak Republic...”.  Here, we see primacy of historically Slovakian citizens and the struggle 
for sovereignty, and acknowledgment of minorities on Slovakian territory as distinct, but not Slovakian. Article 6, 
addressing language, states “(1) Slovak is the state language on the territory of the Slovak Republic. [and] (2) The 
use of other languages in dealings with the authorities will be regulated by law”, indicating strong nationalist 
sentiment among Slovakians, regarding language. No mention of the Magyar (Hungarian) language is striking 
considering 700 000 ethnic Hungarians reside on the Slovakian/Hungarian border (Ramit, 1994, 99). While there is 
vague mention of “other languages” being regulated in official dealings, there is nothing to suggest what that 
means for bilingual policy options. The vagueness potentially omits official protection of minority languages.  

 

 Article 12, the Equality Clause, states,  
“(2) Basic rights and liberties on the territory of the Slovak Republic are guaranteed to everyone 
regardless of sex, race, color of skin, language, creed and religion, political or other beliefs, 
national or social origin, affiliation to a nation or ethnic group, property, descent, or another 
status. No one must be harmed, preferred, or discriminated against on these grounds. 
 (3) Everyone has the right to freely decide on his nationality. Any influence on this decision and 
any form of pressure aimed at assimilation are forbidden.” 
 
In a functioning democracy, an equality clause is an essential constitutional ingredient, but such a clause 

can also present a legal loophole for dismissing minority rights on the premise that protecting minority languages 
violates constitutional rights, especially since promoting minority protection presents a case of ‘preferential 
treatment’ explicitly banned in Section 1. Section 3 discusses guarantees of protection against assimilation, which 
on paper sounds good, but one must wonder how this plays out in practice considering minority status is not 
protected. 

Part IV, Rights of National Minorities and Ethnic Groups, Article 34, is of particular interest. Rights to 
language are set out and guaranteed, albeit in a limited manner, with the right to education and civil groups in the 
mother tongue ‘acceptable’ under law. However, the onus to set up and maintain such institutions remains with 
the minority groups themselves, as set out in Article 1. This begs the question of where project funding might 
come from. Klaus von Beyme (2003) claims, “...the Slovakian formulation ...did not impose a duty but only 
mentioned the ‘right of ethnic minorities to learn the official language.’ This did not rule out the possibility of 
conflict with the Hungarian minority...” (p. 203). Following an aggressive attempt to enforce the use of Slovakian 
names of ethnically Hungarian cities and towns, the Council of Europe intervened (von Beyme, 2003, p. 203). Such 
constitutional omissions are interpreted as politically motivated restrictions on the use of Hungarian language by 
Hungarians, Slovakian and national (Szépe, 1999, p. 81). 
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Section 3 states, “The enactment of the rights of citizens belonging to national minorities and ethnic 
groups that are guaranteed in this Constitution must not be conducive to jeopardizing the sovereignty and 
territorial integrity of the Slovak Republic or to discrimination against its other inhabitants”. This means minority 
and ethnic groups may mobilize, but not for the purpose of pursuing separatist agendas, presenting a 
contradiction to the equality clause, Article 12, wherein, “No one must be harmed, preferred, or discriminated 
against on these grounds [of which political beliefs are included].” The rights of political parties are limited in that 
they must conform to national sentiment. In fact, “The Slovak Constitution provides that the President is to be 
recalled for activities against sovereignty, and that national minorities may not jeopardize Slovakia's sovereignty” 
(Albi, 2005, p. 31). Even someone in the highest office, then, can be ousted for showing sympathy for redrawing 
the borders along ethnic lines. Border insecurity presumably stems from desires to retain post-WWI territory. 
Finally, Title Nine, Transitory and Final Provisions, Article 152 (1), indicates, “Constitutional laws, laws and other 
generally binding legal regulations shall remain in force in the Slovak Republic unless they are in contradiction with 
this Constitution. They can be amended and repealed by the appropriate authorities of the Slovak Republic”. 
Ambiguous rights and the weak amending formula suggest a need for further constitutional development before 
legal equality can be achieved.  

3.2. European Commission opinion on Slovakia 
 In 1997, the European Commission published opinion reports on the progress of membership candidate 
countries. After thorough research, these reports included benchmarks each country was required to meet as a 
pre-condition to accession, specifically detailing the areas of each applicant’s barriers to accession for the aimed 
2004 benchmark. The opinions are measured against the Copenhagen criteria for membership outlined in the 
report as follows: 
  

“The associated countries in Central and Eastern Europe that so desire shall become 
members of the Union.  Accession will take place as soon as a country is able to 
assume the obligations of membership by satisfying the economic and political 
conditions.  Membership requires: 
 
- that the candidate country has achieved stability of institutions guaranteeing 
democracy, the rule of law, human rights and respect for and protection of minorities; 
- the existence of a functioning market economy, as well as the capacity to cope with 
competitive pressure and market forces within the Union; 
- the ability to take on the obligations of membership, including adherence to the aims 
of political, economic and monetary union” (1997).  
 

 Regarding the “Minority Rights and Protection of Minorities” section, Slovakia was performing poorly. Put 
simply, the ill treatment of minorities in Slovakia presented the largest barrier to democratic consolidation 
(Gyurcsik and Satterwhite, 1996, p. 519). The Commission asserted,  
 

“Minorities are protected first of all by a number of international norms.  In September 1995 
Slovakia ratified the Council of Europe’s framework convention on minorities.  However, it has 
not subscribed to recommendation 1201 of the Parliamentary Assembly of the Council of Europe 
which provides for the collective rights of minorities although without being legally binding. 
Following the signature in March1995 of a treaty of friendship and cooperation with Hungary, the 
Slovak Parliament accompanied ratification in March 1996 by two declarations denying 
recognition of based autonomous administrative structures” (1997). 
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Further, the Commission reported ongoing tensions between Hungarian minorities and the Slovakian 

government and the constitutional and legal framework lacked in that, while “It is true that other texts govern 
those of minority languages in specific fields (public life, courts, radio and television, public schools and road signs) 
but these do not cover all situations and there is still no overall [comprehensive] text”. These legal omissions have 
resulted in a political vacuum where discriminating policy such as cutting back on subsidies and funding for 
Hungarian cultural associations and the discontinuation of reports and records in bilingual (Hungarian/Slovakian) 
schools. Accession cannot take place until the treatment and lack of protection of Hungarian minorities in Slovakia 
is improved (1997).   

 
 

3.3. The Romanian Constitutions 
 Like Czechoslovakia, the pre-1989 constitution of Romania was modeled according to the Soviet 
framework of communism. “As had its predecessor, the 1952 constitution guaranteed full equality to national 
minority groups, and it also established an autonomous administrative unit for the large ethnic Hungarian 
population--the Hungarian Autonomous Region. The region was given its own council and local authorities, 
although these bodies were clearly subordinate to the organs of the central government” (Bachman, 1989). This 
clause seems to suggest Hungarian minorities in Romania enjoyed a protected status. However, history shows that 
the Romanian government pushed a brutal assimilation agenda, especially with the nearly extinct Csangos people, 
banning the use of Hungarian language and forcing people to relocate away from the Hungarian/Romanian border 
(Szépe, 1999, p. 73). These policies clearly violated constitutional laws and demonstrate how rights on paper that 
lack enforcement allows room for oppressive policy with no fear of accountability or repercussion.   
 Following the Soviet collapse, Romania drafted a brand new constitution in 1991. Article 1, begins, 
 

 “Romania is a sovereign, independent, unitary and indivisible National State. The form of 
government of the  Romanian State is a Republic. Romania is a  

 democratic and social State governed by the rule of law, in which human dignity,  
 the citizens' rights and freedoms, the free development of human personality,  
 justice and political pluralism represent supreme values and shall be guaranteed”.   

 
In the Nationalities Papers, Andrew Bell (1996) notes the first line of the new constitution renders the 

state indivisible (p. 500). Like the Slovakian constitution, this reflects insecurity around the borders of territory 
acquired in the interwar period. Such policy lends credence to the legacy theory.   

Articles 2 and 3, addressing Sovereignty and Territory, further enshrine the indivisibility of the state by 
declaring, “National sovereignty resides with the Romanian people, who shall exercise it through its representative 
bodies and by referendum. [Furthermore], no group or person may exercise sovereignty in one’s own name” 
(Article 2, 1991). Like the Slovakian constitution, the ambiguity of Article 2 leaves room for discriminate policies. 
Article 3 re-affirms the inalienability of the state.  

Under Article 4, “Unity of the people and equality among citizens”, issues of equality in the Romanian 
state are outlined,  

 

“The State foundation is laid on the unity of the Romanian people. Romania is the  
common and indivisible homeland of all its citizens, without any discrimination on 
account of race, nationality, ethnic origin, language, religion, sex, opinion, political 
adherence, property or social origin.” 
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Once again, equality on paper does not equate actualization. Moreover, there is nothing here to address, 
or even acknowledge, past inequality and discrimination against national minorities. In a similar vein, Article 6, 
“Right to Identity” declares, 

 

“The State recognizes and guarantees the right of persons belonging to national  
 minorities, to the preservation, development and expression of their ethnic, cultural, 
 linguistic and religious identity. The protecting measures taken by the Romanian State 
 for the preservation, development and expression of identity of the persons belonging 
 to national minorities shall conform to the principles of equality and nondiscrimination 
 in relation to the other Romanian citizens”. 

 
Again, we see a measure of equality on paper, but like Article 4, no commitment to redress past 

grievances are presented, and like the Slovakian constitution, it is unclear how such rights would be upheld.   
Moving on to language, Article 13 explicitly states, “In Romania, the official language is Romanian”. 

Elevating Romanian language status as the prominent and only official state language implies that in a nation of 
equals, ethnic Romanians are first and because minorities were addressed in the constitution, however thinly, 
regarding language concessions, “it would have been logical for the Romanian parliament to enact special 
legislation on the national minorities or the use of languages other than Romanian” (Szépe, 1999, p. 71-72).   
 Article 30 guarantees, “Freedom of expression of thoughts, opinions, or beliefs, and freedom of any 
creation, by words, in writing, in pictures, by sounds or other means of communication in public are inviolable. [In 
addition, a]ny censorship shall be prohibited”. The exception is that freedoms must conform to earlier 
declarations that forbid any concessions threatening sovereignty or promote the indivisibility of the state.   

Article 37, contents, 
 

“Citizens may freely associate into political parties, trade unions and other forms of 
association. Any political parties or organizations which, by their aims or activity, 
militate against political pluralism, the principles of a State governed by the rule of law, 
or against the sovereignty, integrity or independence of Romania shall be unconstitutional.” 

 
 The problem with this clause is pluralism in Parliament is denied (Gyurcsik and Satterwhite, 1996, p. 511). 
This is because political parties based on ethnicity, religion, or language are banned (Bell, 1996, p. 502). Although 
political parties based on ethnic lines were not unconstitutional, per se, in Romania, Hungarians are often 
perceived as a security threat to the country. Calls for strong minority rights are seen as a divisive attack on 
national order and society (Tóth, 1996, p. 428). This poses a threat to the stability of the country by fueling 
sentiment, which may erupt in violence and civil conflict in pursuit of autonomy. Moreover, rights claims pursued 
by Hungarian minorities are interpreted as a vehicle for separation, and therefore, also pose a potential treat to 
the territorial make up of the country (Jokay, 1996, p. 384). Any glimmer of national pride and push for rights and 
autonomy is automatically translated as a threat to sovereignty. When dominant policy discourse frames 
Hungarian minorities in this fashion, it is very difficult, if nearly impossible, for Hungarian minorities to improve 
their conditions, since any deviation from assimilation is viewed with deep suspicion, thus restricting options for 
pluralism. We saw this earlier with the Slovakian case where autonomy for Slovak Hungarians was equated with a 
weak Slovak state (Reisch, 1996, p. 459). Unlike Slovakia, however, the Romanian constitutional amendment 
formula is much stronger suggesting greater commitment to protecting rights. Article 148 (2), “Limits to 
Amendment’ asserts “no revision shall be made if it results in the suppression of the citizens fundamental rights 
and freedoms, or the safeguards thereof”. 
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3.4. European Commission opinion on Romania 

 According to the Commission report, Romania has fared quite well regarding Hungarian minorities, 
particularly vis-à-vis Slovakia. Representation in Parliament is increasing and minority protection laws have been 
drafted. Romania has ratified international agreements on the norms of protecting minority rights, including a 
bilateral treaty with Hungary concerning ethnic Hungarians (1997). However, there are shortcomings. For 
instance, “Article 236 of the Criminal Code punishing any person singing a foreign national anthem or carrying a 
foreign flag... [, an obvious]... attack on minorities” (European Commission, 1997). Aside from minority protection 
and rights, an area where Romania is steadily improving, the main area of weakness barring EU accession for 
Romania is deep-rooted corruption within government and lack of ability to enforce laws (1997). The minority 
question in Romania in this time period is difficult to analyze as protective measures are in place, on paper, but 
without enforcement measures. These legal shortcomings, along with cited corruption, delayed Romanian 
accession until 2007, opposed to Slovakian accession in 2004.   

 

4. Discussion 

 Under Czechoslovakian federalism, the constitution guaranteed minority rights in terms of equality for all 
peoples as prescribed by the Soviet model. The rise of nationalism increased following the Velvet Divorce, the 
break-up of Czechoslovakia, resulting in oppressive discriminating policy. Nationalism can be attributed to the 
newly found sovereignty of the Slovak nation and insecurity over losing territory to ethnic Hungarians. It could also 
be the case that such resentment towards minority groups always quietly existed under the blanket of socialism. 
Towards democratic consolidation, and especially following condemnation for the treatment of Hungarian 
minorities by the European Commission, Slovakia conformed to strict Copenhagen criteria, leading to eventual 
accession to the European union in 2004.   
 Some of the most brutal and oppressive treatment of Hungarian minorities occurred in Romania during 
the Soviet years. Policies of aggressive assimilation were pursued, including persecution for using the Hungarian 
language and goals of purging Transylvania of ethnic Hungarians. The new 1991 constitution still lacked ‘teeth’ to 
enforce minority rights, but ratifying international treaties with the Council of Europe and Hungary steadily made 
improvements. While corruption and weak laws delayed consolidation, Romania eventually conformed to pan-
European standards and joined the EU in 2007. 
 Thought stemming from legacy theory certainly possesses compelling explanations of why policy during 
the Soviet era and the immediate aftermath thereof was enacted. A key “feature of the post-communist 
constitutions of Central and Eastern Europe is that they are distinctly more protective of sovereignty than most 
constitutions in Western Europe” (Albi, 2005, p. 24). Given the legacy of oppression, this is not surprising. It does, 
however, lend credence to the theory of legacy as a strong factor driving policy. Such a causal factor, however, can 
be thought of as ‘too deep’, meaning its explanatory power does not fully capture the picture of why particular 
policy was implemented in the first place. Moreover, legacy theory provides no explanation for why the policies 
changed, or at least appeared to, after Soviet collapse (Kitschelt, 2001).   
  

Alternately, looking at the EU as the driving normative force has limits too. While the EU undoubtedly 
carries normative weight, the countries of Central Eastern Europe had to want to join a priori to any normative 
power to be exercised over the region. Because of historical oppression, countries would be unwilling to hand 
over newly found sovereignty, as demonstrated in the Preambles and opening articles in the post-communist 
constitutions. It could be argued, then, that the EU is not the driving force behind Slovakian and Romanian 
reformation of policy regarding Hungarian minorities, but instead, national determinism of self-interest, which 
happened to be joining the EU. Neither legacy theory nor the EU as a normative force thesis, in isolation, fully 
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explains why minority policy changed over time. Scholars like Herbert Kitschelt assert that good causal 
explanations come from theories that take deeply rooted institutional legacy factors, along with shallower social 
factors and triggers into account (2001).   

 

5. Conclusion 

 The aim of this study was to show how policies toward Hungarian minorities in Slovakia and Romania have 
changed over time what might explain changes, or lack of. In the Slovak and Romanian cases, policies toward 
Hungarian minorities did change. In the case of Slovakia, racist policies and sentiment mushroomed following 
independence. Eventually, in order to meet EU accession standards set out by the Copenhagen Criteria, Slovakian 
policy conformed, at least on paper, and joined the EU in 2004. Romania also showed a change in policy toward 
minorities from brutally oppressive and assimilation oriented, to protecting the rights of minorities, joining the EU 
in 2007. Neither legacy theory, nor understanding the EU as normative force adequately explains the reason 
policies changed. Taken together, however, both explanations offer a better account of why policies toward 
Hungarian minorities changed in Slovakia and Romania. This finding suggests the third hypothesis of a mid-point 
position showing a limited redrafting of policy is strongest. The implications are possibilities for ongoing tensions 
with little legal resolve. To fully realize the massive goal of social cohesion, national self-reflection of logic 
underpinning constitutional rights and design is good place to start. 
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Abstract. This paper aims to prove that an essential step for reaching the targets of the European Commission’s 

2020 Strategy for the EU to become a smart, sustainable and inclusive economy lies with the reform and integration 
of the governance at the level of the Union and especially the administration of its member states and the 
increasing democratization of EU institutions. It is only through administrative harmonization that economic 
cohesion can be assured. Specifically, the Union should extend member state reporting to areas of public 
administration, focusing on the efficiency and legality of its actions. Monitoring, akin to the mechanism for 
cooperation and verification of progress in Bulgaria and Romania to address specific benchmarks in the areas of 
judicial reform and the fight against corruption should be implemented with regard to all member states to ensure 
the good functioning of government with regard to implementing the steps of the 2020 strategy. 

Keywords: EU 2020 strategy, governance, democracy deficit, member state monitoring 

JEL K39 

1. Introduction 
 

Initiated by the European Commission (EU Commission) in March 2010 and approved by the Heads of States and 
Governments of EU countries in June 2010 the document89 sets out ambitious targets to be achieved within the 
decade 2010-2020 in areas such as employment, education, energy use and innovation with a clearly stated 
economic aim: to overcome the impact of the financial crisis and ensure economic growth in Europe. The latter of 
the two objectives is also intended as the main approach of ensuring Europe’s position in the world in the broad 
context of globalization.90 
The strategy, as laid out by the Commission, comprises three main areas of action:91  

• Smart growth: developing an economy based on knowledge and innovation. 

• Sustainable growth: promoting a more resource-efficient, greener and more competitive economy. 

• Inclusive growth: fostering a high-employment economy delivering social and territorial cohesion. 
Applying policies further detailed in the document should lead, according to the Commission’s concept, to 
concrete results (“headline targets”): 

• the employment rate of the population aged 20-64 should increase from the current 69% to at least 75%, 
including through the greater involvement of women, older workers and the better integration of migrants in the 
work force; 

• to increase innovation intensity while investing 3% of the EU’s GDP into research and development; 

                                                 
* e-mail: caius.luminosu@yahoo.com 
89 COM(2010) 2020, Brussels 3.03.2010; 
90 see COM(2010) 2020, p. 7,8; 
91 see COM(2010), Executive summary, p. 5, and detailed also in the various chapters of the documents; 
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• to reduce greenhouse gas emissions by at least 20% compared to 1990 levels or by even 30% under certain 
conditions; to increase the share of renewable energy sources in the final energy consumption to 20%; and to 
increase energy efficiency by 20%; 

• a target on educational attainment which tackles the problem of early school leavers by reducing the drop-out 
rate to 10% from the current 15%, whilst increasing the share of the population aged 30-34 having completed 
tertiary education from 31% to at least 40% in 2020; 

• the number of Europeans living below the national poverty lines should be reduced by 25%. 
All these targets commit both the EU and the member states, which should form a “partnership”92 to be able to 
implement this strategy of improved economic governance. This paper aims to present a brief and general analysis 
of the Commission’s concept from an administrative and legal point of view. No references will be made in relation to 

the economic aspects of the Commission’s document. 
 

2. Overview of the 2020 strategy’s procedural concept 
 

The need to analyze the procedural aspects of implementing the EU strategy for smart, sustainable and inclusive 
growth may seem rather secondary when compared to the compelling economic solutions to the immediate 
problems the Union is fraught with at this moment. Especially the economic crisis started in 2008-2009 wiped out 
“gains in economic growth and job creation witnessed over the last decade”93. However, as the Commission 
actually points out, these dire circumstances merely exposed the structural problems of the European block. The 
Commission refers only to demographic and economy-related issues, merely mentioning “differences in business 
structures”94 as an administration-related issue. Also the Commission observes how “reforms, or the lack of them, 
in one country affect the performance of all others”.95 All the other weaknesses seem to originate solely in 
economic interactions. 
 
On the positive side, when referring to what has been observed as functioning rather well during the first years of 
the crisis, the document mentions the common acting of the member states and the EU when combating  the 
problems of the banking system. 
 
If we observe the aforementioned conclusions made by the Commission, one can see that underlying the 
economic aspects there is always an administrative and legal component: 

The differences in business structures are present mainly because of the rather large differences in legislation 
between the member states. Also, the problem of a lack of perhaps necessary reforms, can be traced back to a 
lack of a legal framework that would make such reforms a matter of coordination and harmonization between the 
member states. These states are highly interdependent at an economic level, therefore influencing each other 
very much. In opposition to this, member states are at the same time very independent in any area of legislation 
where competence still lies in the hand of national legislators and not transferred to the Union. Herein lays the 
greatest potential of improvement and a great risk in the absence of any action. That is why the Commission 
pleads for “stronger external representation“, as well as “stronger internal co-ordination“. 

To solve this case and implement its strategy, the Commission proposes a “strong governance framework”96 based 
on two pillars: a thematic approach focused on the delivery of the main headline targets and country surveillance. 
The first pillar implies coordinated and harmonized actions of both the Union as well as the member states as 

                                                 
92 as stated in COM(2010) 2020, p. 6; 
93 COM(2010) 2020, p. 7; 
94 COM(2010) 2020, p. 7; 
95 COM(2010) 2020, p. 8 
96 COM(2010) 2020, p. 27; 
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partners. The second one refers to state reporting and evaluation, done by the Commission and the member 
states respectively.  

The actual legal instruments used would be in the first place the so-called Europe 2020 integrated guidelines 
which would be adopted by the Council following the opinion of the Parliament. These guidelines would comprise 
the agreed targets. Second, policy recommendations that will take the form of Opinions under Council Regulation 
no 1466/97 as well as recommendations under the Brad Economic Policy Guidelines (art. 120 TFEU and following 
articles). Enforcing such recommendations would be the responsibility of the Commission. 

The procedure proposed by the document would place the guidance and elaboration of the strategy in the 
competence of the European Council, on the basis of the Commission proposals. So far the procedure stays in line 
with the role of the Commission as the main actor of European integration. The European Council however, would 
step up from its rather moderate role, which is also stated by the modified co-decision procedures under the 
Treaty on the Functioning of the European Union (TFEU), to the main institution regarding the guidance of the 
Europe 2020 program. This step is motivated, in the opinion of the Commission, by the integrating role of the 
European Council with regard to the member states. 

The Council of Ministers keeps a specialist role activating according to its various formations, representing also a 
forum of exchange of policy information of good practices.97 

The Commission would also act as an executive body, monitoring the implementation of the strategy as well as its 
effects, presenting policy proposals, policy recommendations and warnings when such actions are required. 

The Parliament should play, according to the Commission’s strategy document “an important role in the strategy”, 
acting in conformity to the TFEU as co-legislator. Beyond this, the Parliament should mobilize citizens as well as 
the national parliaments. Also all national, regional and local authorities should implement the partnership, mainly 
by contributing to the elaboration of national reform programs as well as to its implementation. 
 
The Commission concludes that “by establishing a permanent dialogue between various levels of government, the 
priorities of the Union are brought closer to citizens, strengthening the ownership needed to deliver the Europe 
2020 strategy.“98 - an intention that closely follows and cites the provisions of art. 1 of the Treaty on the European 
Union (TEU). 
 

 
3. Evaluation of the procedure and of the role of European institutions 

The procedure seems at a quick glance consistent with the provisions of both treaties governing the Union – the 
TEU and the TFEU, also respecting the general layout and role of the various European institutions. The procedure 
is based on art. 120 and 121 TFEU on the economic policy of the Union. These articles provide also the legal basis 
for the analyzed 2020 strategy. However one cannot but observe that the Commission’s new strategy of economic 
governance focuses narrowly on the achievement of very detailed economic targets, proposing that one 
institution, the European Council, should take the “ownership” of the strategy, should “steer” it.99  

As defined by the TEU, the European Council, composed of the heads of state and government of the 27 member 
states has the prerogative to “define the general political directions and priorities“ of the Union (art. 15). But the 
European Council is prohibited “to exercise legislative functions” (art. 15 TEU). After coming into existence four 
decades ago, the European Council has been fully integrated into the institutional system of the Union only with 
the reform treaty of Lisbon. The nature of this institution is not undisputed, as it crosses the boundaries of 

                                                 
97 COM(2010) 2020, p. 29; 
98 COM(2010) 2020, p. 29; 
99 COM(2010) 2020, p. 29; 
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traditional state bodies as defined by legal and state theory. The European Council is widely regarded as part of 
the executive but through its large concentration of political power and its prerogatives with regard to guiding 
European integration and policy making, it can influence even the legislative process of the Union. This happens 
indirectly, with the Council as mediator, whose members are, at the member state level, subordinated to the 
members of the European Council. The Council’s attributions are both those of a European legislative (art. 16 I TEU 
and corresponding provisions of the TFEU) and executive. 

The Treaty of Lisbon has somewhat diminished the rather large legislative role of the Council – reducing also the 
influence of the European Council in this matter – by extending the use of the co-decision procedure and thus 
enhancing the role of the European Parliament. It was however precisely the intent of the last reform treaty on 
the EU – the so-called Treaty of Lisbon – to elevate the European Parliament more into the role of a real 
representative legislative body of the Union. But the Parliament’s role as an initiator of policy remains rather 
secondary, as the Council (and indirectly the European Council) and Commission retain this specific prerogative. 
This structure, imposing the primacy of the Council over other institutions is a vestige from the early days of 
European integration.100 

The European Parliament itself, the co-legislator on the Union-level (according to art. 14 TEU) should mobilize 
European citizens and national Parliaments and communicate joint views with the latter to the European Council. 
However those views would bear in practice little binding force on the other institutions if a regular legislative 
procedure is not required. This would lead to a large democratic legitimation deficit when implementing the 2020 
strategy. According to Section 6 of the strategy document101, the Council will be requested by the European 
Council to “make the necessary decisions” to implement the Commission’s proposals for specific initiatives, that 
would follow the recommendations and guidelines of the European Council. The Parliament’s role in this 
procedure remains unmentioned. Besides the strictly necessary procedural aspects, the direct representatives of 
the Union’s citizens would remain excluded from initiatives. 

This aspect only reemphasizes the weak democratic influence on the strategy and accordingly limits the citizen’s 
participation in important decisions on the Union level. That is in contrast to the aim of the TEU as stated in art. 1 
of the treaty. Of course, the entire procedure as proposed by the Commission respects the procedural provisions 
of the treaties. On the other hand, the treaties do not prohibit the participation of the Parliament from such 
actions and procedures either. Democratic institutions, such as the European Parliament, also have clear rules 
referring to accountability and transparency. The European Council’s activities are however sorely lacking these 
two aspects. Despite the fact that the European Council’s conclusions are legally not binding, they are usually very 
detailed and are an expression of the political consensus reached between the highest representatives of the 
member states.102 These very representatives do not have any accountability for their decisions made in the 
European Council and as such are not required to assume any responsibility regarding them. 

The Commission assumes with regard to the 2020 strategy its traditional role of an executive body with its old 
prerogative of legislative and policy initiatives as well as keeping its executive role. National, as well as regional 
and local authorities should have the obligation of implementing the strategy in partnership with the EU-
institutions. The Commission itself would start a monitoring process of these implementations, issuing yearly 
reports on the progress towards meeting the headline targets. This process is partially akin to the monitoring 
process established by the mechanism for cooperation and verification (MCV) of progress in Bulgaria and Romania 
to address specific benchmarks in the areas of judicial reform and the combat against corruption.103  

                                                 
100 see Sack, ZEuS 2007, p. 465 The author also references the decisional process within the European Council and its far-reaching influence 
on other institutions such as the Council and thus on the Union as a whole; 
101 COM(2010) 2020, p. 30; 
102 Bieber/Epiney/Haag, p. 135; 
103 established by the Commission decision C (2006) 6569, available on the European Commission’s website 
http://ec.europa.eu/enlargement/archives/romania/key_documents_en.htm, last retrieved 15.10.2011; 
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In contrast to the mentioned MCV, the monitoring with regard to the 2020 strategy allows the European 
Commission “to present policy recommendations or warnings, makes policy proposals to attain the objectives of 
the strategy and will present a specific assessment of progress achieved within the euro-area.”104 There are no 
explicit and special sanctions mechanisms provided or even intended. Of course, sanctions depend mainly on 
other subsequent legal instruments used by the Council and Parliament, or the Commission, as a means to ensure 
the implementation of the strategy. This leaves an actual “partnership”, as described by the Commission’s strategy 
document, in which cooperation is voluntary and not mandatory. That, in turn, poses another problem, one 
already encountered during the economic crises started in 2009 (and also before that)105: the problem of the 
member states’ willingness to implement internal reforms. As there is no legal obligation strengthened by means 
of coercion to modify the internal legislation of the member states, the effectiveness of any recommended actions 
remains a matter of speculation106. 

Concluding the evaluation, the following can be stated: 
The 2020 strategy is intended by the European Commission to represent an active approach to the mainly 
economic problems caused by the recent economic crisis. The purpose of this paper is not the evaluation of the 
proposed economic approaches, but of the procedures and the legal foundation of such measures. Considering 
the far-reaching effects the implementation of the strategy will have not only on Union level but even more on the 
legislation of the member states and implicit on the European citizens the aspects of 

• the democratic legitimation of measures which could affect many aspects of the lives of European citizens and 
that of 

• a proper mechanism of implementing the recommended changes in order to reach the desired results is 
observed to be left unaddressed by the Commission’s document. 
 

4. Observations and recommendations 
4.1 Democratic legitimation 

As presented in the section before, the Commission’s 2020 strategy leaves some sensitive areas of the European 
construction unaddressed. To the defense of the Commission it has to be said that the elaboration of a strategy 
regarding sustainable and social economic growth does not require addressing those issues. Leaving them open, 
however, could, on a medium or long term, slowly erode the ultimate goals of the Union, as stated in article 3 TEU, 
mainly those mentioned in para. 3: to combat social exclusion and discrimination, and to promote social justice 
and protection, equality between women and men, solidarity between generations... and promote economic, 
social and territorial cohesion, and solidarity among member states. 

The Union pledges to create “an ever closer union among the peoples of Europe, in which decisions are taken as 
openly as possible and as closely as possible to the citizen.” (art. 1 TEU) As presented above, the European 
Parliament’s role is rather reduced. It should motivate citizens but if it lacks the possibility to express the political 
opinions of those represented, the motivation would consist mainly in information campaigns. The modest 
turnout107 at the European Parliament elections could be an indicator of the perceived role of the institution 
within the decision-making process of the Union. 

The reform Treaty of Lisbon tried to adjust the situation by extending the co-decision procedure to more areas 
and therefore elevating the Parliament more into its intended role of a European legislative.108 However, the 
Council remains the Parliament’s “partner” in the co-decision procedure, but a partner that also has executive 
duties. As discussed above, the 2020 strategy, guided by the European Council, could be under circumstances be 

                                                 
104 COM(2010) 2020, p. 29; 
105 as mentioned above, during and after the accession of Bulgaria and Romania tot the EU in 2007; 
106 as seen in the cases of some member states. This does not necessarily imply a general condition existing at level of all member states; 
107 see http://www.europarl.europa.eu/parliament/archive/elections2009/en/turnout_en.html, last retrieved on 15.10.2011; 
108 see Schwarze, EuR Beiheft 1/2009, p. 9; Schoo, EuR Beiheft 1/2009, p. 51; 
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adopted and implemented with minimal interaction from the Parliament. The Council itself consists of members 
whose functions are based on a mediated democratic legitimation, through national parliaments, but having a 
larger role in deciding for the citizens of the entire Union, than the very direct representative of those citizens. 
Thus it is no wonder that decisions at the Union level, which in the present case will have a large impact on private 
persons, are perceived to be adopted in an un-transparent way, leading to a reduced acceptance and to a 
decreased effectiveness of those measures. 

In conclusion strengthening the democratic legitimation of the EU would not only lead to adherence to the 
Union’s purpose and values, as stated in articles 1, 2 and 3 TEU but also to the justification to use more effective 
means – such as sanctions – on non-complying member states. This would help and ensure reaching the projected 
goals of the 2020 strategy. 
 

4.2 Procedures 
 
The second aspect with regard to the Europe 2020 strategy lies within its implementation. As referred before in 
section 3, the proposed partnership between European institutions and the member states does not ensure the 
effective realization and achievement of the set targets. As observed by the Commission itself, because of the 
interdependence of the member states, it is recommended that all 27 states work towards the same goals in a 
coordinated manner but taking into account their specific circumstances.109 Such a closely coordinated and tuned 
action on the side of 27 member states is not easy to achieve. One should be reminded of the high number of 
infringement procedures opened against member states.110 And the reader should be reminded that in the case of 
an infringement procedure, sanctions are part of it in order to ensure its effectiveness.111  
 
As provided in the 2020 strategy, the only action that can be taken against a member state, that has failed to 
adequately respond to a policy recommendation of the Council or has even developed policies which are contrary 
to the advice, under art. 121 para. 4 TFEU, the Commission could issue a warning. It is however neither not clear 
what legal force such a warning would have, nor what consequences would arise if the warning fails its effect. 
Recommendations are legally non-binding, secondary Union law instruments of the European institutions. They 
are not provided with any direct effect for that matter. The doctrine112 holds that recommendations have, 
however some indirect legal effects, such as constituting a prerequisite for later actions – e.g. an infringement 
procedure. But a direct procedure for ignoring a recommendation of the Council is not possible due to the non-
binding nature of the act. The Council could decide (not taking into consideration the vote of the representative of 
the concerned member state) to address the member state in question a recommendation and to make that 
recommendation public. No further sanction is possible.  
 
Considering the complexity of the task at hand, as well as the implications at a national level when initiating 
administrative reforms, it is not provided that the absence of direct sanctions will achieve the desired results. The 
lack of will to conduct the necessary changes in one member state could possibly affect others or even the Union 
as a whole. 

As a proposal for remediation of this situation would be the creation of a sanctioning mechanism similar to the 
mechanism for cooperation and verification (MCV) of progress in Bulgaria and Romania to address specific 
benchmarks in the areas of judicial reform and the fight against corruption. The mechanism provides for clearly 

                                                 
109 COM(2010), 2020, p. 28; 
110 According tot the Commission‘s Annual Report on Monitoring the Application of EU Law, COM(2011) 588, p. 3, 
http://ec.europa.eu/eu_law/infringements/infringements_annual_report_28_en.htm, last retrieved on 15.10.2011, there are as of 2010 over 
2200 active procedures against member states;  
111 See the procedure of art. 258 TFEU, Müller-Graff/Scheuing, EuR Beiheft 3/2008; 
112 See e.g. Bieber/Epiney/Haag, p. 190; 
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determined sanctions in case of non-compliances with the Commission recommendations: the so-called safeguard 
measures (as defined in art. 37 and 38 of the Protocol to the accession treaty113) “including the suspension of 
Member States' obligation to recognize and execute, under the conditions laid down in Community law, Romanian 
judgments and judicial decisions, such as European arrest warrants.”114 The legal basis of the MCV is the accession 
treaties of the two states to the EU, the two countries having agreed on a voluntary basis into submitting to the 
monitoring mechanism. Such procedures cannot be implemented against the will of the current member states, as 
the TEU and the TFEU do not provide such possibilities. Revising the treaties would be the only option for 
providing a legal base for such actions. 

An effective sanctioning mechanism would greatly improve and ensure the compliance of the member states for 
the realization of the set targets of the 2020 strategy. Such a measure, which would cut deep into the remaining 
sovereignty of the member states, has to be balanced by granting more democratic participation rights to 
European citizens. Also, setting up or, better said, extending the MCV to other policy areas, some of which should 
be introduced into the treaties, like the fight against institutional corruption both on the Union and at the member 
state level, would ensure that necessary reforms would not be set off indefinitely by the states. An analysis of such 
an extension and its effects are however not the purpose of this paper.  

 

5. Conclusion 
 

The afore-mentioned mechanisms and procedures should be implemented with regard to all member states to 
ensure the good functioning of public administration with regard to implementing the steps of the 2020 strategy, 
as they represent a further guarantee that its high aims will become a benefit to the citizens of Europe and also of 
other states. They would represent a solution that would ensure the functioning of the Union not only on a short 
term, as a “crisis-only” solution, but a means to ensure the success of the European model on a long term. The 
institutional and conceptual reform of the EU must not be left aside, the main aim and at the same time main 
means for achieving this is the increased democratization of the Union. 
 
Also, the added EU-value on the global scene115 cannot limit itself to a purely economic aspect. As restated in the 
preamble of the TEU, the European Union also upholds certain political and social values. This is especially true 
after the entry into force of the Charter of Fundamental Rights of the European Union116 and the planned EU 
accession to the European Convention on Human Rights. Of course success is measured more easily on an 
economical scale and economic success – such as growth and prosperity – reinforces the political life and workings 
of a society. However, narrowing down and reducing a form of social organization merely to its tangible and 
material results would nullify most civilizing and cultural achievements of the European continent, depriving 
human society as a whole of a wide range of alternatives and perspectives. 
 

6. References: 
 
 
[1] *** Charter of Fundamental Rights of the European Union, Official Journal of the European Union (O.J.) no. C83/2010, p. 
389; 

[2] *** Consolidated version of the Treaty on European Union, Official Journal of the European Union (O.J.) no. C83/2010, p. 
13;  

                                                 
113 Protocol concerning Treaty concerning the accession of the Republic of Bulgaria and Romania tot the European Union, O.J. L 157/2005, 
p. 29; 
114 Commission decision COM(2006) 6569, point (7) of the preamble. 
115 COM(2010) 2020, p. 8; 
116 O.J. no. C83/2010, pp. 389; 



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 128 

[3] Bieber, R., Epiney, A., Haag, M., Die Europäische Union, Europarecht und Politik, Nomos Verlag, Baden-Baden, 2011; 

[4] European Commission, Communication from the Commission – EUROPE 2020 – A strategy for smart, sustainable and 
inclusive growth, COM(2010) 2020, Brussels, 3.3.2010, http://ec.europa.eu/europe2020/documents/related-document-
type/index_en.htm, last retrieved 15.10.2011; 

[5] Müller-Graff, Peter-Christian, Scheuing, Dieter (eds.), Gemeinschaftsgerichtsbarkeit und Rechtsstaatlichkeit, Europarecht 
(EuR), Beiheft 3/2008 

[6] Sack, J., Die EU als Demokratie – Plädoyer für eine europäische Streitkultur, Zeitschrift für Europarechtliche Studien, 2007, 
Vol. 3, p. 457; 

[7]  Schoo, J., Das neue institutionelle Gefüge der EU, Europarecht (EuR) Beiheft no. 1/2009, p. 31; 

[8] Schwarze, J., Der Reformvertrag von Lissabon – Wesentliche Elemente des Reformvertrages, Europarecht (EuR) Beiheft no. 
1/2009, p. 9; 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 129 

 

Research on opinions and attitudes of bookseller and increasing retail sales in the sales 
of books, through staff training 

Hristina Mihaleva 1  

1 PhD, Prof. Dr. Assen Zlatarov University 

Abstract. During the economic crisis, retail sales in the book sales dropped sharply. Businesses are not many 

options. Costs must be reduced quickly, due to reduced turnover. Very often this means the release of personnel and 
cost reduction benefits and salary. This analysis aims to explore attitudes, professional competence and motivation 
of staff and to provide evidence of the need to further their education 

Keywords: increasing retail sales, sales of books, staff training 

JEL Codes: M 31 

1. Introduction  

An enquiry has been performed within the period, as from 01.02. up to 30.03.2011, addressed to Havel 

Company staff. It is an organization which mainly deals with bookselling, disposing of bookshops in almost all of 

the large cities in Bulgaria. The real denomination of the above mentioned Company has been substituted by 

other one, due its Governing Body unwillingness to communicate some concrete facts concerning the function and 

the activity of this economic organization. The number of the enquired people have run up to 43, from 12 

commercial retail units in Bulgaria. Some of the bookshops are located in the same town or city, - generally, in the 

large residential areas, - while in the smaller towns or localities there is a single commercial unit only to function. 

The enquiry has been conducted during the meetings held with Company staff, through filling in of a 

questionnaire. This questionnaire consists of 9 questions structured into 3 (three) main blocks: Block A – 

Demographic; Block B – Self-assessment of professional competencies; Block C – Factors of motivation.  

This study has been assigned by the Governing Body of Havel Company. Its performing has been inspired by 

the aspiration on the part of the Manager Team to go on in search of additional potential in the person of the 

Company staff, through a profiled training, with the objective to increase the volume of the bookselling. 

 

This study has been provoked by the necessity of looking for proves in pros or cons the affirmation saying that 

booksellers miss such a professional preparation which could enable them to fulfill successfully, at a maximum, 

their obligations, of finding and examining the factors of a determining role for the achievement of a significantly 

improved quality of supply and sale of the product. Subsequently, it is provided, on the basis of the presented 

results, the application of specific methods for booksellers` training in selling books and other affined products (as 

musical disks, entertaining games, geographic maps, electronic dictionaries and encyclopedias are, as well as other 

similar ones, generally offered by the bookshops), in case the results arising from that enquiry evidence a need of 

a further profiled training. Along with what afore said, taking into consideration those trends which could be 

outlined in staff inclination and motivation, some eventual improvements would be proposed in the organization, 

to begin with an extra stimulation to be offered to the booksellers, thus making possible an increase of sales 

intensity and volume. 

                                                 
+   Corresponding author. Tel.: (+35956858144) 
    E-mail address: (ch.michaleva@abv.bg). 
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2. Exposure 

The study, which has been performed, aims at stating the need of an additional training within the sphere of 

the retail sales and more precisely, of books sales (as much as such goods are characterized by their specifics and 

profitable sale, a sufficient professional preparation of the booksellers is presumed to be obtained for that 

purpose). 

Object of study: professional competencies of Havel Company staff. 

Subject of study: Company Havel staff itself. 

Methods of performing the study:  

 Direct inquire; 

 Interviewing and observation; 

 Desk research; 

 Comparative analysis; 

 Structural analysis; 

 Processing of the enquiries  data and the results obtained from, using SPSS; 

Main task: It comprises a study of the staff professional competencies as regards to bookselling, the motives 

which stimulate the personnel to make greater efforts in that process, and the elaboration of appropriate 

methods for the training of the staff, on the basis of the total results that are to be obtained. 

Subtasks: 

 Preparation and elaboration of the respective enquiry, appropriate for the purpose; 

 Determination of the most important professional competencies of the staff as regards to books sales using 

the self-assessment methods for the purpose; 

 Elaboration of an appropriate enquiry; 

 Conducting of the enquiry; 

 Processing of the results obtained from it; 

 Analysis of the obtained results; 

 Drawing of deductions and conclusions; 

 Presentation of the methods for the training of the staff within the sphere of the profitable sales. 

Objectives of the study: 

 Examination of the booksellers` opinion, disposition and attitude to the main steps and techniques of the 

selling process; 

 Elaboration of an appropriate enquiry which should be directly conducted on the basis of interviewing; 

 Approval or rejection of the main hypothesis and the sub-hypotheses; 

 Summarizing the results arisen from the conducted analysis with the purpose to deduce conclusions from it; 

 Formulating of recommendations; 

 Preparation of appropriate methods for the training of the staff within the retail sale on the basis of 

booksellers` opinion, disposition and attitude, as well as of the recommendations given to them. 

Hypothesis: 

The main hypothesis says the dispositions characteristic for Havel Company staff are of various nature; 

though, it may be considered, first of all, the booksellers determine themselves as good professionals.  



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 131 

Sub-hypotheses: 

 The booksellers are convinced to be quite familiar with single stages of the selling process and to have a 

good command of them; 

 The booksellers need to improve the techniques of selling through training in that sphere; 

 The booksellers need an extra stimulation that could contribute to an increase of the sales volume. 

The software product SPSS is being used for data processing and analysis, and due to its unlimited possibilities, 

an extremely detailed examination of the problems has been achieved. 

a. Analysis 

 

 

 

 

 

 

 

 

Figure 1 shows the data about the sex of the staff employed by Havel Company. 

 

It is evidenced by the results, women, working for the organization, are predominant and their share amounts 

at 84, 75% which means that men are 15,25% only. The reasons for such an unequal distribution are two. As a 

first, it is a tradition that the places of work within the retail sales sector are predominantly filled by female 

representatives, which is especially typical for the lowest positions. As a second, there is the explanation that the 

wages and salaries in such positions are usually far from being high, and that is why such kind of job is seldom 

approved by the stronger sex representatives. To a certain extent, that distribution by sex is positive for the 

Company and its Governing Body objectives as a minimal increment of wages and salaries or an introduction of a 

stimulating system of payment would incite its staff to implement greater efforts into fulfillment of its duties, and 

most of all – in bookselling.  

Figure 2 represents the summarized results obtained from the enquiry to the booksellers and from the 

question saying: “How do you assess your own professional competencies? “, respectively. What makes 

impression is the fact the greatest percentage of the inquired people have graded themselves of a “good“ score 

taking into consideration the score scale from two to five. That means, slightly more than the half of the 

booksellers, and precisely, 54, 02 %, have placed themselves on a comparatively high position as regards to their 

professional standing (self-confidence). In the second place, there is the group of the self-graded of “ very good “, 

amounting at 31, 68%; such results are considered another proof for a good self-confidence of the staff to its own 

possibilities and competencies. 
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Figure 2. Self-assessment of booksellers` professional competencies. 

 

To a certain extent, such a high self-assessment (where a circumstance is taken into account that all of the 

self-graded, put together, amount at 85, 7%) may be explained by the fact there are young people who prevail in 

the teams and their experience is still far from making them estimate de facto their own competencies, as there 

are more than 10 000 titles to be supplied by the Company, but the green age of the employees logically does not 

enable them to get familiar with all of the above mentioned titles. That is the sequence of thoughts, exposed by 

the Governing Body and the affirmation, which has resulted from, that the booksellers have a much greater 

potential, but it is not fully exploited.  

The data, taken by Figure 2 show, however, there are also some members of the team, who have self-graded 

themselves of a “2“ (poor) score. Their percentage is relatively low, amounting at 1, 05% only; so, those people 

may be ignored for the needs of the analysis, as much as it results evident, some of them have been working at 

bookshops for a few weeks only. Summarizing, it is to be affirmed, on the basis of the Graphic 2, that the 

booksellers` grading is a good sign of their self-confidence to their professional competencies. Even in such a case 

when it is accepted they have a too high positioning of their key capacities, it might be used in their further 

training, as much as it would motivate them to rise to much more positive qualities and to get familiar with better 

techniques which should make them better booksellers. 

The high self-assessment may become also a barrier to training. A part of individuals presumably boycott the 

idea itself of training exposing the argument that “ they are already good enough at selling, being perfectly 

familiar with the product they sell; so, there is nothing new that merits to be learnt by them. “ 

Figure 3. It represents the results obtained from the reply given to the above mentioned question “Do you say 

good morning / afternoon to the customers entering the bookshop? “. It is extremely important for the staff to 

know every single stage of the retail sales process, as there is an idea to make the sales rise revealing all and any 

irregularity and gaps omitted by the booksellers. The customer has the sense to be an always welcome guest. And 

it very often may result decisive for the exit of the customer` s visit to the shop, or the bookstore, respectively. 
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Figure 3. Booksellers` answer to the question saying: “Do you say good morning / afternoon to the customers entering the bookshop? “ 

 

That is the reason, the answers may direct the study to achievement of purposes. What makes impression, in 

the first place, is the highest result gained by the booksellers greeting only their regular customer. These 

booksellers` percentage amounts at 32, 8%; that result definitely need a special comment, as the regular 

customers are very important and cannot be underestimated, being already won over for “ us “: the fact itself 

proving that the customers are regular states they have already made their choice in “our pro“. 

Such reflections do not mean, at all, that saying good morning or good afternoon to regular customers is 

wrong: what they rather intend to express is the following: if it is almost one third of all the booksellers to say 

good morning or good afternoon to their regular customers, it is a sign the personnel attention should be pointed 

to that same moment of welcome which is so important for any potential user. The amicable welcome is the very 

first step of the potential commercial process. It must not be forgotten shops exist to sell goods (services) 

welcoming customers. Along with that, the subdivision of the customers to regular and sporadic and, respectively, 

the sense that there are only regular customers who merit being welcomed, might keep at a significant distance 

those buyers who could guess such a misbehavior. The second position of 21, 9% is held by those booksellers who 

are next to say always welcome to all the customers entering the bookshop. That percentage is insufficient; and 

that is why the staff needs a clarifying of the act of welcoming and its significant importance for the exit or result 

of the selling. There is also another fact that is of interest: the share of booksellers who never welcome customers. 

That share amounts at 13, 1% and almost overlaps with the share of the newly hired people, though it cannot be a 

good excuse for such a misbehavior. In conclusion, on the basis of the results shown by Graphic 3, it may be 

summarized that there is an unequal necessity to clarify how important that welcome is to be said to the 

customers entering the commercial unit. The question 5 of the enquiry, given to the booksellers to be filled in by 

them, was saying: “Do you ask appropriate introductive questions to your customers? “ There is no doubt, a good 

trained retailer should be quite familiar with the process of selling and its single stages. A series of authors who 

are specialists working within the area of profitable sales express their opinion that good results in the sale sphere 

can be achieved by optimization of the entire process of contacting and of the attitude to the customer (see Tom 

Hopkins, Philip Cottler and others, Martin Limbeck and others). 
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Figure 4. Answers to the question saying: “Do you ask appropriate introductive questions? “ 

 

For that reason, the author does also express the same opinion that it is possible to increase the sales of books 

only in case each member of the booksellers` team is quite familiar with the process of profitable sales, being able 

to follow and apply it. The answer to the question pointed under number five in the questionnaire is indicative 

showing the staff ability to cope successfully with the next stage of the bookselling process (after saying welcome 

to the customer). But the results from the enquiry have rather shown uncertainty on booksellers` part. That trend 

is expressed by the opinion of those 39, 9% (thirty nine comma nine percentages) of the enquired people who “ 

think to ask true questions “. That same answer, by itself, reveals staff uncertainty as regards to one of the most 

important stages of the selling process. The communication between customer and seller lays on the basis of this 

process. A task of a primary importance for the bookseller does include not only establishment of a contact with 

the customer (user), by asking him true and purposeful questions, but to discover the customer` s needs (if 

necessary, even to create them) and to satisfy them. The only way to discover, as soon as possible, and to satisfy, 

as fully as possible, the customer` s needs, is to enter into an intensive conversation of information exchange 

between the two parties: the seller and the customer. It is appropriate to point attention to that same share of 

booksellers who are convinced in their abilities to dialog with customer(s), precisely the 12, 1% (twelve comma 

one percentages) of the enquired. Author` s opinion is that same share is too insufficient.  

The introductive questions, if are true, point the dialog to a direction that most often results decisive for the 

exit of the entire selling process. They predispose the customer to start a conversation where to share not only 

what is that to lead him to that same commercial unit (bookshop) but what exactly he needs. Such a constructive 

dialog led by a professionally trained merchant is the only way the seller could present the available and 

appropriate variants that would be able to cover the customer` s needs. There are 5, 3% of the enquired who have 

answered the following: “I think,… I` m afraid I don` t ask appropriate questions “, while other 15, 3% of them have 

also gone nearer to “ the team “ of the unsure after replying that “ “ I` m afraid, I` d rather miss to ask appropriate 

questions. “ Summarizing the results given by Figure 4, an unique deduction can be drawn out as a proof that the 

staff, employed by Havel Company , needs further professional training within the retail sale sphere. 
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Figure 5. Booksellers` evaluation on customers` awareness and demand. 

 

Figure 5. It presents information about booksellers` evaluation on customers` awareness and demand. That 

same question provides information that may be directed to several points. In the first place, the sellers, in a very 

short time, - often in a few minutes of observation and having a few words with a customer only, - shall be able to 

make their judgment on what type of temperament their customer seems to be. Such a fast “ scanning “ is often a 

very ability which usually is obtained by the seller in a couple of years of experience or through a good 

preparation, attainment and purposeful training. It is the type of the customer to suggest to the bookseller what 

kind of behavior should better correspond to his temperament. This study does not comprise more details about 

the types of temperaments or the possibilities to classify the different kinds of customers, due to the restricted 

volume of the publication. The right “ scanning “ applied to customers offers a possibility to the seller for a fast 

orientation as regards to customers` wishes and needs. Faster the sellers assess about what precisely their 

customer looks for, longer the time will be at sellers` disposal for paying the needed attention to all and any 

customers who are present in that same commercial unit (the bookshop), taking into consideration that the 

bookseller very often ought to serve contemporaneously several clients. 

The proper recognition of the customer type is a key to the supply of the most appropriate product which should 

satisfy to the maximum customer` s needs. There is nearly one third of the enquired whose opinion is that “ some 

customers know what they look for while other don` t know it “. That reply comes to support again the trend, 

already expressed by the previous questions: that a certain instability is perceived among the Company` s staff. 

The result is contradictive to that conclusion which has been initially drawn out and evidenced in figure 2. 

According to that figure, 85% of the enquired booksellers have self-assessed as good and very good professionals. 

Such a discrepancy is comprehensible, as the booksellers aspire to be completely and successfully realizable 

traders. That ambition is understandable as it is typical for each and any individual who trends to gain professional 

success. As for the negative answer to the question pointed out in Figure 5, it is rather explained by a necessity of 

acquisition of greater certainty and confidence in professional competencies (if the members of the team are 

recently employed, it is evident they miss both certainty and self-confidence). In the opinion expressed by one 

tenth of the enquired booksellers, “the customers always know what exactly they look for “ while slightly more of 
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the booksellers amounting at 14, 2%, think that “ the customers have no idea, at all, about what they look for “. 

Such contradictive results prove once more that the opinion of the majority of the staff is quite unevenly 

distributed in differing answers. Such kind of discrepancy indicates uncertainty. Summarizing the results drawn out 

of the Figure 5, it is to be affirmed the staff employed by Havel Company would fulfill more successfully its duties 

related to the increase of the sales volume if it is able to “ scan “ better and faster its customers and to guess their 

needs. Even in cases when “ the customer has no idea about what he looks for “, the good trader / seller must 

point out on his main task to identify and satisfy such unconscious needs to bring to a profitable end the 

bookselling process which means “ a satisfied customer and a realized sale “. Booksellers` long year experience 

often leads to a gain of the “ scanning “  ability; however, it is to be underlined, the professionally oriented 

training can save many years of practice accumulation based on the principle of “ trial, experience and error “. 

 

 

Figure 6. Booksellers` self-assessment to their abilities to measure up to customers` claims (objections). 

 

Figure 6 summarizes the information resulted from the booksellers` opinion on their abilities to manage with 

customers` claims (objections). That stage is a part of the selling process, examining the customer` s “ 

dissatisfaction  “ with product, service, price and all and any other possible things. Classifying objections is a very 

hard task, indeed, due to their variety; though, trials to systemize objections can be found out in profiled literature 

(see Herbert Paulerberg [7]). It is often mentioned, as regards to the retails, there are a lot of moments 

characteristic for the selling process when the customer expresses his or her uncertainty, when he or she needs 

more information about what to buy or when simply “ plays some tricks “. All those stages are parts of the 

communicative process with the customer; so, that is why they should be also considered parts of the sale itself. 

Good traders believe their customers “ troubles “ are not a motive for anxiety but a mere possibility and even 

opportunity to a better presentation of the offer, so they try to add more valuable information to the previous one 

and to clarify in details of the advantages of  the product offered by them. A bookseller who is well prepared 

would not cease to chase the objective of getting success in sales, even in case the customer expresses some 

objections regards to a product, because the seller is perfectly aware there techniques enabling him to cope with 

such problems. A seller who is talented has already achieved that secret system enabling him or her to overcome 

such   objections, due his or her sense and most probably, his or her long year experience, but these methods can 

be also acquired through a purposeful training. For example, one of the most frequent objections “it is too 

expensive “ could be suppressed by the suggestion of spreading the sum within a definite period or of a 
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persuasion insisting that the product in sale might not even be expensive enough for “ that matchless grandson or 

granddaughter “. The abilities to convince the customer require a series of steps that can be “promptly“ learned. 

The skill of getting the objections properly under control is often a decisive moment in the selling process. For that 

reason, the staff employed by Havel Company, has been asked about its opinion on the question and about how it 

can estimate its own professional skills to be equal to customers` worries. The greatest share of the enquired 

booksellers, amounting at 44, 7%, has replied they had rather measure up badly to customers` claims (objections). 

What makes impression is also the share of those enquired who has recognize to be unable to cope with their 

customers` worries. The opposite range of the scale, containing the answers of 2, 8% of the enquired booksellers, 

shows positive results given by those booksellers who are able to cope perfectly with claims. The deductions bring 

to a conclusion that the staff employed by Havel Company has been mastering with difficulties all the stages of the 

selling process. It may be summarized, the problem which has arisen is obviously serious, a defect revealed in the 

majority of the booksellers, which must be overcome. The management of each stage of the selling process plays a 

significantly important role for the achievement of the purposes, as it means, the realization of profitable sales. 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 7. Answer of the question saying: “How do you estimate the function between  

the efforts made in work and the remuneration received for? “ 

 

Figure 7 reflects the booksellers` opinion on the function expressing the efforts made by the staff in its work 

and the wages (salaries) received for. It is beyond the extents of that problem to cover the staff motivation in its 

entire complexity, as the question is concentrated only onto one of the multiple nuances, and precisely, onto the 

merely financial aspect of booksellers` satisfaction. The activities during the formation of the individual` s personal 

motivation are an extremely complex and multilayer process, and the formation of the motives results from a 

series of factors. According to Zl. Karadzhova, the motivation is defined as “a wish to achievement of high levels of 

efforts regards to the organizational goals…“ That definition satisfies author` s search, as much as it supports the 

aspiration of the Managerial Leadership to identify the personnel with the organizational goals. As about the 

extent to what it meets reality, it has been clearly evidenced by the results shown in Graphic 7. The majority of the 

booksellers express a significant disposition to afore said function, and precisely, there are 72, 4% of them whose 

opinion is to make a lot of efforts in their work and to receive a low wage (salary) for it. The last place is filled by 

0,8 % of the enquired, that is to say, by those ones whose opinion is opposite: less efforts implicated in work are 

highly paid. Summarizing the results drawn out of Graphic 7, it may be said there are several main trends. Slightly 

over two third of the enquired are not well motivated to go on fulfilling strenuously and successfully the 

organizational goals which have been set to them. Indicators that uniquely demonstrate a presence of deficits in 
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the system of the personnel wage (salary) formation, approved by Company. The personnel motivation is an 

important factor which influence onto achievement of the organizational goals, set to the staff, must not be 

underestimated. On that basis, author` s opinion supports the trend to improvement and perfection of the 

methods applicable to wage (salary) formation as an obligatory condition for personnel stimulation. 

 

3. Conclusion 

The research, conducted on the booksellers ` opinion, has been assigned by Havel Company Governing Body 

to produce evidence in pro or in con the set hypotheses. After performing a thorough data processing and 

analysis, the following results can be summarized: The first hypothesis can be accepted to be proved, due to the 

booksellers` point of view as regards to their own professional skills (see Graphic 2). 

The second hypothesis cannot be accepted to be proved because of the rather differing opinions expressed by 

the booksellers as regards to the selling process, which is illustrated by Graphics from 3 up to 6. As a result arisen 

from the entire study, it can be uniquely concluded the booksellers need improvement of the selling techniques, 

which may be achieved through training. The data shown in the last graphic deduct evidences to confirm a 

presence of some deficits as regards to the extra stimulation that may contribute to an increase of the sales 

volume. 

The personal sales are considered to play a decisive role for a short time achievement of the objectives set for 

the increase f the turnover. A good seller will be able to exert a positive influence, within a definite limits, onto the 

turnover of his r her section. Perhaps, there are no other marketing instruments of marketing communications, - 

as the personal conversation, carried on during the sales, is – which would be able to influence positively 

(negatively) onto the achievement of the marketing objectives. Along with that, it very often occurs that, through 

the bookseller himself, that fuzzy idea about a certain trade brand / service would become “ personified “. 

According to the author, the organizational goals, set to the staff, could be reached through a profiled training and 

improvement of the stimulating system for motivation of Company personnel.   

4. References 

[1] Herbert Paulerberg, Die Kunst, Bücher in Szene zu setzen: Schaufenster dekorieren, Themen visualisieren, Kunden 

interessieren, Lexika, 1999, ISBN 9783896942647, S. 98. 
[2]    Hopkins Tom, Selling for Dummies, Wiley Publishing, Inc., Hoboken, S. 23, ISBN 978-0-470-93066-3. 
[3]    Kotler, Philip, Lane Keller, Kevin, Bliemel, Friedhelm , Marketing – Managemant, Strategien für wertschafendes 

Handeln, 12., Aktualisierte Auflage, S. 164 – 189, Pearson Studium, 2007, ISBN978-3-8273-7229-1. 
[4]   Limbeck, Martin, Das neue Hardselling, Verkaufen heißt verkaufen - So kommen Sie zum Abschluss, Gabler, Wiesbaden 

2009, S. 118, ISBN 978-3-8349-1301-2. 
[5]   Patrick, Dunne, Robert, Lusch, James, Carver, Retailing, Seventh Edition, South – Western Cengage Learning, 2011, 

ISBN- 13:978-1-4390-4081-2, S. 528. 
[6]   Peter, Kenning, Ahlert Dieter, Handelsmarketing, Springler – Verlag Berlin Heidelberg, 2007, ISBN 978-3-540-40871-0, 

S.224-226 
[7]  Rhoads,G. K. et al. Retailing as a career: A comparative study of marketers, in: Journal of Retailing, Vol. 78, S. 71 -76. 
[8]  Караджова Златина, Управление на туризма, „ЕКС-ПРЕС” – Габрово, 2011, с.194, ISBN 978-954-490-252-0. 

 
 
 
 
 
 
 



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 139 

 
 

Environmental aspects of the globalization process 
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Abstract: Environmental issues, their scope and threats challenge the theoretical front to look for innovative solutions 
ensuring permanently sustainable development. The importance of this task grows in the globalization process, whose impact 
on the country is not always possible to exactly approximate, due to the inflow of direct foreign investment.  Effective 
environmental policy is a tool that enables the prevention of environmental problems under the condition that the ties 
between the economic and environmental systems are known.  
 
Key words: globalization process, positive and negative effects of globalization process, environmental policy, 
environmental risks, environmental policy tools, foreign direct investment.   
 
 

1. Introduction 
 

Globalization in its broadest meaning can be understood as a worldwide integration process that in some 
way affects all areas of human activities. Liberalization of international trade, flow of capital and investment, 
establishment of transnational corporations and later transformation of former socialist countries into market 
economies opened room for its deepening. 

Internalization of economies has long been the subject of economic research. Several authors, among 
whom members of the Club of Rome take eminent positions, pointed out its positives and negatives and on the 
basis of research on the interaction between economic growth, population, availability of natural resources and 
environment system capacity reached the opinion that economic growth has its limits and can have negative 
impacts on society and quality of the environment.117 

It is assumed that the scientific front inspired the UN General Assembly to establish the World Commission 
on Environment and Development in 1983, who investigated the conflict between the environment and economic 
system. The Commission took the opinion that in industrially developed countries it is necessary to change the 
character of production and consumption in order to reduce consumption of natural resources and decrease 
burdens on the environment.  

The Earth Summit in Rio de Janeiro (1992), Summit in Johannesburg (2002), as well as other summits 
including Copenhagen (2009) were held with intentions to achieve the above goals. At all summits it was 
congruently stated that environmental problems are global problems of the humankind, and prompt actions 
should be taken to avert the global collapse.  The summits pointed out that idleness in this area may be a fatal 
mistake for humankind. However, no agreement was achieved on problem solving procedures. We believe that 
environmental policy and its instrumentarium has its unfungible position in the globalization process and in the 
process of global environmental crisis. The significance of environmental policy is even more important in 
connection with the inflow of foreign direct investment (hereinafter “FDI”). Absence of effective environmental 
policy gives way to creation of the “environment trap”.  

The objective of this paper is to analyse factors affecting the environmental quality in the globalization 
process and to point out to various aspects of FDI impact on the environment and sustainable development. The 
paper comprises two parts. The first part of the paper analyses the globalization process with accent on its 
economic dimension, zooms in the economic policy and analyses factors affecting the environmental quality. The 
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117 Meadows, D.H. – Meadows, D.L. – Randers, J. – Behrens, W.W.: The Limits to Growth. Potomac Associates, 1972. 
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second part is dedicated to the analysis of positive and negative impingement of FDI on the economic growth and 
development and the host country's environment; this part also deals with policies of the competitive “fight” for 
FDI among countries that is realised through environmental standards.   
 

2. Globalization Process and Environmental Policy  
 

Globalization process, as a process of qualitatively higher level of the economic life internationalization, 
has several dimensions, namely: economic, social, political, informative, but also cultural.118 These dimensions of 
globalization process influence human behaviour in various ways, and apart from positive effects, they have also a 
differentiated impact on the environment.   

Economic dimension of the globalization process is linked with the liberalization of economic relations 
related to the growing importance of the international trade and FDI and capital inflows. This dimension of the 
globalization process is perceived by society predominantly in linkage to top macroeconomic indicators, such as 
economic growth and employment. In this connection less is said about ecological dimension, while the economic 
integration, realised via international trade and inflow of FDI and capital, is an essential factor that influences the 
environmental quality and sustainable development of a country, both in positive and negative ways. It reflects 
the fact that on the one hand the globalization process enables economies to carry out structural changes, 
increase employment and revenues of the inhabitants and public budgets and implement environmental 
technologies, as well as to open access to markets that prefer environmentally suitable products. On the other 
hand the globalization process can influence the extent of exploitation and pollution of environmental resources. 

Environmental policy as a trans-departmental state policy is a tool that enables to enter decision-making 
processes in the sphere of entrepreneurs and consumers on all levels of management, with the aim to achieve 
changes in subjects’ behaviour, in accordance with generally acceptable principles.119 

Environmental policy is in theory perceived two-dimensionally, that means in its narrower and broader 
definition. The narrower definition of environmental policy involves all activities of the state that are connected 
with ensuring environmental goals.  Its integral part is inter alia the creation and implementation of an 
instrumentarium.120 Broader understanding of the environmental policy perceives environmental policy as an 
activity, which in comparison with its narrower definition includes also a potential change in the political 
subsystem structure, so that it is able to resist the ideological and state-legal pressures and to influence relevant 
subsystems which by integration of goals will support their achievement.121 

Environmental policy development process is influenced by a number of factors such as:  
- the political climate, so-called willingness to solve the environmental issues that affect economic, 

social and cultural factors,   
- the applied instrumentarium and its economic effectiveness and environmental  efficiency, 
- the extent of stimulating function reflexion in the applied instrumentarium,  
- facilitation of more effective instrumentarium . 

                                                 
118 Panayot, T.: Globalizácia a životné prostredie. CID Working Paper No. 53, Júl 2000. Environment and Development Paper  No. 1. 
119 In environmental policies of developed as well as transforming economies are mostly applied the following principles : 

- The Polluter Pays Principle, 

- The Subsidy Principle, 

- The Prevention Principle, 

- The Principle of Subsidiarity, 

- The Proximity Principle, 

- The Principle of Economic Effectiveness, 

- The Fairness Principle, 

- The Sustainable Development Principle. 
More details can be found in ROMANČÍKOVÁ, E.: Finančno-ekonomické aspekty životného prostredia, Bratislava: ECO INSTRUMENT, 
2004. ISBN 80967771-1-4 
120 ROMANČÍKOVÁ, E.: Finančno-ekonomické aspekty životného prostredia, Bratislava: ECO INSTRUMENT, 2004, s. 25. ISBN 
80967771-1-4. 
121 LISÁ A.: Efektivita politiky životního prostředí – Ex-post analýzy. In: ŠAUER, P., DVOŘÁK, A. (eds.): Príspevky k metodológii ex-post 
analýzy v politice životního prostředí III. Praha, 2008. ISBN 978-80-904032-1-5. 
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In relation to development of environmental policy, Roberts, J. mentions its five basic elements as follows: 122 
- political environment, 
- inputs (she divided them into three categories: inputs arising inside the political environment, public 

support and availability of resources), 
- government decisions, 
- outputs – approval of  instrumentarium, 
- implementation of instrumentarium. 

We would like to point out that a consistent “identification” of the most important factors that influence 
the environmental quality, i.e. not only those that emerged, but also those which can spring up as a result of the 
ongoing globalization processes, has to precede the environmental policy development process reflecting the 
principle of sustainable development.  In its essence it means the environmental risks, as well as the uncertainty of 
their origin should be known. Only consequently, on the basis of a consensus, the environmental policy principles, 
achievable goals and priorities of the environmental problem solutions in the short, medium and long-term 
horizon and ways of funding environmental problems can be defined.  
 
2. 1. Factors affecting the quality of environment   
 

Identification of factors allied with the threats for the environmental quality requires evaluation of  
“channels” that give way to deterioration of the environmental quality.  Among such channels may be involved: 

- economic growth and its material and energy demandingness. An increased economic activity in a 
country may or may not affect the environmental quality. Positive effects always arise when the 
increased economic activity is reflected in the economic growth achieved by means of technologies 
that create smaller environmental burden.  Negative effects arise when the economic growth is 
concurrently followed by an increased burden on the environment. 

- structural changes that influence economic activities in a country. The goal of the environmental 
policy should be the effort to create space for transition from productions which excessively burden 
the environment to less burdening productions and services. 

Trade liberalization, which facilitates purchase and the following use of environment friendly technologies, 
contributes to implementation of the structural changes in the country, but also opens markets for trading with 
countries whose consumers prefer so-called green products.123 We believe that broader application of the 
environment friendly technologies requires stimulation of the business sphere by the state, so that they to some 
extent participate in the effects resulting from the lower burden on the environment. In this regard it is important 
to have available such environmental policy tools, which will enable to compensate the business sphere for higher 
costs (tax reliefs, write-offs, subsidies for purchase of environment friendly technologies, etc.). 

Among the main areas, in which implementation of structural changes will facilitate higher ecological 
effects, may be included the following:  

- innovation of production – it means lowering the burden on the environment caused by the product 
itself. Innovation of the production should lead to production of environment friendly products. 

-  technological process change – during which less pollutants are emitted, or in connection with their 
production the consumption of material and energy will be decreased. 

- substitution of production inputs – environment unfriendly production inputs are substituted by the 
more environment friendly inputs.   

We would like to remark that positive effects of structural changes may be to some extent eliminated by 
increasing the volume of manufactured production, however, only on the assumption that the increased volume 
of production heightens the pressure on the environment. This may not be the case when top technologies are 
applied.  

- Increased income of the population as a factor influencing the environmental quality is usually 
connected with the increased consumption of goods and services. Negative side of higher 
consumption is the increase in production and waste liquidation that leads to excessive burden on the 

                                                 
122 Roberts, J.: Environmental Policy. London: Routledge, 2004. ISBN 0-415-19886-0 
123 There are a number of  theories on the trade liberalization impacts on environmental quality, which  deal with positive and negative effects 
on the environment.. Negative effects of liberalized trade on the environment are explained in the“Race to Bottom” and “Pollution Heaven” 
theories. The “Porter Hypothesisq shows positive effects of trade liberalization.  
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environment. On the other hand, higher incomes of the population create good conditions for 
enhancing pressure on the environmental quality improvement. In this connection we have to 
mention that decline in pollution, which Kuznets. S. justifies by the increased incomes124, was besides 
other factors caused by the globalization process. In developed economies it opened space for 
restructuring their economies towards transition from highly environmentally demanding productions 
to less demanding ones.  

- Legislation applied to the environment can be environmentally effective and thus negatively or 
positively influence the environmental quality. 

Strict environmental legislation may negatively impact the economy in the sense that the investors will 
move to other countries, namely to those ones, which in the effort to attract investors “softenq the 
environmental legislation. Globalization process so theoretically gives way to transfer of pollution from one 
country to another, while the volume of pollutants in the global environment system remains unchanged. On the 
contrary, as a result of a more distinct economic growth in the investor's host country and the consequent 
increase in the income of the population, the levels of pollutants may rise.  

 
2. 2. Foreign direct investment, its positive and negative impact on the environment  

According to internationally acknowledged definition by the International Monetary Fund125, FDI  
represents a category of international investment which reflects the goal of the residential subject of one 
economy (direct investor)126 to acquire a permanent share in the  company with its seat in other economy (direct 
investment enterprise). The existence of a long-term relationship between a direct investor and an enterprise in 
the host country and a considerable degree of the investor's influence on the management of the particular 
enterprise is anticipated (“long-term interest”).  

FDI has positive impact on the economic growth and development of the host country: growth of GDP, 
drop of the unemployment rate, increase in export efficiency with positive impact on the balance of payments, 
increase in tax revenues, stimulation of infrastructure development, growth of the production potential of the 
country and labour productivity  (resulting from transfer of new technologies, know-how, work and managerial 
methods, knowledge and skills), improvement of business environment and business ethics, involvement of local 
companies in subcontracting  (so-called “crowding in” effect), growing competition and competitiveness of the 
companies and stimulation of innovations.  

Some of the negative impacts of FDI inflows on the host country's economy are as follows: elimination of 
competition through acquisition of the company in the host country with the objective to lower or wind up its 
production, “crowding out” the producers that are unable to compete off the market (so-called “crowding out” 
effect)127, increase in the unemployment rate resulting from the application of top technologies, deterioration of 
the balance of payments as a result of prioritization of foreign subcontractors, or repatriation of profits, unequal 
competition between enterprises in foreign ownership and domestic enterprises due to selectiveness in 
investment incentives, or possible transfer of outdated technologies, which cannot be used in the foreign 
investor's country because they do not meet the environmental standards. 

With regard to the importance the FDI gained during the last decades,128 it is necessary to investigate their 
impacts on the environment. An important share of FDI, mainly in developing countries, is explicitly directed to 
sectors which considerably burden the environment. In addition, right in current period of the global financial and 
economic crisis, the world-wide decline in FDI may account for a serious problem in many developing countries, 
because FDI are their main external source of gaining capital. In this context, it is important that the countries, in 
their effort to attract foreign investors, should consider not only economic but also environmental aspects of this 
process.  

                                                 
124 KUZNETS, S.: Modern Economic Growth: Rate, Structure and Spread. New Haven, Conn.: Yale University Press, 1966. 
125 Balance of Payments Manual. IMF, 1993. Available at: <http://www.imf.org/external/np/sta/bop/BOPman.pdf>. 
126 Direct investor can be for example an individual or a group of individuals, public or private enterprise, or a group of mutually interlinked 
enterprises, government or governmental unit, syndicate or other consortium of companies, or any combination of the above options.   
127On the other hand, this process has a positive influence on the  overall effectiveness of the economy.  
128 While in 1982 FDI flow achieved  “only”” the sum of  $ 58 billion USD, in 1990 it was $ 207 billion USD and in 2007 a bumper $ 1, 
979 billion USD. 
More details in: Romančíková, E.: Finančno-ekonomické aspekty ochrany životného prostredia. Bratislava: ECO INSTRUMENT, 2004. 
ISBN 80-967771-1-4. 
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2.3. Environmental Impacts of Foreign Direct Investment  

FDI have positive and negative impacts on the environment.129 The most essential ones are as follows: 
- effect of production volume,  
- effect of technology, 
- structural effect, 
- income effect. 

The effect of production volume expresses the level of environment pollution as a result of the increased 
volume of economic activity (output) in a host country,  provided that the structure of output and the used 
production technologies remains unchanged (i.e. unchanged emission coefficients), by both the foreign investor 
and his subcontractors. This effect flows mainly from the “Green Meadow Investment”, or from investment to 
expansion of the already existing enterprises  (i.e. not from fusions and acquisitions when only the owner is 
changed.). 

Effect of technology means reducing the extent of damage to the environment as a consequence of using 
“cleaner” technologies.  This effect arises when foreign investors bring technologies in the host country, which are 
in comparison with technologies of the local enterprises more friendly to the environment, for example they are 
less energy demanding and systems of environmental management are used in their application. This effect is 
usually manifested in developing countries.  

The experience has shown that multinational corporations have the tendency to observe consistent 
technological and environmental standards in the countries of their operation.130 The reasons for such behaviour 
are as follows: 

- it is more effective for them than modification of their standards for the level required in the 
particular host country. In order to “pass muster” also in the country with the most strict 
requirements, the level of the applied standards is set relatively high;  

- environmental standards are an important element of the corporate identity and are considered to 
be the key factor of competitiveness. 

The effort to implement environmental standards may however encounter with obstacles, such as for 
example insufficiencies in the host country's infrastructure (e.g. missing drainage and sewerage network for 
cleaning and draining sewerage water). A problematic situation occurs when a foreign direct investor observes 
stricter environmental standards, but the production of intermediate products, or services that have negative 
impact on the environment “transfers” by means of outsourcing to local suppliers, who do not always observe the 
stiffened up standards. On the other hand, the positive technological effects activated by foreign investors may be 
multiplied by taking over and introducing modern technologies and know-how by other local subjects (spill-over 
effect), what consequently means that: 

- competitive producers will endeavour to improve their technologies and products,131 
- suppliers will have to meet certain technological standards in case a foreign investor requires them to 

do so, and in this sense the foreign investor may even provide them technical support,    
- consumers will gradually change their attitude in favour of the products, in production of which 

certain environmental standards are observed,132 
- employees, who will be transferred from the foreign investor's enterprise to the local producer's 

enterprise, will apply the acquired knowledge and experience. 
Structural effect represents the impact on the environment caused by the change of the sectoral structure, 

the foreign investor contributed to in the host country. This change depends mostly on the fact whether  a host 

                                                 
129 In practice it is not always easy to differ environmental impacts FDI  and local enterprises activities. Marginal effects of FDI may under 
various circumstances occur at various levels, or may not be manifested at all.   
130 Foreign Direct Investment and the Environment. An Overview of the Literature. OECD, 1997. Available at: 
<http://www1.oecd.org/daf/mai/pdf/ng/ng9733r1e.pdf>. 
131 To what extent will the competitors have the chance to “imitateq foreign investor  ( reverse engineering), will depend on the right to  
intellectual property applied in the host country.  
132 The above does not relate to the industries producing intermediate products (they are generally industries with great demand for natural 
resources and polluting the environment), i.e. enterprises are not exposed to  “pressure” to increase their environmental effectiveness from the 
side of consumers.  
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country has a comparative advantage in the  industries burdening the environment, or on the contrary, in “eco-
friendly” industries, as well as on the level of the environmental standards commonly applied in the host country.   

Income effect, caused by an increased employment rate, incomes of the population in the host country, as 
well as public budget revenues,  has a positive impact on the environment. It is assumed that the increase in 
incomes is also enhancing the demand for environmental quality, what under the pressure of public opinion 
challenges the government to stiffen up the environmental standards and more consistently ensure their 
observance,133 as well as to invest in the control systems and prevention of environmental damage. Increase in 
public budget revenues also solves the problem of funds for environmental investment.  

Estimation of the FDI impact on the environment of the host country anticipates execution of a detailed 
economic and environmental analysis that will state the finite impact of the above mentioned effects. 

One of the concepts clarifying the impact of FDI on the environment is the so-called environmental 
Kuznets curve (EKC), which was elaborated on by Grossman and Krueger.134 EKC expresses dependence of the 
environment pollution level on the income per capita.135 This dependence has the shape of upside-down letter 
“Uq. That means that the economic growth may cause environmental problems rather in relatively poor 
countries, but pollution levels tend to stop at certain stage and then gradually decline, because a demand for the 
environmental quality tends to rise with high incomes. Grossman and Krueger differentiated 3 sources of 
economic growth impact on the environment: the effect of production volume (economic growth), structural 
effect and effect of technology, which included also the income effect. Validity of the curve was proved also 
empirically and concurrently an approximate income level, at which the pollution levels start to decline, was 
calculated.136 

Validity of EKC cannot be generalized. Its anticipated shape is valid only for some substances.137 For 
example it is not valid for substances that have been the cause of global environment pollution (e.g. CO2 

emissions). 
 

2.4. Environmental standards as a  competitive “fighting” tool for foreign direct investment   
Liberalization of international trade and investment has led to a significant increase in FDI volume and to a 

more severe competitive “fighting” for foreign investment among the countries. FDI inflow is generally evaluated 
positively in the host countries, therefore the countries endeavour to attract as many foreign investors as possible. 
In their effort to pass muster in this “fighting”, they offer various financial or qualitative investment incentives, or 
in common practice they change the commonly applied environmental standards. Investors can be motivated 
even before their “pre-entry”, for example by an existing legislative and regulatory framework, licence 
requirements, etc., or post-entry, e.g. by the requirements to observe the legal rules, the consequent regulation of 
the respective industry, etc. 

In common practice, it is generally complicated to identify the correlation between FDI inflow and the 
extent of environmental regulation and to answer the question if there exists competitive fighting for FDI via 
environmental regulation among the countries. More stringent regulations may be influenced by several factors, 
including the local and community “pressures” or requirements of the private sector. On the other hand, the 
absence of legislation may be related to the institutional deficits, limited financial resources, as well as to the lack 
of political willingness to solve environmental problems. 

At present the best known competitive “fighting” policies for FDI among countries are the following: 
- the “race to the bottom” policy, 
- the “regulatory chill” policy, 
- the “race to the top” policy. 

                                                 
133 Liang, F. H.: Does Foreign Direct Investment Harm the Host Country’s Environment? Evidence from China, Nov. 2008. Available at: 
<http://ssrn.com/abstract=1479864>. 
134 grossman, G. M., Krueger, A. B.: Environmental Impacts of a North American Free Trade Agreement. NBER working paper No. 3914, 
Nov. 1991. 
Authors came out from the original Simon Kuznets curve expressing the relationship between the income per capita and the rate of inequality 
in the distribution of wealth.   
135 EKC is stated here, because  FDI is (mainly in developing countries) an important factor contributing to the economic growth. 
136 The calculated income level per capita was for a majority of investigated types of emissions on the level of nearly USD 8,000. 
137 Grossman, G. M., Krueger, A. B.: Economic Growth and the Environment. NBER working paper No. 4634, Feb. 1994. 
Also the above mentioned empirical study of EKC authors was related only to the local air emission in the towns.   
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Within the “race to the bottom” policy 138 many countries in their endeavour to attract foreign investors 
have the tendency to soften their environmental standards, or not consistently use the mechanisms for their 
control and observance. Such policy may be developed in the absence of unified international standards, or by 
investors themselves, who condition the entry of their investment by a softer environmental regulation.  
Deterioration of the host country environment, potential softening of the environmental standards also in other 
countries, as well as increase in pollution amounts on the global level are the negative environmental impacts 
resulting from such policy application. 

In applying the “regulatory chill”139 policy, the country will not stiffen up its environmental standards, 
which will so remain “stuck in the mud” It is caused by the fear that if the country were the first to apply this 
measure, its competitiveness in obtaining new, or retaining the existing foreign investors (the “first mover 
disadvantage”) would be weakened in comparison with other countries, or by the apprehension that the local 
enterprise competitiveness would be downgraded.  

The “race to the bottom”, as well as “regulatory chill” policies come out from the so-called “pollution 
havens”140 hypothesis. According to this hypothesis foreign investors make foreign investment in the country with 
softer environmental standards to save on the environmental costs (i.e. cost that the enterprise must spend to 
meet the environmental standards of the host country).141 

Experience has shown that the environmental standards influence decisions regarding allocations of 
investment to an enterprise, mainly in industries demanding natural resources (such as the extraction of raw 
materials) and  in industries which generate significant levels of pollution.142 As the environmental costs of 
enterprises in these industries would be in the case of strict standards too high, they have become a decisive 
allocation criterion of investment. Products of these industries are usually homogeneous, therefore even a slight 
change in the amount of costs would have a considerable impact on the profitability and market position of 
a particular foreign investor's enterprise (elasticity of demand is relatively high).143 In the least developed 
countries, the major part of FDI is directed to those industries.144 

In contrast to the previous two alternatives, the “race to the top” policy is based on the assumption that 
stiffer environmental standards and a consistent and transparent environmental policy improve the competitive 
position of the country in gaining FDI. Such policy from the long-term view stimulates enterprises to introduce 
technological innovations and to increase effectiveness  that will eventually result in investors’ total cost savings. 
Stiffening of standards may also be the result of a country's effort to match with the standards of other countries, 
so that the local enterprises in certain industries (e.g. in industries manufacturing environmentally sensitive 
products) are able to compete. Investors themselves are very often interested in the stiffening of environmental 
standards and in this respect they exert pressure on the host country. 

Application of the “race to the top” policy is based on the so-called “pollution haloes” hypothesis, 
according to which foreign investors prefer countries, where environmental standards are consistently 
observed.145 In many cases foreign investors are even interested in applying more modern and cleaner 
technologies and environmental management systems necessary with regard to the standards.146 Investors come 

                                                 
138 Fortanier, F., Maher, M.: Foreign Direct Investment and Sustainable Development. In: OECD Global Forum on International Investment, 
Mexico City, 26-27 November 2001. Available at: <http://www.oecd.org/dataoecd/54/19/2408079.pdf>. 
139 Fortanier, F., Maher, M.: Foreign Direct Investment and Sustainable Development. In: OECD Global Forum on International Investment, 
Mexico City, 26-27 November 2001. Available at: <http://www.oecd.org/dataoecd/54/19/2408079.pdf>. 
140 Fortanier, F., Maher, M.: Foreign Direct Investment and Sustainable Development. In: OECD Global Forum on International Investment, 
Mexico City, 26-27 November 2001. Available at: <http://www.oecd.org/dataoecd/54/19/2408079.pdf>. 
141The above activities are usually termed in literature as  “environmental dumping”, “technology dumping”, “capital flight”, or “industrial 
flight”. 
142 Mabey, N., Mcnally, R.: Foreign Direct Investment and the environment. From pollution havens to sustainable development. WWF-UK, 
1999. Available at: <http://www.wwf.org.uk/filelibrary/pdf/fdi.pdf>. 
143 Foreign Direct Investment and the Environment. An Overview of the Literature. OECD, 1997. Available at: 
<http://www1.oecd.org/daf/mai/pdf/ng/ng9733r1e.pdf>. 
144 Mabey, N., Mcnally, R.: Foreign Direct Investment and the environment. From pollution havens to sustainable development. WWF-UK, 
1999. Available at: <http://www.wwf.org.uk/filelibrary/pdf/fdi.pdf>. 
145 Foreign Direct Investment and the Environment. An Overview of the Literature. OECD, 1997. Available at: 
<http://www1.oecd.org/daf/mai/pdf/ng/ng9733r1e.pdf>. 
146 Low environmental standards may, however, discourage investors from investing in a particular country, for example in the case of 
a foreseen enterprise acquisition in the host country, in fear over  the “inherited” responsibility for repairing damages to the environment from 
the past and bearing the repair costs and costs associated with environmental modernization of production facilities.    
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out of the assumption that it will bring them competitive advantage either in the form of lower costs resulting 
from the positive approach to the environment, or in the form of higher yields from the sale of products to 
environmentally aware consumers.147 

In general, negative impact on the competitive position of the country in attracting FDI was not proved 
during implementation of the  “race to the top” policy in practice.148 Implementation of this policy is suitable 
mainly in industries, which manufacture environmentally sensitive products, and mainly in the high living standard 
countries. The above mentioned environmental policy is appropriate also in industries with high demand for 
energy or technologies, in which enterprises can achieve considerable cost savings by improving their 
technologies.   

We have to mention that environmental costs are not the only decisive criterion in allocating foreign 
investment. In many industries they are in comparison with the total costs of an enterprise only a negligible item, 
and therefore application of different environmental standards does not have great significance in making 
decisions on investment allocation. 

More important decisive criteria can be for example political and economic stability, the size and potential 
of the local and regional market, quality of labour and wage rates, access to raw material resources, tax aspects, 
possibility of profit repatriation, exchange and customs regime, transparency and stability of legal and institutional 
framework, the extent of industrialization, quality of transport and technical infrastructure, presence of other 
foreign investors, geographical location, similar culture, living standard, etc. Those foreign investors, who will not 
decide to transfer their activities in a country with less strict policy, because it would affect their corporate image 
and impair their reputation of an “environmental” manufacturer, will not act according to the “pollution havens” 
hypothesis, neither will multinational corporations, for whom is observance of unified environmental standards in 
various countries of their operation less costly than differentiation of their technological equipment according to 
environmental requirements of the respective countries. Environmental costs will not be a decisive factor also for 
enterprises which are able to “absorb” these costs, i.e. enterprises with good competitive position (e.g. 
enterprises, which due to their product’s “uniqueness” have no rival), or enterprises, whose products show low 
price elasticity of demand (i.e. they have the possibility to transfer these costs in the form of higher prices on the 
consumer). 

Unlike in the past, multinational corporations are generally not considered the greatest polluters of the 
environment who invest in developing countries with the aim to misuse the existence of the low environmental 
standards.  At present, they are rather considered as leaders in the area of using environment friendly 
technologies and in applying environmental management systems. The level of their environmental management, 
however, in individual cases depends on the “age” of the used facilities, sum of fixed costs, level of environmental 
standards of the host country and the extent of their enforcement, availability of technologies connected with the 
prevention of pollution, as well as the environmental policy of society.149 

Taking into consideration positive and negative impacts of FDI on the country's economy, we are of 
opinion that from the global view international harmonization of environmental standards, within which their 
minimum level is defined in order to ensure compromise between the economic growth and protection of the 
environment and so avoid excessive creation of negative externalities, is well-founded. Host countries could not 
lower these standards, and so the pressure on limiting the “race to the bottom” policy would arise. Such standards 
would also ensure that the enterprises with positive approach to the environment would not have a competitive 
disadvantage in comparison with enterprises with less responsible approach. However, possibilities of 
international harmonization of environmental standards are currently limited due to the lack of public and private 
resources.  

In current phase of social development we believe that the environment regulation should be in a great 
number of countries differentiated, namely according to the character of industry: 

                                                                                                                                                                            
More details in: Foreign Direct Investment and the Environment. An Overview of the Literature. OECD, 1997. Available at: 
<http://www1.oecd.org/daf/mai/pdf/ng/ng9733r1e.pdf>. 
147 Foreign Direct Investment and the Environment. An Overview of the Literature. OECD, 1997. Available at: 
<http://www1.oecd.org/daf/mai/pdf/ng/ng9733r1e.pdf>. 
148 Foreign Direct Investment and the Environment. An Overview of the Literature. OECD, 1997. Available at: 
<http://www1.oecd.org/daf/mai/pdf/ng/ng9733r1e.pdf>. 
149 Chudnovsky, D.: Investing in the Environment. Available at: <http://www.ourplanet.com/imgversn/134/chud.html>. 
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- for industries with great demand for natural resources and polluting the environment certain sectoral 
minimum environmental requirements should be set on international level. Products of enterprises in 
these industries represent inputs for the production process of final products and their negative 
impacts are not “visible” for consumers.150 It is the activity of these enterprises that creates 
considerable negative externalities with long-term negative impact on the environment; 

- in industries with potentially strong consumer “pressures”, where environmental properties of 
products are an important decisive criterion for consumers, and at their purchase151 higher 
environmental efficiency of enterprise may be its competitive advantage. Therefore a suitable tool for 
supporting the consumption of environmentally friendly products, which during the whole period of 
their lifetime do not have negative impact on the environment (so-called “green products”), is for 
example the use of environmental labels on products.  

Special attention should be paid to developing countries, in which a considerable part of production with 
great demand for natural resources and polluting the environment is concentrated worldwide. Besides financial 
assistance for ensuring the fulfilment of environmental standards, it is necessary to ensure that the natural 
resources, provided to foreign investors by these countries, are correctly “valuated” and negative externalities, 
that arise in connection with their production, are projected into the production costs by the investors via the 
applied financial and economic tools (environmental taxes, charges).  Only when these pre-conditions are met, we 
can speak of a positive influence of FDI on maximization of social welfare of the country. Should they fail to do so, 
then the globalization process realised through FDI gives way to transfer of pollution from one country to another. 
Growth in social welfare could be enhanced by preventing profit repatriation, lowering tax burden by means of 
accounting intra-plant prices (so-called transfer pricing) and other similar practices that lower the benefit of FDI in 
the host country (e.g. import of intermediate products, rewards for managers, payment of interest on loans). 

 
3. Conclusion 

Economic growth induced by the globalization process has both positive and negative impacts on the 
country's environment. FDI is considered an important factor influencing this process. Negative impacts of this 
process may be effectively eliminated by an efficient environmental state policy. In parallel, international 
cooperation focused on environmental standards is inevitable for the solution of global environmental problems.  

The effort of countries to attract as many foreign investors as possible was evident, and in recent years 
and in the period of current financial and economic crisis competitive “fight” for FDI among the countries is getting 
stronger. To protect the environment it is important not to carry out the competitive “fight” through lowering the 
environmental standards. FDI should not be a tool for the solution of short-term problems, it should rather create 
conditions and background for long-term economic growth and sustainable development. With global 
environmental standards set on the socially optimum level, and with appropriately applied tools of environmental 
policy on the international and national level, FDI may be an important contribution to ensuring 
permanently sustainable development of the country.   
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A socio-cultural perspective of the musical arts, from the historic Banat region, in the 
European cultural context 
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Abstract. In the context of economic development since the 1990s, but also in the current economic crisis and 
dilemma, an analysis of the role of musical art in the coming 20 years is an exciting topic. This study aims to 
provide a perspective from the point of view of future music projects institutional in a favorable economic 
environment but also in terms of future changes on the economic and financial background less friendly to the 
historic area of Banat. Defined as an economic zone with a real success, the Banat Regional pole offers a positive 
perspective of contemporary musical arts. At the same time it offers the possibility of managerial and institutional 
changes, based on current research and studies of socio-economic impact made by doctoral thesis at West 
University of Timisoara, Faculty of Music.  

 

Keywords: art, music, economic environment, future changes. 

JEL Codes: I21, I28 

1. Banat and the musical arts in the present economic context 

 
Defined as a historic area with exceptional artistic resources, with institutions of musical tradition positively 

appreciated nationally and internationally in outstanding schools (musical art high schools in Timisoara, Arad and 
Resita, at the Faculty of Music of the West University of Timisoara), in musical institutions such as Banatul 
Philharmonic of Timisoara, the Philharmonic of Arad and the National Romanian Opera House of Timisoara, the 
historic region of Banat is a factor of musical culture. Defined as an economic area with a real success, the regional 
pole of Banat offers a positive perspective to contemporary musical arts. From a simplistic analysis of the different 
musical genres, classical, traditional or light, new musical genres of pop music, at present we can find a number of 
musical institutions that offer any taste and musical need. By means of the various musical institutions, all of them 
state institutions and where  arts have an appropriate place in terms of institutional representation. Thus, folk 
music is represented by the School of Arts, The Centre of Culture and Arts as well as by folk music bands among 
which Ansamblul Profesionist Banatul (www modest cultural associations or NGOs, each musical genre has a wide 
perspective in a cosmopolitan and multinational cultural environment. As a fact, the region of Banat is famous for 
its ethnic and religious tolerance, by the original way in which the different cultures of the Romanians, Hungarians, 
Germans, Swabians, Serbs, Bulgarian, Roma, Ukrainians and in the last years through the Italian population stand 
out as a whole. It is worth noticing that as compared to other Romanian cultural areas here tolerance is one of the 
qualities of a European society. 

The musical.ccajt.ro/banatul) with it’s vocal soloists and outstanding instrument players. The School of Arts of 
Timisoara and Arad have the following purpose: educational and training in fields like that of traditional culture, 

                                                 
152 Professor Doctor, West University of Timissoara, Faculty of Music, holder for cultural management course for Master Studies, Tel.: 
+40744987686, E-mail address: felixorganist@gmail.com 
153 Ph.D. lecturer, West University of Timisoara, with doctoral thesis at the Faculty of Management of WUT, Tel.: +400724507973, E-mail 

address: roxana_sorana@yahoo.com 
154 PhD., teacher at the College of Arts Vidu Ion in Timisoara, PhD. Gheorghe Dima Music Academy in Cluj Napoca, Tel.: +40722136594, 
E-mail address: madalinarosca@yahoo.com 



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 150 

folk creation and life-long education. The activities they propose by means of educational curricula consistently 
aim at preserving the local specificity and the needs of the present educational market; preserving, valuing and 
transmitting moral, artistic and technical values of the local community, as well as of the national and universal 
cultural heritage; enhancing artistic creativity and talent; cultivating the values and authenticity of contemporary 
folk creation, of amateur interpretive art in all its forms – music, choreography, visual arts, drama and ballet. The 
Art Schools curricula contain subjects such as: classical singing, piano, guitar, organ, folk and light music, 
accordion, violin, folk singing, light music singing, painting, graphics, design, sculpture, ballet, wood-wind 
instruments, graphic design, photographic art, acting, drums and brass band etc. 
(http://www.ccja.ro/pages/m_2.html). This generous offer covers the need of musical education entirely as far as 
the amateurs and music lovers are concerned, their activity being appreciated, but it also covers a large area of 
the musical activities from the field of the folk music arts, light music or the musical genres that do not belong to 
the category of classical music. 

 
As far as classical music is concerned, the activity of the Art High schools in Arad and Resita, of the National 

College of Art “Ion Vidu” from Timisoara or that of the Faculty of Music of the West University of Timisoara 
corresponds to the highest standards in the field of musical education for the future professionals in the field. The 
educational activity, the concerts, the festivals and national or international conferences organized by these 
institutions cover the artistic need of a contemporary society that experiences a period of conceptual 
reorganization regarding the place and role of contemporary musical arts. In terms of success and the number of 
national and international rewards, the 95% integration of the graduates of the Faculty of Music of Timisoara on 
the job market, as well as the educational quality that is appreciated internationally give us the certitude of a 
future musical educational activity with a good perspective. 

 
The activity of the graduates is beneficially used in professional classical music institutions. Banatul 

Philharmonic of Timisoara, The State Philharmonic of Arad, the Romanian National Opera of Timisoara are three 
institutions with an activity that is highly appreciated in Europe. The Musical International Festival Timisoara, The 
Days of Music in Arad, the “George Enescu” International Festival, The Old Music Festival, Timorgelfest, Jazz 
Gărâna Festival, the Plai Festival (promoted by the Banat Village Museum  of Timisoara) are all examples of 
festivals where the classical and professional music offer is wide-ranging and completely culturally integrated in 
Europe. To these festivals we can add the national and international conferences such as Academic Musical 
Timisoara and the Anthem Conferences and Seminars held by the West University of Timisoara, the Faculty of 
Music. 

 
This is a rich range of musical activities that offer cultural value to Banat but which, in their turn has a strong 

economic and social impact. In this context, the implementation and development of the theoretical activity 
becomes a necessity that the present paper aims to underline and cover. The theoretical bases have already been 
presented in an academic environment and they should become a research material for the local social, economic 
and political environment as well as a development recommendation for other regions. 

2. Management and art organizations   
 
The organizations or the institutions whose main scope is the artistic field, are characterized by a series of 

particular features, firstly due to the artists whose creation is delivered to the public by means of organizational 
structures. As any other form of organization, the organizations that “unpack” the artistic product need a 
responsible and efficient management team. Although cultural or art management was not very strictly defined in 
the past, the development trend of the contemporary society and the market economy leads to a natural 
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conclusion, according to which the success of an organization depends mostly on the way it is being led in the 
process of carrying out the pre-established goals. 

 
The special importance of cultural management is given by its capacity to organize, educate, guide the 

spiritual development of a community, that is applied within a system. On the other hand, it defines the space that 
offers favourable conditions for cultural and artistic creation as well as the way in which it is implemented and 
received by the public. The mission of cultural management is facilitating the relationship between specific 
requests and the creation activities in the field of culture and art in order to enrich the cultural and spiritual life of 
the community they live in. 

 
 „The aim of cultural management is the discovery of organizational structures that allow a most effective 

cultural activity. From this point of view, cultural management has two basic dimensions155: 
a) analytical-descriptive – the description and study of the existing forms and methods of organization; 
b) designing-shaping – the development and discovery of new, more adequate, forms and ways of 

organization. 
Cultural and artistic management has the following aims: 

• Conceiving the system of cultural life, having as a starting point a certain cultural policy; 
organizational shaping of the system taking into account the specificity of the country and of a 
certain community; 

• Planning cultural development by establishing the aims and the methods of a certain cultural policy 
as well as the research of the existing cultural situation, which represents a starting point in 
conceiving the planning methods; 

• Making cultural activity partnership systems in order to get maximum results; 

• Building the cultural institution infrastructure as well as the organization of their activities – 
institution management; 

• Organizing the work of art production process – project management within the institution or 
independently; 

• Organizing the culture spreading process; 

• Product management; 

• Making models of international cultural collaboration. 
Due to the vast area covered by the eight aims of cultural management, the activity of a cultural manager 

also includes creating the necessary conditions for cultural manifestations and the making of the specific product – 
the work of art, connecting the artists with the audience interested in culture, as well as the reception of the 
works of art by the public opinion”.   
  

The artistic activity takes place within an organization that is mainly based on the relationship between the 
management and the artist or group of artists. As any other type of organization, an art institution’s scope is the 
performance of pre-established aims. In this respect, the manager of such an institution has to make use of the 
four stages of the management process, Planning, organizing, leading (motivation and coaching) and control 
having in mind the good operation of the institution he/she manages. 
 Defined as a person responsible with the work of a group, the manager organizes the human and material 
resources necessary to the carrying out of aims. Although the activities that a certain art institution hosts differ 
according to the product or the services provided, the choreographer, the conductor, the director or the curator 
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are all managers and need to have management qualities in order to succeed in their endeavour of employer 
guidance. 
  

The process of artistic product creation and spreading takes places within an organization defined and 
made up as any other type of organization. At the basis of its existence and well functioning lies the artistic 
product whose creation and spreading is the responsibility of the management. An organization or art institution 
is born due to the artists who look for material resources and the environment where they can put their creative 
ideas into practice. We can bring a series of examples in order to support this statement, such as: a group of 
dancers who want to set up their own company that offers the audience their personal vision of interpretation; a 
script writer looking for material support in order to make a theatre performance; a group of artists who want to 
exhibit their works in a gallery that they also administer. A more thorough analysis of the specific activities 
underlines the strict dependency between the quality of the artistic idea and the quality of the management. 
Thus, even if at its basis there is a valuable artistic idea, putting it into practice can fail when the planning or the 
organization of the activities are made unprofessionally. For this reason, any organization or art institution that 
envisages the success of the creation process needs good managers. On the other hand, even if the management 
is effective, long term success is subject to the quality of the artistic manifestations – performance, concert, 
exhibition. 
 The four functions of management are to be found in any type of organization, independent of the scope. 
As the personality of the artist and the specificity of the creative activities cannot be easily framed in rigid forms of 
organization, the management of art organizations needs to offer favorable conditions for the manifestation of 
the act of creation and its reception by the audience. On the other hand an important characteristic of this type of 
organization is the lack of personnel at the level of management in most of the cases because of the lack of funds 
for salaries. This phenomenon leads to the overcharging of the manager’s working agenda by an increase in the 
number of duties normally shared by several people. 
  
During the management process, the art institution and organization managers need to carry out seven main 
functions: 

 „1. Planning and development – a good manager of an art institution will permanently look for ways of 
income increase for new programs and for cost payment 

2. Marketing and public relations – represents the tie of the organization with the community it belongs 
to, the audience of the manifestations it organizes and the potential donors that it has to attract 

3. Personnel management – an effective use of the human resources represent the key to success for an 
art organization 

4. Fiscal management – a good financial resource administration can lead to the attraction of investors 
5. Relationships with the board – the divergence of opinions and values of the manager and the board of 

directors within an art organization are totally unproductive in the process of aim fulfillment. 
6. Relationships at work – the manager of an art organization has to collaborate in its work with the 

employed personnel and is responsible for their actions as well as those of the personnel in front of the board of 
directors. 

7. Relationships with the government – a good art manager needs to be informed about the existing set of 
laws and act accordingly156.”  

During its existence any institution or art organization interacts with the external environment, illustrated 
in Figure 1. 

                                                 
156 Ardeleanu Roxana Sorana, idem, p.13 
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Feedback that modifies the inputs, modifies in its turn the processes and the outputs 

Fig.1: The institution or art organization interacts with the external environment157 
  

Irrespective of the object of activity, all the organizations are under the influence of the external environment 
with its six components: economic, political, cultural and social, demographic and technological. The art 
institutions owe their survival and development to their capacity of adjustment to the opportunities and threats of 
the external environment. This capacity is the responsibility of the manager, who firstly has to decipher the 
information that comes from the external environment correctly and then decide the actions that the institution 
he/she manages needs to take in order to resist the external pressures. 

 
As any other type of organization, the art institution functions in variable environments made up of a 

series of external forces that the institution comes in contact with. The description of the interaction of such an 
organization with the six components of the external environment has to focus on the importance of information 
source selection concerning the opportunities and the threats of the external environment: the audience, the 
management and personnel members, other organizations and art groups, the press, the professional associations 
and the consultants. 

 
 
 
 
 
 
 
 
 
 
 
 
 

                                                 
157 Ionescu Gh., Emil Cazan, Adina LetiŃia Negruşa, Organizational Management (Management organizaŃional),  Bucharest:  
Tribuna Economică Publishing House, 2001 
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Dynamic and interactive process  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 2. Graphic representation of the relationship between art organizations and the components of the external environment 
and the sources of information

158
. 

 
Depending on the sources of information that they prefer, the managers of an organization or institution 

of art take the information about permanent changes occurring in the external environment. Irrespective of the 
sources, the information received must be used in planning and organizing the entire activity. The way each 
department is constituted as well as all the decisions is based on the continuous adjustment to the opportunities 
and the threats of the external environment. 
 
 The careful monitoring of the external environment and the transformation of the information received is 
a prerequisite for the survival of any type of organization. When the organization proves to be insensitive to the 
forces of the external environment or rigid in the process of continuous adjustment it will disappear from the 
market. The responsibility of adjustment belongs to the manager who has to focus on the actions to be taken 
within the system he manages, defined as the internal environment of the organization, while noticing the 
characteristics of the external environment and to establish the indispensable connection between the two 
components of the environment. 
  
The internal environment of the organization needs to offer security and to inspire stability to its employees, 
whose daily activity is the source of development and survival of the entire system. A good manager has to focus 
on ensuring a positive climate for the daily activities. A first condition is listing the necessary tasks and the precise 
rules of operation. The most important routine activities, obligatory for any type of organization are establishing 

                                                 
158 Burduş E. (coord.), Organizational Change Management (Managementul schimbării organizaŃionale), Bucharest: Editura 
Economică Publishing House, 2000 
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the salaries of the employees and defining the working conditions. Without a certainty in these two areas the 
employees are not productive in the process. On the other hand, slipping into a working routine leads to employee 
limitation and dramatic reduction in terms of quality. For all these reasons a good manager has to keep the 
personnel interested and motivated by finely tuning work schemes in order to attain the pre-established 
objectives and ensure institution survival. 
 Typical for an organization or art institution is the moment of its foundation as a result of an idea a person 
or a group of people want to put into practice. This type of organization is mainly based on the ambition and the 
managerial qualities of the founding members, vital in organization development. 
 As time goes by, an organization becomes less and less willing to change and prefers to plan activities 
similar to those that were successful in time. The risk of losing the audience appears when a new organization 
with a similar activity is founded. An eloquent example would be the case of an opera company which, after years 
of success, is confrunted with the opening in the same town / city of a theatre and dance company. Although they 
do not address the same audience, the art consumers find themselves in the situation in which they can choose 
from the multiple possibilities. The management of the old opera company has to reconfigure the whole activity in 
order to keep the public interest, to the detriment of the other art organizations with which they share 
approximately the same audience. This example draws the attention to the importance of noticing the changes in 
the configuration of the external environment in order to ensure organization development and survival. 
 A good way of adjustment to the conditions of the external environment is the continuous evaluation of 
the organization management. Simply applying this method does not guarantee the success of the art 
organization. For its maximum efficiency there is a need of a tight collaboration between the management and the 
artistic department of the institution. When this collaboration woorks and if the entire personnel uses the 
evaluation procedure correctly, the organization is likely to register progress despite all the pressures of the 
external environment. 
 The first condition in the adjustment to the opportunities and the threats that come from outside the 
organization is knowing and using the correct information collection and analysis techniques that take place 
during the management process, being applied to all its stages. The  collection and analysis technology of the 
information that comes from the external environment is called content analysis. This refers to noticing and 
consulting the sources in the media (newspapers, radio and television) about the contemporary practices but also 
about the possible future tendencies. The responsibility of the manager consists in identifying as many and as 
varied sources of information as possible, and especially in making the difference between the real contemporary 
trends that the external environment is subject to. For instance, a real trend that is present for a long time is 
community demographic growth, which leads to the possible long term increase in number of the audience of an 
art organization. Together with the identification of the environmental trends, a similar role in content analysis is 
played by the way in which the data is interpreted, which can lead to totally different conclusions. 
 For a better understanding of the importance of the art organization adjustment to the opportunities and 
the threats of the external environment, we will give details about the way it interacts with the six components of 
the environment: 
 1. Economic environment influences the material resources of the organization, especially in times of crisis 
when the inflation rate grows. In this case the management has to make the decision of increasing the price of the 
artistic product in order to cover the raise of the maintenance costs. In order to be fully prepared a good art 
institution manager needs to plan alternative budgets that he needs to put into practice in times of economic 
environment change. 
 2. Political and judicial environment is an integrative part of the life of art organizations, the latter being 
often invited to take part in political events by providing entertainment programs. As far as the judicial 
environment is concerned giving laws is highly important, influencing the way in which the employees work in 
conformity with the regulations in effect. 
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 3. Cultural and social environment is an important challenge for the art organizations and institutions 
especially in the case of changes in audience tastes and needs, which leads to a reevaluation of the actions and the 
mission of the organization. 
 The provisions about the consumption of the artistic product are quite difficult to make due to the major 
changes that take place in the cultural and social environment that the contemporary society faces. The cultural 
values are passed down from one generation to another by means of social structures, mainly the family. The 
social transformations that lead to the appearance of single parent families, and especially the general tendency 
of decline in the standard of living influence dramatically the art organizations and institutions. The costs of the 
consumption of art products are sometimes exceeding the financial possibilities of the audience, which leads to 
the adoption of marketing strategies suitable for the present circumstances, maybe even the decrease of ticket 
prices or making programs for different audience categories. 
 The adjustment to the conditions of the cultural and social environment is one of the basic conditions of 
survival of the art institutions whose managers need to focus on maintaining and keeping the public interest for 
the interpretive arts, the performance and visual arts. In order for this strategy to be successful the managers have 
to collaborate with the artists and together they need to attract and educate the social community in which they 
perform. 
 4. The demographic environment has a special impact over the art organizations that have to make 
programs and activities suitable for the public from the point of view of race, age, gender, education, income level, 
birth and mortality rate as well as geographic distribution. Due to the contemporary tendency of birthrate fall and 
the appearance of ethnic variety worldwide, this type of organizations need to adopt a series of programs 
corresponding to the age but also to the ethnic belonging of the community where they perform. 
 5. The technological environment influences in a special way the presence of the audience at shows, 
concerts, exhibitions, by a fall in the price of video and audio equipment that enable watching the cultural-artistic 
event in the comfort of one’s home. Undoubtedly not even the highest fidelity recording cannot be compared with 
taking part in a concert of live performance. An adjustment to the changes in the technological environment could 
be making interactive activities and programs where the audience is no longer simply watching but also taking 
part actively. 
 6. The educational environment is the most important component of the external environment in the 
process of establishing the audience consumer of specific products. The research that have been conducted in the 
field revealed that more than 50% of the audience that consumes art is made up of tertiary education graduates 
and Lynne Fitzhugh stated159: „The socio-economic variable associated most often and most perfectly with cultural 
frequency is, not surprisingly, education.” Thus, getting and maintaining a large number of audience can be made 
by introducing the study of arts in the school curricula to a higher extent than at present. The involvement of art 
organizations and institutions in youth education lead on the long term to having art consumers who are 
educated. On the other hand, recent scientific research has lead to the conclusion that the study of arts during 
childhood develops personal abilities, discipline and responsibility. 
 The culture consumption is subject to the necessity to satisfy the artistic and aesthetic needs the 
appearance of which depends on cultural habits that and individual is familiar with. Social behavior is also strictly 
dependent on the common cultural needs of the members of a group. The most important concern of the cultural 
management is forming and developing cultural habits from childhood, which will generate the appearance of 
cultural needs and wishes. For this reason the age category that is the most important in cultural management is 
that of children who need to be guided in the process of understanding the world they belong to, especially by 
being guided towards value. 

                                                 
159 Lynne Fitzhugh, An Analysis of Audience Studies for the Performing Arts in America, Part 2, in Journal of Arts Management 

and Law 13 (Summer 1983) 
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3. Socio – economic consequences and future prospects 

Even though taking into account the present economic crisis the implementation of this project would 
mean additional costs, we think that by means of the effort of the cultural and educational institutions from the 
field of musical art we can contribute to the development of a new relational and socio-economic impact concept 
and even of a model of regional development in this field. 

Several solutions could come from the private sector by the activity of some NGOs with specific programs 
in the field but also by redirecting the educational and performance policies of the existing state institutions. We 
are not the promoters of stopping the activity or reducing the number of the existing institutions, but we are the 
promoters of a new cultural and educational policy in the field of musical arts. If during the communist period 
planning and cultural plans were obligatory, we think that even today, having a clear perspective on a coherent 
cultural policy is obligatory. Certainly not in the old setting and contents of the education of the „new person” but 
having in mind the perspective of the decisions and cultural policies promoted at the European level in which 
positive implication, by direct financing from the economic factors is one of our greatest wish. Consequently, we 
think that the role of a Cultural Evaluation Committee who could evaluate professionally the cultural projects in 
the field of music and then correlate them with the financial offers of the private companies is one of the first 
conditions. This committee should function independently and dispose of a warranted fund from the private 
sector. It could function regionally near the future Regional Economic Committee. 

 
From these finances a series of musical education micro centers could be founded such as: music 

kindergartens, youth education centers, clubs for adults and seniors. These centers already exist but they do not 
have any clear objective coordinated towards the field of music. From all these, we think that music kindergartens 
are the most important and they could be real training grounds for the discovery of musical talents amongst pre-
school children. From here the future candidates for the art schools or high schools could have a better 
educational perspective. Undoubtedly, this implies the educational number of adults towards the field of musical 
arts, a continuous and coherent explanation of the role of music in the spiritual life, of its beneficial harmonious 
psychic and physical development of a child. This education would need the involvement of some NGOs that have 
as an object this type of education. An important part in this endeavor could be played by the churches by 
implementing some programs of musical education for children, by involving and establishing kindergartens with 
musical activities that collaborate with professionals from the field. (Martin Luther started the reform in music and 
the introduction of the protestant choir by writing a song book for children and then he addressed the adults). As 
far as the educational offer of children by the professional institutions is concerned we think that a more effective 
involvement in the educational process of pre-school children on their part is to be wished for. Lesson concerts, 
musical performances for children, music festivals for children, even TV programs could lead to social added value, 
educational coherence and even a positive impact on social development of the future younger generation. The 
programs dedicated to each age category, offered by experienced professionals in the field would benefit them. 
We think that the contemporary Romanian society is influenced by the television syndrome, by that of superficial 
and sometimes doubtful musical information that the Romanian cultural mass-media is promoting today. We think 
that it is necessary that the younger generation leave behind the model of the inert consumer, without sensitivity 
and without culture that is very likely to become vote catching manouvre. In this respect music has a determining 
role and the stadiums and the festivals that thousands of musical consumers attend can become factors of social 
cohesion and not of rebellion and behavioral excess. The costs of an adequate education at the right moment are 
much lower than the educational and punitive costs necessary in a society that experiences social conflicts, even 
cases of economic difficulty. Building cultural places is much cheaper that building reeducation centers. This is a 
perspective that the private investors and the economic decision factors should take into account. 

We think that a reduction of the activity of state musical institutions would lead to a small reduction as 
compared to the expenses generated by the lack of adaptability of the adult to the requirements of modern 
industry, to the discipline and the quality of the worker irrespective of the field of activity. Of course this should be 
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followed by the coherence cultural policies of the state musical institutions. We think that a good cultural musical 
and artistic activity can be accomplished by the coordination of all the efforts, by educational curricula, by artistic 
offers of the best quality. In this respect the efforts of the Romanian National Opera House from Timisoara and 
those of the State Philharmonic of Arad can be diversified with well media-covered performances with a wide 
cultural offer, and that can change the perception of the role of this type of institutions. We think that these 
institutions will turn into “musical museums” having an offer to a small circle of audience, but by the involvement 
of all the cultural factors they will have a natural opening towards the younger generation that should change the 
aspect and the quality of this perception. Taking part in a concert should become a moment of spiritual and 
cultural elevation, a moment when the daily concerns disappear and when hope takes a new shape. 

Of course in this respect the economic factor is essential. Our appeal to the decision factors in terms of 
local and regional budgets, but also to the decision factors in the private sector is that of the need to invest in 
culture, in education and in the life-long training of the qualified worker. Having a narrow perspective is 
completely counterproductive. Indeed musical education does not solve all the present socio-economic problems, 
but it offers the opportunity for spiritual dialogue towards a better and more beautiful world. 
 

4. Conclusion 

The present study is the result of the work of a team in the field of musical arts. We think that in this study 
we offer a theoretical and practical frame of the cultural perspectives in the field of music over the present socio-
economic and cultural impact. By the implementation of the theoretical underpinnings referred to in this study, 
but also by practical actions such as music kindergartens, performances and educational concerts, the cultural 
evaluation committee, performances and concerts with the right opening and well covered by the media, musical 
education and Bernstein type classical concerts or other means of musical and cultural impact we can contribute 
to a better social cohesion, to the diversification of the cultural offer and the birth of a middle social class in 
Romania. 
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Traditional textile art between sustainability and economic growth 
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Abstract. Craftsmanship is a form of production, a form of social organization and also a material basis for 

symbolism. The main quality of textile handicraft goods is sustainability. The so-called products of „total beauty” are 
the source of many of the environmental problems we are facing. Sustainable products, like traditional textiles 
created using traditional techniques and dyed with natural dyes, have no major impact. If it does not affect the 
quality of the product, cultural goods retail contributes to the overall growth of economy. The loss of our last 
craftsmen, the migration of new generations to urban areas, the production of industrial competitive goods and the 
general ignorance of immaterial culture are some of the problems that the traditional textile art is facing. Craftsmen 
communities need resources, quality raw materials and markets for their products. Tourism development is a key 
factor in handicraft development but is often conditioned by critical facts. Traditional textiles are in need of a visual 
identity supported via profile web sites and travel agencies. Supporting craftsmen is another important issue. 
Workshop centers, summer schools, free training and access to markets and shops are some of the current ideas for 
sustainable and smart growth. 
 

Keywords: tradition, handicraft, textiles, sustainability, education, cultural heritage, growth. 

JEL Codes: I 25 

1. Introduction. Art or craft?  

 
Traditional crafts are labeled as: “folk art”, “indigenous art”, “naïve art”. These labels often answer traveler’s 

quest for “the other” and has sizeable impact on those who produce object of cultural value. 
The term handicraft is ambiguous. We do not really understand if we’re talking about an authentic work of art or a 
suggestive work in a preindustrial society context. Art perception is changing very rapidly. Craft is still art when it 
no longer represents the philosophy of a group but rather that of an individual.  

During the process of creation authenticity, originality and know-how are key factors. Some art 
demonstrates no or little skills at using materials, but expresses something really profound. Equally, some that we 
define as craft expresses nothing in particular, but demonstrates great skill. However, some great art 
demonstrates both; great skills at using the materials chosen, and expressing something profound. An attempt to 
define something or someone as art(ist) or craft(maker) is thus meaningless.Besides the commercial value these 
products have also a symbolic meaning, often more important than the utility or educational purpose.  
Handicrafts are the mark of a community, individual works of art reflecting a group. Cultural products are derived 
from distinctive characteristics of social groups: material, intellectual, spiritual and emotional characteristics. 
These elements of artistic heritage developed by individuals reflect the cultural artistic expression of the 
community, either in a verbal or a material form. 
       Often traditional arts or handicrafts do not get the rightful attention. In a world of real time information the 
media does not cover subjects that escape time. Crafts become the mission of “slow media”, of programs that 
address a small group of people. 
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Handicraft is more than the marketing of cultural goods. It is a social structure, a means of production, an 
artifact, a representative object for a social group and material framework for symbolism. 
      The majority of exporters and producers concentrate their energy on mechanized methods that ensure a fast 
and cheap production. Craftsmen feel that their art is not appreciated anymore and few young craftsmen accept 
the challenge of perpetuating tradition. 

The stasis of traditional design in motifs that have changed very little over time does not encourage young 
craftsmen, who feel limited in established patterns. That is why the solution might come from the close co-op 
between designers and craftsmen. 

 

2. Traditional textile art production. Socio-economic challenges  

      Adaptation, change and innovation are as old as humanity and they will continue their path as part of 
creativity. Many traditions, not only textile traditions are surely to be lost if we do not coin long term solutions, 
solutions that could help weavers earn a fair income, quality-cultural value considered. 
Handicraft production and rescuing traditions are often related to a low standard of living, poor education and the 
lack of economic opportunities. We have to ask ourselves if rescuing and conserving tradition imply that life 
should remain static, keeping unaltered tradition meanwhile everything is changing. 
Handicrafts are integrated in a production circuit, consumption generating extensions further than the local 
environment. We do not understand the implications and alterations that cultural good suffer by being integrated 
in an economic context. 
      The most important quality of traditional textile goods is sustainability. The products of “total beauty” are the 
source of many environmental issues. Pollution, deforestation, extinction of species and global warming are side 
effects of mass goods production. Many of the beautiful products we see today have a darker side, less pleasant. 
Sustainable products, amongst which we find traditional textiles made using traditional technologies and dyed 
with plant dyes do not have a major impact on environment, are consistent with the environment throughout 
their life span. 
      Sustainable products are made from organic, recyclable or compostable materials, they are safe and non-toxic.  
The production processes needed use renewable energy and the final product fulfils its function efficiently and has 
a fair social impact. Regardless of the importance of eco-friendly and sustainable products we have to focus also 
on the economic impact for rural communities. 
      Income building for small communities sustains and develops economy at a higher level. If it does not affect 
the quality of the products, cultural goods commerce contributes to the overall standard of life for certain areas. 
Benefits like food providing and health care are extremely important for families and underprivileged groups. 
      Studies concerning traditional crafts follow two tendencies:  

- denounce the oversimplified decorative elements, the loss of symbolic value or even functional value 
turning the artifact into tourist goods;  
- see in the process of commercializing craft goods only the economic aspects, the response of a group to a 
necessity induced from outside. 

      From these two points of view tourism is perceived as a degenerative agent of craftsmanship and, by 
extension, of the cultural area and group that created it. 

Authorities’ interest gravitates around the contribution that handicrafts might bring to the national 
economy. Craft practicing limits migration from rural areas to peripheral urban areas. Authorities in South-
American countries have embraced a new solution: involving NGOs. 
Traditional textiles commerce is not lacking difficulties. As was the case with the ECO trend, selling traditional 
textiles outside touristic areas follow fashion trends or as De Vidas called it: the snob folk trend [1].  
       The status of traditional products is a paradox: the moment craft develops and increases to promote a 
community we face a small-scale industrialization and a decrease or even loss of cultural value. This is the case of 
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a weaver community in Peru, Ayacucho weavers that have established pattern catalogues and color schemes for 
each western country’s profile. A number o NGOs, institutions and even governments in Andine countries gather 
to revitalize traditional textiles. 
       The loss of our last craftsmen, the migration of new generation to urban areas, the production of competitive 
mass-goods and the ignorance of material and immaterial culture are some of the problems with which traditional 
textile art is confronted. If a cultural manifestation is still alive it is due to its constant reinvention and its 
understanding of the new economic, social and political challenges.There are a number of ethnic groups that 
continue to weave for both personal and commercial reasons. In many of these communities other economic 
opportunities do not exist and they are weaving to sell to local and national markets.  
       In many other communities there is a limited number of weavers that supply local needs. As modernization 
and globalization has its effect on younger people in these ethnic groups they no longer wear the traditional 
costume but may still weave as a way to make money. However in general they do not follow the weaving 
traditions. The revival of "textile traditions" is a new idea and its results are often limited and temporary. There 
are many well meaning people that work very hard preserving and rescuing traditional crafts all over the world. 
There is an army of anthropologists and others that are attempting to document and rescue traditions some 
musical, some textiles and other social and communal in nature. All of these efforts are valuable in terms of 
creating a record of what was. As the demographic of the specific population changes the probability of revival 
diminishes. 
     The basis for much of these visual traditions is the agriculture cycle and as agriculture become a smaller and 
smaller part of the indigenous communities focus, the meaning behind the customs fades. Word of its meaning is 
passed down but it begins to lose its depth and character. While there is great interest in using crafts as a way of 
promoting economic growth the need is so great in the villages and the market so small that the majority of the 
craftsmen are trapped in a cycle of poor payment. 
 

3. Romanian context. Challenges and approaches for economic growth  

      When we talk about Romanian traditional textiles we refer to the genesis cultural space, the village. To 
understand the actual problems we have to analyze the socio-economic challenges with which the village was 
confronted in the past 20 years and to analyze the repercussions they had over peasant’s worldview. The 
utilitarian dimension of craft has overwhelmed the esthetic dimension or the latter one has been hidden in 
formulas like „this is the habit”. The cultural aspect of traditional arts is a reality difficult to coin but strongly 
connected with the context from which it emerged. Not stating the esthetic dimension turn tradition very 
vulnerable when faced with modernity. First we experienced changes in customs and language. Afterwards, 
architectural styles started to change. In the end, technical and esthetical changes were noticed.  

Mechanized agriculture, urbanization, mass-culture emergence via mass-media has announced „the end 
of peasantry” [2]. The phenomenon cannot be overlooked. Fighting modernity is utopian and even detrimental. 
Only in having an extended knowledge of traditional rural environment we can revive those cultural aspects that 
are part of our national identity. 
      Ignoring traditional art signals the fall of Romanian cultural background. Self-sufficiency has turned rural 
environment opaque to the challenges of modernity and when faced with them tradition broke rather brutal 
under the pressure. Rituals and cultural displays were forever changed. 

Space of equilibrium, order and empathy the Romanian village turned into a place of poverty and 
perpetuation of „old” and „archaic” values. Faced with poverty, ignored by authorities, deprived of means of self-
development, used as stake in political games and uprooted from traditional culture Romanian peasant has seen 
in craft a way of escaping poverty and hasn’t cared about keeping unaltered traditional characteristics. Traditional 
culture has become a refuge and a treatment against the assault of modernity.  
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       A number of problems with which Romanian villages are confronted have turned revitalizing traditions into 
the last concern of authorities and peasants as well: pollution, health issues, an aging population, illiteracy, loosing 
abilities, vice and doubting morals and the loss of confidence imply a weak response to new socio-economic 
context. In need of assistance the rural population deals with problems either through migration or using as last 
resort ancient technologies. 
     „Transition maize” [3] has kept and plunged the rural population into a subsistence economy, has deprived it 
from reliable infrastructure and quality services (education, health, transportation). Opening markets for massive 
imports has put down and proved to peasants the futility of their work. From a social point of view we are faced 
with wasting human abilities.  
     “The reform peasant has been forced to rediscover plough pulled by donkeys” [4]. In the volume „Peasants and 
the new Europe” the authors talk about the growing poverty in which rural population is living, to the extent of 
comparing the situation to that of some African countries. Talking about the rural population the authors 
comment: „ it lacks initiative, crumbles in subcultures, lacks true spirituality, practices alcoholism and 
delinquency” [5]. Reaching out to peasant would mean engaging them in associative structure that could enable 
them to access European funds. 
      The Romanian political class fails to understand the world stage and context and isn’t able to deal with urgent 
matters of society. We live the drama of not being willing to synchronize with western structures, the drama of 
losing ancient values and falling in a social and cultural maze. The investments in development projects are 
insignificant. Governments have been supported and have received funds from European Union and World Bank 
to develop agriculture production, to apply reform both in agriculture and industry, to train unemployed people. 
But, often all these programs ended up in corruption scandals. 
      We are still witnessing a „bad development”, a label used for inefficient fund use in third world countries. 
Stressing issues shouldn’t wait for solutions only from outside communities but also from within. Revitalizing 
traditional culture background is a starting point. 
Culture is a sum of characteristics and values that have been perpetuated over time, special features of a group, 
valuable works of the past, traditions and symbols reunited in the form of immaterial heritage.  Growing 
awareness over these features defines our identity. 
Nowadays village population is divided between those that regret the alteration of traditional culture and those 
that refer to past only partly. The way in which we can rescue traditional culture is by discouraging non-value, 
kitsch and promoting Romanian products. 
       Giovani Sartori emphasizes on the fact that post-modern society is emptying value of its value [6]. Cultural 
identity, ethnic identity and individuality are contested as anti-progress factors. The twilight of post-modern view 
is foreshadowed by creating a society in which tradition and modernity can coexist and inspire each other. 
       This past decade Romania witnessed timid attempts to revitalize traditional background and especially 
handicrafts. These attempts converged into workshops, fairs, profile sites, programs, European funded projects, 
research papers that draw attention on the peril of losing our cultural heritage. 
Fairs and events fostered the entry on the traditional art market but the income for craftsmen was relatively low 
in comparison with the effort and energy involved. Consequently many young craftsmen gave up their work and 
the next generation is encouraged to seek other field of activity. Programs can fail relatively fast because of the 
lack of infrastructure, transportation, associative businesses and bureaucracy. Many NGOs specialized in creating 
educational programs (design, management, marketing) are not adjusting them for certain levels of literacy and 
the population that benefits from these programs cannot use the knowledge for a long term.  
      Durable handicraft development calls for several approaches: 
 

- Handicraft communities need resources and quality raw materials;  
- Access to markets; 
- Without infrastructure to link important centers there can be no real tourism. Tourism development 
interacts with the growth of handicraft sector 
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- Romanian traditional textiles need a visual identity displayed in portals and touristic offers; 
- Craftsmen have to be encouraged in their efforts by organizing centers in which could function 
Workshops, museums, summer schools, training classes and shops; 
- Branding cultural products can increase our country’s presence in worldwide context. 
 

4. Paths and ideas for sustainable development  

 
       International organizations discover opportunities in implementing cultural projects in Romania. 
Prince Charities Foundation has framed Transylvania Authentica project in co-op with Foundation for Co-op 
(Fundatia pentru Parteneriat). The project seeks to ensure the revival of traditional agriculture, cookery, tourism, 
authentic products and services by building strong links between small producers and regional craftsmen. Caring 
for the natural and cultural heritage, helping small businesses develop and educate consumers are only few of the 
objectives [7]. 
      Amongst foreign financed initiatives we find Ruralis project (Local Action Group for Durable Development in 
Bistrita- Sieu- Somes Region) in co-op with Arttex Traditional that aims to rebuild or consolidate craftsmen 
workshops, especially traditional textiles workshops [8]. 
      In Braila, another project financed by Phare aims to revitalize traditional textiles production: 
“A new opportunity- Reorient subsistence agriculture labor force”. Handicrafts Foundation Bucharest and Light 
Foundation helped unemployed men and women specialize in weaving. They also learned accounting and 
computer skills [9]. 
      “For several years, during fieldwork through the country I noticed that women still weave and on a large scale. 
During winter they put up their loom, after St. John, and by the end of march they put it back in the attic and got 
back to land working. Fabrics and girdles are still being weaved and I found cabinets filled with bedspreads that 
have been woven by grandmas for their daughters and daughter-in-law but hadn’t been used because they 
weren’t fashionable”[10]. The story was told by Maria Puscaciu, manager of County Center Braila for Promoting 
and Conservation of Traditional Culture. 
      The target groups were unemployed men and women, ages between eighteen and thirty. They were supported 
in opening small scale craft businesses. 
 Constant efforts to promote traditional textiles are made by cultural institutions such as: National Peasant 
Museum Bucharest, Village Museum Bucharest, Astra Sibiu Museum and other museums and cultural centers all 
over the country. Interactive platforms virtual tours, support material help increase awareness on traditional 
textiles. 
       Creativity Workshop is a project developed by National Peasant Museum Bucharest since 2001. Irina Nicolau 
came up with the idea and helped organize workshops that would offer an alternative and completion to school 
education for children. They gained knowledge about the village, peasants and customs. They also experienced 
different technologies and used their creativity in making objects.  
       The workshops are divided into three sections:  
       - ethnology-stories-drawing; 
       - stitching-weaving; 
       - clay moulding. 
        In time new activities have been added: photography classes, doll theatre workshops, sound and craft 
workshop, loom weaving and papier-mache workshops. Children works of art and craft are published periodically 
[11]. 
       Art universities are also actively involved in revitalizing traditional textiles. The program Native Art Traditional 
Ludoteca was developed by Timisoara Orthodox Parish , Timisoara West  Fabric and Antimus Foundation in co-op 
with West University, Textile Art- Textile Design Department. The program focused on bringing into light skills that 
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were not visible for every child in current educational context. Thirty children from the parish experienced 
weaving technologies in West University’s studios. The project attempted to conserve and pass on aesthetical 
traditional values, to encourage creativity, intuition, develop interest in art and tradition, in practical abilities and 
to disseminate knowledge regarding traditional culture [12]. 
      Other projects are centered on the close co-op between travel agencies, guesthouses and craftsmen. The 
project Traditional Art in Bucovina- developing vector in contemporary tourism implemented by Cultural Center 
Bucovina, financed by AFCN (National Cultural Fund Administration) encourages traditional crafts by bringing 
authentic artifacts closer to tourists, together with artists CV and workshop presentation, in a different context 
[13].  
       Sustaining interaction between craftsmen and tour-operators helped support identifying and promoting 
common interests. This interaction develops ethnographical knowledge for guesthouses employees and help 
increase interest in traditional art. Craftsmen are encouraged to use new technologies in marketing strategies. 
 

5. Pleading for tradition revival 

 
      We live in a dynamic socio-economic environment in which technology has created a gap between man and 
artifact. New technologies have drawn him away from the creative act. 

Post-modernity is witnessing an important change. Technology determines our needs. We are adjusting 
ourselves to the world of artifacts. 
      All the shortcomings of technologies are direct repercussions of their use following only economic, social and 
political reasons, overlooking the link between human and environment. Traditional solutions give us patterns of 
sustainability. Ancient technologies are the perfect example for the way in which innovations bind themselves on 
tradition in their quest to become tradition. Our duty is to sustain and keep alive the core of technological 
tradition, as part of world’s heritage. 
      The unsought sustainable character and the high degree of adaptation to the needs of society from the very 
beginning until today have turned the specific fiber art technologies solutions into research material.  
Today’s textile industry is the result of a pressure. Innovations have been required by demographic growth, 
economic and technological reality. Chemical dye industry has replaced plant dyeing processes and has taken 
away the authenticity of textile tradition. Computer powered looms are the optimal solution nowadays but they 
have destroyed the link between human and product, between human and nature and more than that have 
deprived man of the gesture that reiterates tradition, identity. 
      Our attempt should be directed towards integrating technological innovation in traditional culture and 
converting it into an economic growth factor. 
 
      Craftsmen reinvent tradition knowing that we cannot live in a world in which value is non-value, in which any 
human activity has an impact on environment and seek to revitalize green technologies, solutions that have been 
tested for ages, ritual gestures that strengthen the link human-environment-artifact. The current cultural context, 
despite of continuous efforts made by some organizations, is sending ancient technologies to museums where 
they wait to be forgotten. The artists and craftsmen are the only ones that can perpetuate technological traditions 
in artistic statements and works ensuring its title as world heritage. 
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Abstract. This article brings evidence on tertiary education expansion in Slovakia and explores possible effects of 
this expansion on private returns to education. It focuses particularly on intergenerational differences in private 
returns to education. The question is whether tertiary education expansion has decreased private returns to 
education and whether there are differences in the value of education acquired by different generations. European 
Union Community Statistics on Income and Living Conditions data were used to answer this question. Private 
returns to education were estimated using a standard Mincerian approach. The value of tertiary education of 
persons under 45 years old showed to be behaving differently in time than the value of tertiary education of 
persons aged 45 and older. This development may be caused by the recent tertiary education expansion in 
Slovakia. 

Keywords: private returns to education, tertiary education expansion.  

JEL Codes: J31, J38, J18 

1. Introduction  

Practically all the European countries face a historically unique expansion of tertiary education. Especially in 
countries which had experienced a centrally planned economy, the transition to modern schooling brings some 
fairly radical shifts. Their population over 45 years old, with dominantly secondary education has to compete on 
the labour market with younger, more educated age groups. A sharp increase in numbers of tertiary education 
students and graduates during the end of the Nineties and after 2000 may in future put pressure on wage 
inequality based on age and education. Slovakia in this respect offers a perfect example, with one of the sharpest 
increases in tertiary education accessibility forced also by demographic changes.  
Tertiary education (TE) expansion presents an international trend, which is already rooted in national and 
supranational strategies. European strategy Europe 2020 offers a perfect example, with its benchmark saying that 
in 2020 tertiary education attainment of 30-34 year olds should at least reach 40 percent. (European Commission, 
2010) This paper questions the consequences of such development on private returns to education of individuals. 
It looks at the change in the value of education between generations.  

2. Theoretical assumptions 

If we consider education as a good, TE expansion brings an increase in supply of this good. If the supply is growing, 
the unit price is supposed to decrease. The human capital theory argues at this point, that education presents a 
good, which directly increases the productivity of a worker and thus results into a higher wage of such worker, 
regardless of the amount of tertiary educated on the market. On the other side, the screening hypothesis says that 
if the proportion of population able to complete TE grows, the value of TE falls down. This reasoning is based on a 
so-called signalling function of education, when in an asymmetric information environment where employers are 
seeking quality work force, the information on attained education is one of few available information speaking 
about the qualities of individuals. If education becomes more available, the signalling information of education 
gets weaker.   
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In connection to such reasoning, we can imagine three possible situations resulting from the TE expansion. In the 
first situation, the value of education stays nearly the same in time and between generations. This is in line with 
the human capital approach, when despite the growing supply of tertiary educated education keeps its value 
because its contribution to the productivity remains the same.  
In the second situation, the overall value of education is decreasing due to the TE expansion, directly reacting on 
the rise in supply of tertiary educated.  
In the third situation, the value of education acquired before and after the TE expansion is diverging, thus there 
are differences in the dynamics of the value of education between age groups. This hypothetical situation is in line 
with the screening function of education, when employers react on the weakening of the signalling function of TE 
acquired after the TE expansion.  
The research question of this article rises from these three hypothetical situations resulting from the TE 
expansion. We are asking: What is the reaction of the Slovak labour market on the TE expansion? The reaction of 
the market will be observed by looking at the changes in private returns to education.  

3.Tertiary education expansion in Slovakia 

Slovak labour market offers one of the best environments to test the effect of TE expansion. This is thanks to an 
extreme increase in tertiary education availability after 2000. According to 2008 entry rates to tertiary education 
(type A), Slovakia was the country with the fifth highest figure among all OECD countries, with over 70 percent. On 
the other side, when looking at 1995 figures Slovakia was the sixth worst performing among OECD countries in this 
indicator. Slovakia thus fulfils two preconditions of a TE expansive environment, with high entry rates after 2008 
and extreme rise of entry rates in the last years.   

 

 
Source:  (OECD, 2010), Table A2.4 

Fig. 1: Entry rates into tertiary-type A education (1995, 2000 and 2008) 

A similar situation can be observed also in the case of Poland and partially also the Czech Republic. The rise in TE 
entry rates in these countries was exceptional basically due to two reasons. Firstly, because of the increase of 
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absolute numbers of students and graduates of TE. Secondly, also because of a sharp decrease of the population 
of 19 year olds, which is set as the reference category to count the entry rates. Moreover, the starting position of 
these countries was from very low entry rates into TE because the central planning before 1989 held the 
accessibility of tertiary education down due to ideological reasons. Thanks to the change of the political system, 
the year 1989 can be considered also as the start of TE expansion. The difference in entry rates in the early 
Nineties and after 2000 is for these reasons outstanding. Based on this evidence we could conclude that different 
age groups have faced different availability of TE. The entry rates, according to the OECD definition (OECD, 2009), 
do not follow the individual availability of TE in a strict sense, as far as they present a simple ratio of TE enrolment 
and the population in the reference year. Individuals may enter TE also in age that differs from the reference age. 
The real participation of individuals in TE can be followed on Labour Force Survey data.    

 
Source: Author’s calculations using Labour Force Survey data 

Fig. 2: Participation in tertiary education of the age groups 20-24 

 
According to the Labour Force Survey, the participation in TE has more than doubled in case of young men and 
almost tripled in case of young women between 20 an 24 years. This has happened during 12 years on which we 
have evidence. Individuals have faced a fairly different TE availability on different ends of this short period. There 
are reasons to assume that before 1998 the participation in TE was even lower than 15 % in 1998.  
Due to demographic waving, in Europe linked with the end of the World War 2, contemporary labour market in 
Slovakia employs two extensive demographic waves. One has just entered the labour market, with its peak around 
the age of 30. The second has its peak around the age of 50. We can speak about two generations, one has just 
entered the productive age and the second is before retirement. To separate these two generations we will use 
the threshold age of 45 years. For simplification I will refer to individuals younger than 45 as to sons and to 
individuals 45 and older as to fathers.  
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Source: Eurostat 

Fig. 3: Slovak population according to age and educational attainment in thousands of persons (data for 2004- the beginning 

of the reference period)  

4.Data and Methodology  

The research question asks for the reaction of Slovak labour market on the recent TE expansion. We will be 
looking for this reaction by looking at private returns to education. To measure these, we will employ a standard 
methodology originally brought by Jacob Mincer (Mincer, 1974). This methodology is based on a linear regression 
equation with individual’s wage set as dependent variable and individual characteristics, such as education, set as 
independent variables. The coefficients of returns to education will be estimated using European Union 
Community Statistics on Income and Living Conditions (EU-SILC) 160 microdata from rounds 2005-2010, which offer 
the reference period of 2004 to 2009.  
To answer the research questions, two variations of the Mincer equation were used. They differ in the way of 
measuring the educational level of individuals. The first one uses the number of years spent in schooling. The 
second uses dummy variables for three educational levels, namely: tertiary, upper secondary and primary 
together with lower secondary. The standard formulation of a Mincerian equation is as follows:    

 
where W is presented by the average hourly earning, counted using gross income from labour and usual number 
of hours worked per week.   is a vector of various characteristics of workers and employers. The characteristics 
included in the vector are the same for both equations with the exception of the above-mentioned educational 
level. Individual characteristics include: 

• years of schooling/educational level dummy 
(The years of schooling were assessed from the declared highest level of attained education, as the average of 
possible educational trajectories leading to declared level of education) 

• experience 
(Based on the answer to: “Number of years spent in paid employment”) 

                                                 
160 For more information on methodology of the survey see: 
http://epp.eurostat.ec.europa.eu/portal/page/portal/product_details/publication?p_product_code=2005-S-116-114302  
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• experience squared 
(According to the Mincer’s equation usage) 

• gender dummy 

• dummies for region  
(NUTS 2 level: Bratislava, Western Slovakia, Middle Slovakia, Eastern Slovakia) 

• dummies for economic sector 
(Agriculture and Mining, Industry, Services, Public Services) 

These equations were applied on the total employed population. The results will report only the coefficients of 
returns to education. All other variables are used as control variables. Complete results of the regression can be 
found online, follow the links in the footnote under each table. The following table displays some descriptive 
statistics of the dependent variable from the beginning and the end of the reference period.  
 

 2004 2009 

Over 45 Mean Std. Deviation N Mean Std. Deviation N 

Under 45 87.45 77.61 3798 116.69 132.34 3785 

Over 45 90.27 60,37 2187 119.63 62.45 2661 
Total 88.48 71.80 5985 117.90 109.06 6446 

Gender Mean Std. Deviation N Mean Std. Deviation N 

Male 97.11 69.97 3021 132.07 142.08 3239 
Female 79.68 72.59 2964 103.59 55.81 3207 

Total 88.48 71.80 5985 117.90 109.06 6446 

Education level Mean Std. Deviation N Mean Std. Deviation N 

Primary and Low secondary 63.99 42.19 232 82.65 43.41 188 
Upper secondary 81.69 64.03 4577 107.64 69.84 4675 
Tertiary 119.78 93.09 1175 152.48 179.47 1581 
Total 88.48 71.81 5984 117.91 109.08 6444 

Quintile of experience Mean Std. Deviation N Mean Std. Deviation N 

1 85.81 93.70 1569 107.49 182.12 1407 

2 87.94 50.30 1558 122.04 77.44 1518 

3 92.78 68.79 1385 125.31 98.16 1293 
4 85.93 51.39 1049 119.91 62.28 1410 
5 87.43 44.66 357 113.72 57.78 795 
Total 88.12 68.52 5918 118.02 109.19 6423 

Region (NUTS 2) Mean Std. Deviation N Mean Std. Deviation N 

Bratislava 117.22 112.84 785 143.28 132.88 661 
Western Slovakia 82,74 68.52 2138 117,76 148.38 2284 
Central Slovakia 85.35 57.49 1462 114.98 67,39 1657 
Eastern Slovakia 84.90 57.31 1600 111.61 60.33 1844 
Total 88.48 71.80 5985 117.90 109.06 6446 

Industry Mean Std. Deviation N Mean Std. Deviation N 

Agriculture and mining 84.68 97.67 256 99.44 47.62 430 
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Manufacturing 88.42 56.41 1983 123.49 93.07 1745 

Services 86.07 75.06 1997 123.32 212.26 1042 
Public Services 91.48 79.03 1709 122,73 62.83 1599 
Total 88.35 71.85 5945 121.05 120.15 4816 

Source: Author’s calculations using EU-SILC data 

Fig. 4: Descriptive statistics of the dependent variable  

5.Results 

We have applied the above-described equation on the Slovak working population, which was split into those 
younger than 45 and those of 45 and older. The following table reports the regression coefficients and standard 
errors estimated for years of schooling.   

   2004 2005 2006 2007 2008 2009 

B 0.058 0.056 0.070 0.057 0.056 0.058 
Under 45 

S.E. 0.003 0.008 0.005 0.003 0.005 0.,005 

R-squared 0.157 0.116 0.123 0.149 0.116 0.142 

N 3741 3501 3477 3922 3767 3770 

B 0.053 0.068 0.065 0.069 0.075 0.069 
45 and over 

S.E. 0.004 0.005 0.006 0.004 0.005 0.005 

R-squared 0.151 0.146 0.102 0.164 0.141 0.,101 

Years of schooling 

N 2176 2206 2369 2658 2580 2651 

All reported coefficients are statistically significant at the 0.001 level 
Source: Author’s calculations using EU-SILC data 

Fig. 5: Coefficients for years of schooling estimated for the whole working population split into 2 age groups
161

 

The reported coefficients can be interpreted as the contribution of one year of education to the salary of an 
individual. For this reason, they present one measure of returns to education. As can be observed from the table, 
in 2004 the returns to education of individuals under 45 were slightly higher (0,058) than those over 45 (0.053). In 
2004 one year of schooling increased the salary of a son by 5.8 percent, while one year of schooling of a father 
increased his salary only by 5.3 percent. The returns to education of sons have shown a stagnating trend in the 
following 5 years. Numbers for the year 2006 present an exception, when the figure jumped steeply above other 
figures from the same time series. Data for the year 2006 need further inquiry, but the stagnating trend of sons’ 
returns to education is confirmed by all other values of the time series.   
The following graph shows the development of returns to education of sons and fathers. The slight black lines 
present lines of a linear trend counted from the values in the timeline.  

                                                 
161 Detailed results of the regression, together with SPSS commands can be found online: 
http://www.ekonom.sav.sk/uploads/journals/Stefanik/annex1/index_1.htm  
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Source: Author’s calculations using EU-SILC data 

Fig. 6: Coefficients for years of schooling estimated for the whole working population split into 2 age groups 

The graph shows the stagnating trend of returns to education of sons, which can be observed from 2004 to 2009. 
On the contrary, the development of returns to education of fathers shows a clear increase. Thanks to this 
development the returns to one year of schooling of fathers have jumped above the returns of sons. At the end of 
the reference period the values were 5.8 percent in the case of sons and 6.9 percent in the case of fathers. 
Returns to education counted using years of schooling are showing a clear diverging trend with stagnation in 
returns to education and growth in returns to education of fathers.  

This article is linking returns to education with tertiary education expansion. Therefore we will look more closely 
on the returns to education of tertiary educated. The following table reports estimated coefficients of a regression 
with tertiary education indicated with a dummy variable. These are the coefficients estimated for the tertiary 
education dummy variable. Primary together with lower secondary education was set as the reference category. 
The values of the reported coefficients are referring to the difference in the value of tertiary and primary 
education.    

      2004 2005 2006 2007 2008 2009 

B 0.494 0.54 0.847 0.496 0.594 0.701 
Under 45 

S.E. 0.06 0.073 0.101 0.059 0.102 0.098 

R-squared  0.157 0.116 0.126 0.147 0.117 0.144 

N 3741 3504 3477 3929 3769 3770 

B 0.538 0.647 0.676 0.648 0.812 0.613 
45 and over 

S.E. 0.047 0.041 0.074 0.05 0.066 0.067 

R-squared  0.155 0.147 0.104 0.164 0.147 0.100 

Tertiary education  
(Primary set as reference) 

N 2177 2208 2369 2664 2581 2653 

All reported coefficients are statistically significant at the 0,001 level 
Source: Author’s calculations using EU-SILC data 

Fig.7: Coefficients for tertiary education (primary and lower secondary education set as the reference category), estimated for 
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the whole working population split into 2 age groups
162 

The difference in the value of tertiary education between fathers and sons is not as clear as when looking at the 
returns to years of schooling. The value of tertiary education of fathers is slightly above the value of tertiary 
education of sons when looking at the whole reference period, but these changes in particular years. The numbers 
measures for 2006 are also here above the rest of the time series. The following graph shows the development 
graphically.  

 
Source: Author’s calculations using EU-SILC data 

Fig. 8: Coefficients for tertiary education (primary and lower secondary education set as the reference category), estimated 

for the whole working population split into 2 age groups 

 

With reference to primary education both the value of tertiary education of sons as well as fathers, are growing 
steadily. The trend of this growth does not differ between generations.  
The following table shows the development of returns to tertiary education, with the reference category set as 
upper secondary.   
 
 

      2004 2005 2006 2007 2008 2009 

B 0.347 0.334 0.41 0.337 0.336 0.331 
Under 45 

S.E. 0.021 0.023 0.033 0.02 0.029 0.032 

R-squared  0.157 0.117 0.126 0.147 0.117 0.144 

N 3741 3504 3477 3929 3769 3770 

Tertiary education  
(Upper secondary set as reference) 

45 and over B 0.296 0.398 0.368 0.4 0.437 0.405 

                                                 
162 Detailed results of the regression, together with SPSS commands can be found online: 
http://www.ekonom.sav.sk/uploads/journals/Stefanik/annex1/index_2.htm 
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S.E. 0.028 0.029 0.039 0.026 0.03 0.033 

R-squared  0.155 0.145 0.104 0.164 0.148 0.1 

N 2177 2208 2369 2664 2581 2653 

All reported coefficients are statistically significant at the 0,001 level 
Source: Author’s calculations using EU-SILC data 

Fig. 9: Coefficients for tertiary education (upper secondary education set as the reference category), estimated for the whole 

working population split into 2 age groups
163

 

Looking at returns to tertiary education with upper secondary education set as reference category unveils a 
diverging trend again. The pattern is very similar to the one observed when looking at the returns to years of 
schooling. The value of son’s tertiary education is above the value the value of father’s tertiary education at the 
beginning of the reference period. This changes during the rest of the reference period, with the value of tertiary 
education acquired by fathers rising and the value of tertiary education acquired by sons slightly decreases. Data 
for 2006 remain problematic. This pattern is clearly visible in the following graph.  

 

 
Source: Author’s calculations using EU-SILC data 

Fig. 10: Coefficients for tertiary education (upper secondary education set as the reference category), estimated for the whole 

working population split into 2 age groups 

The fact, that the diverging trend is visible when looking at the relation between tertiary and upper secondary 
education, but reveals hidden when looking at the relation of tertiary referring to primary and lower secondary 
may be basically suggesting two things.  
One is that the value of primary and lower secondary education is developing at the same pace between 
generations as tertiary education. In other words, the intergenerational changes in the development of the value 
of education are the same for the highest as well as for the lowest level of education. This may be explained by the 
fact that TE expansion is happening together with the expansion of higher secondary education. Further inquiry is 
needed to support such explanation.  

                                                 
163 Detailed results of the regression, together with SPSS commands can be found online: 
http://www.ekonom.sav.sk/uploads/journals/Stefanik/annex1/index_3.htm 
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The second conclusion to be drawn is that on the contemporary Slovak labour market a competition of individuals 
over 45, with secondary education, competing with individuals under 45, with tertiary education, becomes fairly 
common. In such environment the value of tertiary education of individuals over 45 is rising. The value of tertiary 
education of individuals under 45 is stagnating or slightly decreasing, which may be a consequence of the TE 
expansion. Due to the TE expansion the signalling function of TE becomes weaker. Employers distinguish between 
TE acquired before, after the expansion has begun. As a consequence, private returns to tertiary education differ 
between individuals under and over 45. The value of tertiary education of fathers and sons is different and the 
trend is its further divergence.    

5.Discussion 

Main conclusion of this article is that the value of tertiary education acquired by persons under and over 45 is 
different and its further development shows a diverging trend. There are reasons to believe that this may be 
linked with the weakening of the signaling function of tertiary education caused by the TE expansion. Slovak 
employers, when deciding between a tertiary educated individual under 45 and an individual over 45 with 
secondary education, often choose the second option in contradiction to the number of years spent in education. 
This is decreasing private returns to tertiary education of persons fewer than 45 and on the other side increases 
the private returns to tertiary education of persons 45 and over.  

To support this conclusion the data from EU-SILC were used. Unfortunately, these data offer an overview only on a 
restricted time period. To support such statement 6 years present only a short period. On the other hand, EU-SILC 
data are gathered in line with a refined and strict methodology, which makes this survey a unique source of 
information on the population income. Thanks to this we were able to draw a relatively reliable description of 
private returns to education patterns in the period from 2004 and 2009.  
Another aspect of the conclusion presents the possible link between the TE expansion and the described changes 
in personal returns to education. To defend this link a longer time series data, with evidence from the Nineties 
would be more appropriate. Another problem in defending this link is a possible time lag of the TE expansion 
effect on the returns to education.  
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The Aegean crises’ effects on social behaviour. Stereotyping the alterity: the case of the 
Greek printed media (1974-1996) 
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Abstract. The paper revisits the main characteristics of the Greek-Turkish relations, taking as its point of departure 

the Greek-Turkish dispute over the Aegean continental shelf (1974-1996), as in that period, a list of mutual 
grievances on issues of high politics still remained intact. The article examines how the main Greek Dailies: 
“Kathimerini”, “Eleftheros Typos”, “Ta Nea”, “Makedonia” and “Rizospastis” covered Aegean crises of 1976, 1987 
and 1996. An effort is made to analyze the position of the above-mentioned newspapers on the Aegean energy 
crises and to show the Greek media behaviour towards the Turkish people. Do the Greek printed media use ethnic 
stereotyping to exaggerate the conflict and the crises? Our purpose is to remonstrate that the Greek daily press 
produces and perpetuates stereotypes on the Turks through textual and visual messages at least for the duration of 
the crises. The front page articles of the major Greek dailies contain textual messages that stereotype Turks by their 
concentration, frequency and omissions. The methodology applied for this particular research is the qualitative and 
quantitative analysis of the content of the above-mentioned newspapers’ front pages during the Aegean crises of 
1976, 1987 and 1996. 

Keywords: Aegean crises, stereotype, alterity. 

JEL Codes: Z10 

1. Historical background 

The research we refer to is intended as an analysis of the events that marked the Greek-Turkish relations 

during the Aegean crises of 1976, 1987 and 1996. The dispute is related to oil exploration and exploitation rights in 

the Aegean Sea and thus to the sovereignty over certain areas in the Aegean. After World War II, the diplomatic 

relations between Turkey and Greece underwent a crisis almost every ten years, because of the interethnic 

conflict in Cyprus and of the disagreement regarding the sovereign rights of the two states over some regions of 

the Aegean Sea. The debut of this period of diplomatic crises was marked by the 1955 riots in Cyprus and Istanbul, 

when clashes took place between the Turkish Cypriots and the Greek Cypriots and, respectively, between Turkish 

population and the population of Greek origin, and the end of it was marked by the December of 1995 crisis, 

which stroke between Ankara and Athens regarding the sovereign rights over Imia islets – two rocks in South-East 

Aegean. 

The tensions revived in 1974, in a time of world energetic crisis, and took the shape of an energy dispute. This 

dispute referred to the disagreement over the interpretation and application of international law and, by way of 

consequence, to claims over some parts of the Aegean continental shelf, said to be rich in oil and minerals. The 

main causes of this dispute were the inexistence of an official delimitation of the Aegean continental shelf and the 

different positions adopted by the Governments of Greece and Turkey in this matter. On the one hand, Turkey’s 

position was that the Greek islands in the Eastern Aegean were not entitled to a continental shelf region and the 

delimitation line of the continental shelf should be, from North to South, through the middle of the Aegean. The 
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logic followed by the Turks was that the Aegean should be shared in equal parts between the two states, in order 

to have equal economic and defence opportunities in the specific area. In respect to the so-called “isolation” of 

the Greek islands by the Turkish territorial waters, the Turkish Government assured the authorities in Athens that 

the communication of the islands with the Greek continent would not be affected by these changes. On the other 

hand, Greece’s position was in favor of the delimitation of the continental shelf using the median line between the 

Greek islands in Eastern Aegean and the western shores of Turkey. As one can imagine, this entailed the reaction 

of the Turkish Government, which declared that Turkey had the right to be entitled to a larger continental shelf 

area, as the Greek islands in the Eastern Aegean were prolongations of the Anatolian Peninsula and did not have a 

continental shelf of their own. 

In the summer of 1976, the tensions took the shape of a crisis when the Turkish research vessel Sismik I was 

sent out in the Aegean Sea to conduct oil research in the disputed continental shelf – considered by the 

authorities in Athens to be Greek. At the moment, Turkey and Greece appealed to the UN Security Council and to 

the International Court of Justice at the Hague and both international bodies had urged the neighboring states not 

to make use of violence in solving the Aegean Sea issues and to continue the bilateral negotiations in order to 

achieve a solution in the best interest of both countries. But in 1987 and 1996, after many years of either failed 

bilateral negotiations or inactivity, the Aegean dispute rapidly turned into diplomatic conflicts, which could have 

had a negative impact on the peace and security in the wider region of Eastern Mediterranean. The two 

neighboring countries found themselves again ahead of an imminent armed conflict. 

The 1987 crisis stroke in March, between the governments of Turkey and Greece, after the Greek Government 

announced its intent of nationalizing North Aegean Petroleum Company that was prepared for drilling operations 

in the most contested Aegean continental shelf area. The authorities in Ankara announced their intent of 

conducting drillings in the same region – east of the Greek island of Thasos – in the continental shelf considered to 

be Greek and thus stirring up old animosities. As “in the Mediterranean people easily get their blood up” 

(Kosmadopoulos 1984, p.204), this state of facts had not been accepted by the Turkish Government which, on its 

part, decided to proceed with oil research in the same disputed areas of the Aegean. The principle followed by the 

Turkish authorities was very simple: if Greece afforded itself to conduct research in the disputed areas, then 

Turkey could have done the same thing. 

The diplomatic crisis of 1996 had its roots in an incident that took place in Eastern Aegean, when a Turkish 

vessel went ashore on one of the Imia islets, which were under Greek sovereignty. The captain of the vessel 

refused the help offered by the Greek coastguard, arguing that Imia belonged to Turkey. The Greek government 

and the press did not make this incident public, until late January 1996, when some Turkish journalists debarked 

on one of the Imia islets and raised the Turkish flag. This incident revived the bilateral tension between the two 

neighboring countries and took the form of a crisis that, fortunately, ended as well without the use of armed 

force, as the two previous crises. 

The aim of our research is to show that in moments of crisis, the Greek press indirectly sustained the bilateral 

conflict by creating and promoting stereotypes about the Turks. In all the Greek daily political newspapers that we 

here analyze, the stereotypes in Greek-Turkish relations refer to the hostility and offensiveness of Turkey, which is 

perceived as a state that takes advantage of the Greek Government’s goodwill. Turkey's actions are presented as 

offensive and the Greek Government’s decisions are considered wrong because they lead to compromise. In this 

sense, Turkey’s actions may show the fact that the Aegean Sea is perceived by Ankara as an area of claims and 

therefore, the Greek side may be perceived as a pole of negotiations and compromises. Turkey’s actions and 

motives are considered claims, a term that strips from the start the Turkish arguments of any possible legal 

validity. Instead, Greek actions are deemed legal and, naturally and obviously, they purpose to defend Greece’s 

national interests and sovereign rights. 
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2. Stereotyping the alterity in the Greek printed media 

As previously said, the crises of 1976 and 1987 were caused by the research vessel Piri Reis or Hora or Sismik I, 

which seem to have become almost a brand in the sense that, as in the past years, one has only to read this name 

to understand what the situation is about. More, in the 1996 crisis, the Greek press promotes another stereotype, 

by which Turkey is assigned responsibility for both fueling the crisis and solving it and this can be explained by the 

fact that Turkey considers the Aegean dispute as a bilateral issue and not a unilateral, offensive action towards 

Greece. Under these circumstances, Greece is presented as a victim. 

Although some newspapers like Kathimerini or Makedonia do try to be neutral / positive to bilateral dialogue, 

the language used in its articles envisages some doubts about Turkey's will to solve the dispute in the Aegean area. 

The use of such terms as defiance, tension and escalation, which are characteristic for describing Ankara’s actions 

regarding the Aegean, emphasizes Turkey’s determination. Turkey always asserts and pretends (Kathimerini, July 

22nd, 1976), while Greece firmly answers to threats (Kathimerini, July 17th, 1976) and fights for its rights. More, in 

the 1976 crisis, the lead story of July 24th headed Demirel is fishing votes with the help of Hora (Kathimerini, July 

24th, 1976), describes the traditional Turkish festivity that took place at the vessel’s launch almost like a strange 

ritual due to lamb sacrifice. The center-right Kathimerini criticizes the Greek government, but in the 1996 crisis 

tries to keep the people united: No step back to pressures (Kathimerini, January 31st, 1996). 

Another important newspaper on the Greek market is Eleftheros Typos; it is a publication that focuses on the 

story (feature) and the headlines dominating are negative and printed with large letters, which make the front 

page attractive. This newspaper uses strong and accusative headlines and quantities or numbers to express the 

intensity of the problems presented. Thus, in its edition of February 22nd 1987, the title on the front page writes: 

Desertion worth 700 billion! This is the price we will pay for Andreas’ cowardice (Eleftheros Typos, February 22nd, 

1987). The article talks about the 300 million barrels worth 700 billion which represent the oil reserve in the 

eastern area of Thasos Island and which will be sacrificed to the Turks by the Greek Prime Minister. It is considered 

that the Turks launch clear and continuous threats by sending their research vessel Sismik I for oil prospection in 

the most sensitive area of the Aegean Sea continental shelf. More dramatic than other newspapers on the Greek 

market, the daily Eleftheros Typos’ technique is to use strong to violent front page headlines to demonstrate the 

diachronic threat coming from Turkey. 

Another technique used especially by the editors of Elefttheros Typos is to present negative declaration of 

Turkish high military officials to emphasize Greek government’s lack of rapid response or inactivity. For example, 

on March 27th 1987 edition, the information about the Turkish threat is quite disturbing: it is said that Turkey is 

threatening to proceed with oil prospection in the Aegean and General Kenan Evren and other high military 

officials are taking control of the situation. These declarations are used in order to demonstrate that the 

information is objective and comes from both sides of the Aegean; the intention is to show that, in the end, the 

victory is neither Greek nor Turkish. The use of these declarations is harmful, as they are perceived by the readers 

as the official position of Turkey as a state and not as individual declarations. This assertion leads to stereotypes, 

as Turkey is seen as a country that provokes threats and is ready for conflict and war. 

A detail observed in the publications we here analyze is the use of the name Hora for the Turkish research 

vessel that provoked the 1987 crisis, as it was used in the 1976 bilateral crisis for the same vessel. It seems this 

name has become a stereotype in Greek-Turkish relations, as it underlines that the Turkish threat is continuous, 

stirs up old and negative memories and induces the readers the same mood as in the 1976 Aegean crisis, 

regardless the new circumstances. As a general rule for Eleftheros Typos, the events are exacerbated. Turkey 

seems to take advantage of the Greek’s weakness and the enemy’s victory is gained by the weaknesses of the 

other. As seen in other Greek newspapers of that period, it appears to be a dominant stereotype: the Turks are 

perceived as provocative, ready to attack and ready for a bilateral bazaar (negotiations) regarding the Aegean 

continental shelf issue, while the Greeks are considered as defenders of their sovereign rights and of the 
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international law. Even if the public’s reception is a “varied and messy experience” (McQuail 2009, p.398), these 

stereotypes are easily and widely absorbed in times of crisis. 

Ta Nea is supportive of the Greek Government’s decisions and criticizes the Opposition’s bondage to the 

Americans. This critique comes naturally from the stereotyped wish to unite all national political ranges against 

the “common enemy” in moments of crisis. The editors promote the critique addressed to the Turks while self-

criticism is missing. In those few cases that the Turks’ opinion is made public, it happens only to promote the 

Greek opinion, by antithesis, as the Turkish arguments are always presented in a negative manner. More, the 

Turkish opinions lose their “weight” from the start, being displayed in a negative way and sometimes being 

connected to negative, extremist declarations of Turkish high military officials. This practice has unfortunate 

results on the readers, as selected fragments of declarations could carry a defamatory meaning. 

The bilateral conflict is always presented in black and white: the Greek position is considered politically correct 

and pacifist, while the Turkish position is seen as warlike, violent and threatening. The stereotype of the “threat 

from the East” is overused; Turks are made responsible for causing the Aegean crisis, as Turkey seems to aim at 

becoming a regional power (which it already was). The quantitative analysis shows that the promotion of the 

Greek’s position and arguments regarding the conflict only serves Greece’s interests, as not promoting the 

position of the “other” part offers no alternative thinking and thus no other truth. 

A striking headline is the one on March 31st, 1987 edition; Ta Nea writes: Ozal gives in (Ta Nea, March 31st, 

1987) and the column is headed “In principle, he accepts Papandreou’s proposal”. The paper refers to Ozal’s 

decision to accept the appeal to the International Court of Justice at The Hague, in order to solve the Aegean 

issue, but the headline induces the feeling of a supreme national victory (as seen in March 30th edition) upon the 

Turkish threat. The verb “to give in” (in Greek: ενδίδω) may be interpreted as humiliating for the Turks and 

overestimated for the Greeks. It is used in the context we presented above, that is that Turkey is always presented 

as a traditional foe. At this point we can conclude that this publication’s choice of lead stories often reflects its 

socialist loyalties, i.e. to PASOK government. The way headlines or banner headlines are formulated indicates a 

display of populism, which is a quite usual characteristic for a large number of Greek newspapers. By its definition, 

the populism is a political attitude in favour of meeting the wishes of the people, even if that is detrimental to its 

real interests. In the spirit of this assertion, one may say that these headlines strengthen the tension between the 

two neighbouring countries instead of diffusing it, as reader’s interest in front page lead stories is stronger 

compared to other stories. 

The articles bring to light characteristics like patriotism, pride and sacrifice that keep the people unite and 

maintain the coherence of a state in times of danger. This is often observed in Eleftherotypia newspaper; its 

editors condemn the Opposition’s attitude, as it is considered as damaging to the national interest. This is a usual 

stereotype for the government supportive newspapers, where any resistance and reluctance to the governmental 

decisions is a subversive element of a united nation. One can easily observe that the rally ‘round the flag effect is 

present in Greece in times of crisis. 

Stereotyping the Turks is business as usual. Stereotypes maintain and promote bilateral rivalry and don’t give 

the other a chance to express or argue his position or view. Greece’s position is presented as legal and compliant 

to international law, while Turkey’s actions are considered illegal and dangerous. Greece is insisting on the 

common appeal to the International Court of Justice for the delimitation of the Aegean continental shelf, while 

Turkey is in favour of a dialogue. The dialogue requested by Ankara is considered as a bargain, a bazaar, an illegal 

action and has a negative impact on the bilateral relations. As the present crisis is compared to the one that 

emerged in the summer of 1976, the name of the notorious research vessel is constantly changing from Sismik to 

Hora, thus underlining the continuity of the Turkish threat in the Aegean. One can also observe that on the front 

page of certain editions Cyprus question is brought to present and this is a usual technique to point out the 

illegitimacy of Ankara’s actions, as Cyprus still remains one unsolved issue. 
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Makedonia is the only newspaper we here analyze that has in general a neutral position towards the 

developments in the Greek-Turkish dispute. Although Makedonia is a high quality newspaper, published in 

Thessaloniki, stereotyping the Turks remains an important characteristic of this daily, but it not as obvious as in 

other publications. The editors underline Ankara’s expansionist views: With his declarations, Özal reveals once 

again his expansionist views. The Government says no dialogue can take place (Makedonia, February 4th, 1987). 

One can easily see that the editors of the daily Makedonia tend to focus on the persons (Özal, Papandreou, 

Mitsotakis or Turkish high military officials) and not on the country. It seems to be logic to mention certain 

politicians on the front page titles and articles, as the politicians decide on the foreign policy. But there is 

something that must be mentioned at this point: although certain Turkish politicians manage the decision making 

process in Turkey, stereotyping is intended for the Turkish people as a whole. Turkish policy is seen as the new-

Ottomanism, deceitful, treacherous (in Greek: δόλια) because Turkey’s dictatorship means violation of human 

rights, which is against all fundamental elements of Europe as a community. As seen in other publications 

analyzed in this article, Turkey’s actions are seen as provocations, while Greece’s are seen as defense actions and 

attempts of reaching a détente. 

At a first glance, one can see that Rizospastis, the official instrument of the Greek Communist Party, is more 

concerned with stereotyping the third parties involved in the Greek-Turkish dispute rather than with stereotyping 

the Turks and that is an obvious phenomenon on the front page of this publication. The United States, NATO and 

Western Europe are blamed for the crises in the Aegean and for covering the Turkish claims, as deemed talking 

about the newspaper of the Communist Party. Turkey is considered the US guardian in the Eastern Mediterranean 

and thus Washington and NATO are backing Turkish actions while having their own interests in the region. 

3. Conclusions 

The Aegean crises of 1976, 1987 and 1996 ended before turning into major conflicts and the immediate 

consequences were good for the two people, as their leaders engaged themselves on the way of constructive 

dialogue and good neighboring. 

Regarding the newspapers’ position on the Greek-Turkish disputes, it is important mentioning that the 

stereotypes about the Turkish side can be found on the front page and this is a usual characteristic of the Greek 

newspapers’ discourse in this period. The use of political cartoon on the front page is an often and unexpectedly 

strong example of stereotyping the other, being either Turk or, in some cases, American. The dialogue between 

the two states is considered harmful and is not promoted as it is seen as a betrayal because Turkey is regarded as 

Greece’s traditional foe. Turkey’s will to start a bilateral dialogue is considered suspicious and serves just the 

purpose of acceding to the EEC forum. As stated before, the newspapers promote only the Greek position and one 

can observe that one-sided argument is very effective in reinforcing opinions in readers’ perception. In the Greek 

press, the use of explicit opinions seems to be more persuasive than the implicit ones and these have effect on the 

minds of at least some of its readers. 

Further research and analysis are required in order to compare it with other Greek daily newspapers of 

nationwide distribution.  
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Abstract. The research focuses on the analysis of the foreign direct investment (hereinafter FDI) inflows to Ukraine and the 

macroeconomic risks connected with investing. According to the State Committee of Statistics, the largest FDI inflows to 
Ukraine as of January 1, 2011 were from Cyprus, with 22.2% of cumulative FDI, Germany with 15.8%, the Netherlands with 
10.5%, Russia with 7.6%, Austria with 5.9%, France with 5.3% and the United Kingdom with 5.1%. The lion’s share of FDI to 
Ukraine was invested in the financial services and industry sector: USD 15 billion or 33.7% of total FDI and USD 14 billion or 
31.4% of total FDI respectively.  
There are several key macroeconomic risks for foreign investors to Ukrainian economy. The critical external factors for 
Ukraine’s economy include global commodities prices, primarily steel and oil and global appetite for emerging markets debt.  
Regardless before mentioned risks, according to the United Nations trade and development body annual report on global FDI, 
Ukraine is the leader among the Commonwealth of Independent States (hereinafter CIS) countries in the FDI growth. FDI flow 
into Ukrainian economy increased by 35%  up to USD 6.5 billion in 2010, making Ukraine one of the leading investment 
recipients in the CIS region. Recently, the global rating agency Fitch Ratings raised Ukraine's long-term foreign credit rating 
from stable to positive. Notably, according to the World Investment Report 2011, the Ukrainian FDI flow constitutes 23% of 
gross fixed capital formation. At the same time, the average rate for the CIS is 15.1% and for the world – 9.1%. 

Keywords: FDI inflows to Ukraine, macroeconomic risks, Ukrainian economy 

JEL Codes: F02, F21, F36, F43, F47 

1. Introduction 

FDI is generally considered as a driving force in the integration of developing countries into the globalization 

process that characterizes the world economy. Although most FDI is concentrated in developed countries, 

developing countries have made the biggest gains in the 1990s in terms of flows of inward FDI. 

OECD Benchmark Definition of the FDI [2] determine it as a category of investment that reflects the objective 

of establishing a lasting interest by a resident enterprise in one economy (direct investor) in an enterprise (direct 

investment enterprise) that is resident in an economy other than that of the direct investor. The lasting interest 

implies the existence of a long-term relationship between the direct investor and the direct investment enterprise 

and a significant degree of influence (not necessarily control) on the management of the enterprise. The direct or 

indirect ownership of 10% or more of the voting power of an enterprise resident in one economy by an investor 

resident in another economy is the statistical evidence of such a relationship. 

2. Global investment trends  

It is mentioned in the OECD “FDI IN FIGURES” [3] that according to preliminary estimates, in the first quarter 

2011 worldwide FDI activity remained stable and did not confirm the upward trend observed in the last quarter of 

2010. FDI outflows for the first quarter 2011 were USD 343 billion, representing a 9% increase from a year earlier 

but a 2% decline compared to the fourth quarter 2010 when they reached USD 350 billion (representing a 28% 

increase from the Q3 2010). The share of OECD investors, which accounted for around 80% of global FDI outflows 

in 2010, rose in the first quarter of 2011 to reach around 90% of world investments. This resulted from two 

consecutive increases of OECD’s FDI outflows in Q4 2010 and Q1 2011, each time by 22%, contrasting with a 24% 
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drop to USD 215 billion in Q3 2010 (Fig.1).Top three investing OECD countries in Q1 2011 were the United States 

(USD 86.5 billion), the United Kingdom (USD 45.2 billion) and Germany (USD 36 billion). The UK marked a 

spectacular recovery (ten times higher) from a year earlier On the other hand, France, among the top 10 OECD 

investors in 2010, was in the twenty-first position with  its outflows  dropping  by  -93% from a year earlier.  As a 

whole, investors from the European Union accounted for 53% of global outflows in Q1 2011 (USD 181 billion).   
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Fig. 1: Global FDI flows of OECD countries, in USD million. Data source: FDI statistics, OECD [4] 

3. FDI inflows to Ukraine 

As for the Ukrainian official FDI statistics, the amount of the FDI to Ukraine trends to keep the stabile year to 

year growth (Table 1). 

Table 1. Foreign direct investment trends in Ukraine 

Foreign direct investments in 
Ukraine 

Foreign direct investments from 
Ukraine 

Year 
Amount, USD 

million  

Change to 
the previous 

year, % 
Amount, 

USD million  
Change to the 

previous year, % 

2000 3281,8 - 98,5 - 

2001 3875 +18,1 170,3 +72,9 

2002 4555,3 +17,6 155,7 -8,6 

2003 5471,8 +20,1 144,3 -7,3 

2004 6794,4 +24,2 166 +15,0 

2005 9047 +33,2 198,6 +19,6 

2006 16890 +86,7 219,5 +10,5 

2007 21607,3 +27,9 243,3 +10,8 

2008 29542,7 +36,7 6196,6 +2446,9 

2009 35616,4 +20,6 6203,1 +0,01 

2010 40053 +12,5 6226,3 +0,04 

2011 (forecast) 44708 +11,6 6871,1 +10,4 
Data source: State Statistics Committee of Ukraine [5] 
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The largest FDI inflows to Ukraine as of January 1, 2011 were from Cyprus, with 22.2% of cumulative FDI, 

Germany with 15.8%, the Netherlands with 10.5%, Russia with 7.6%, Austria with 5.9%, France with 5,3% and the 

United Kingdom with 5.1%. Direct investment from Ukraine was USD 6.8 billion as of January 1, 2011. The largest 

portion of investments from Ukraine went to Cyprus. Both inflows and outflows of investment between Ukraine 

and Cyprus represent the capital transactions and movements done by the major Ukrainian industrialists aiming at 

optimizing taxation as well as allocating money for developing the international structures of their own 

businesses. Over more than a decade, Cyprus offshore economy has been playing an important role as a shelter 

for the evading Ukrainian money. The lion’s share of FDI to Ukraine was invested in the financial services and 

industry sector: USD 15 billion or 33.7% of total FDI and USD 14 billion or 31.4% of total FDI respectively. The real 

estate business and wholesale and retail trade absorbed 10.7% and 10.6% of total investment. [5]  

Having suffered one of the sharpest economic downturns in the emerging markets (hereinafter EM) universe in 

2009, Ukraine’s economy turned on a fast recovery path in 2010. Its real GDP rose an estimated 4.8% year-over-

year in 11 month 2010 on improved foreign demand, as the export-oriented metallurgical, machinery and 

chemical sectors pushed full-year industrial output up 11.0% year-over-year. Domestically oriented industries 

were also growing, led by improving consumer confidence, increasing real wages and a gradual thaw in lending. 

This was in particular manifested by last year’s 7.8% year-over-year rise in retail turnover [6].  

4. Macroeconomic environment in Ukraine 

According to the Dragon Capital research [1] note presenting the outlook for the Ukrainian economy in 2011, 

export markets will remain a key driver for the Ukrainian economy going forward but domestic demand will play 

an increasingly important role, spurred by a steady recovery in bank lending. Ukrainian banks enjoyed the 

strongest customer deposit inflows in the region last year, more than offsetting the 2008-09 deposit run and 

increasing the stock of deposits to an all time high of UAH 414bn by end-2010 (+26% y-o-y vs. average 10.3% for 

the peer group recorded in November). Corporate lending started to pick up in the second quarter 2010 and 

gained momentum in 2H10, offsetting the continued household deleveraging. 

Ukraine’s external position in 2010 proved much stronger than many expected a year ago. Though the current 

account (C/A) deficit widened somewhat to an estimated 2.0% of GDP (from 1.5% in 2009), inflows of borrowed 

capital — spurred by the postelection political stabilization, reassessment of Ukrainian risks and renewal of 

cooperation with the IMF — pushed the financial account to a surplus estimated at 5.6% of GDP from a deficit of 

10.2% in 2009. [5] 

Dragon Capital experts expect capital inflows to moderate in 2011 but remain sufficient to cover the C/A gap. 

The government will continue borrowing actively abroad to cover the budget deficit, while deleveraging in the 

banking sector is set to end with lending gathering pace. Corporate sector external leverage is expected to keep 

increasing moderately in 2011 thanks to recovering private investment demand as well as widespread related 

party lending. With an end of the third quarter of 2010 gross external debt to GDP ratio of 84%, Ukraine’s external 

leverage remains moderate by both regional and European standards, being in line with the regional peer average 

of 89% and enabling the country’s public and private sector borrowers to tap global financial markets relatively 

easily (again, this depends on investors’ appetite for EM risk remaining strong and the IMF program for Ukraine 

continuing). Dragon Capital experts estimate this year’s net inflows of borrowed capital at 2.8% of GDP (in line 

with 2010) and expect FDI inflows at 3.4% of GDP (vs. 3.6% in 2010), fully covering the C/A gap. [1] 
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5. Macroeconomic risks in Ukraine 

But, nevertheless, there are still a number of problems to be solved on the Ukrainian market in order to 

increase the amount of investments to Ukraine, as well as to simplify doing business in the country. Considering 

the MIGA-VCC Political Risk Survey in the BRICs 2009, political risks remain to be the most important factor for the 

foreign investors (Fig. 2) and will become even more important in middle-term period.  

In this survey, representatives from business in different countries had to answer a question “In your opinion, 

which of the following factors will pose the greatest constraint on investment by your country in emerging 

markets this year and over the next three years?”. The results of it show that investors from emerging markets 

view political risk as a significant constraint on investment plans, together with macroeconomic instability and 

limited market opportunities. 
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Fig. 2: The main foreign investment constraints for investors, percent of respondents. Source: MIGA-VCC Political Risk Survey 

in the BRICs 2009 [4]. Note: Percentages add up to more than 100 percent due to multiple selections 

Further I would like to stop on the key macroeconomic risks for foreign investors to Ukrainian economy. The 

critical external factors for Ukraine’s economy include global commodities prices, primarily steel and oil, and 

global appetite for EMs debt. Dragon Capital experts assume the annual average oil price (Urals) at $110/bbl in 

2011 and 2012, implying an imported gas price of $400/bcm in the fourth quarter of 2011 and through 2012. They 

stick to rather conservative steel price assumptions, expecting annual average export prices to rise by a modest 

3% year-over-year in 2012 (to $705/tonne for a blend of key steel products sold abroad), slowing from 25% this 

year, but think demand will remain rather favorable enabling domestic steel mills to moderately expand output.[1] 

It is also assumed that the appetite for EM risk among global debt investors will not worsen drastically compared 

with the H1 of 2011, with hikes in risk aversion in response to the escalating EU debt crisis being revealed as 

temporary. 

Though the approval of the IMF-required pension reform in the first reading increases chances for the next 

disbursement, prospects for further lending under the current program look gloomy as domestic economic 

policies will inevitably grow more populist ahead of the elections. 
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Ukraine’s commodity-based economy naturally remains strongly exposed to the global commodity cycle. 

Ukrainian economists admit that international credit markets will play an even more important role in supporting 

the country’s fiscal and external positions. Therefore there are acknowledged growing risks to the economy and 

the currency. Among less severe risks, there are singled out slower than expected growth in bank lending, which 

would rein in domestic consumption and investment hindering economic recovery and representing a downside 

risk to the GDP growth forecast. 

Also, the agricultural harvest is traditionally dependent upon weather conditions. With agriculture remaining 

an important sector for the economy and foods accounting for more than half of the consumption basket, an 

adverse weather shock poses a risk to the growth and inflation projections. 

June’s inflation reading feel generally in line with the estimates (+0.3% month-over-month, +11.8% year-over-

year) and Bloomberg consensus (+0.5% month-over-month, +11.9% year-over-year). Food price growth expectedly 

decelerated in month-over-month terms in June (to +0.3% from +0.8% in May) on seasonally higher supply of 

agricultural products. [6] But the pace of deceleration was slower than last year, reflecting higher fuel costs and 

buoyant domestic consumption demand. This pushed year-over-year inflation last month to a 17-month high. The 

slowdown in producer prices was largely a result of weaker global steel prices. 

Watched by the IMF, Ukraine improved its fiscal position last year and entered 2011 with one of the most 

conservative budgets in the country’s history. As speedy economic recovery boosted revenue growth far above 

the initial target, full-year central budget revenues and spending targets were raised by UAH 14bn (to UAH 299bn, 

+16% year-over-year) and UAH 11bn (to UAH 334bn, +12% year-over-year) respectively, thus narrowing the 

central budget deficit target by 0.3pp to 2.7% of GDP (UAH 35bn). [5] The revised central budget deficit target 

(2.7% of GDP) seems consistent with the initial IMF requirement to keep the combined deficit of the general 

government (i.e. the central budget, local budgets and the Pension Fund) and oil and gas monopoly Naftogaz 

Ukrainy below 3.5% of GDP. The 2012 budget blueprint targets a central budget deficit of 2.5% of GDP, below this 

year’s limit and in line with IMF conditions.  

6. Conclusion 

 As a conclusion, I would like to mention that there are several factors and risks, connected with the 

foreign investments in Ukraine. But according to the United Nations trade and development body annual report 

on global foreign direct investment, Ukraine is the leader among the Commonwealth of Independent States in the 

foreign direct investment growth. Foreign direct investment flow into Ukrainian economy increased by 35% up 

to USD 6,5 bln in 2010, making Ukraine one of the leading investment recipients in the CIS region. Recently, the 

global rating agency Fitch Ratings raised Ukraine's long-term foreign credit rating from stable to positive. The 

significantly smaller budget deficit this year has been stated as one of the reasons for the revision of 

Ukraine's rating. Also, the economic recovery and spending restraint along with parliamentary approval of an 

unpopular pension reform contributed to Fitch's decision to mark Ukraine's economic advances. Notably, 

according to the World Investment Report 2011 [7], the Ukrainian FDI flow constitutes 23% of gross fixed capital 

formation. At the same time, the average rate for the CIS is 15,1% and for the world - 9,1%. 
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Abstract. Since the civil society has been defined as an important participant in the policy-making 

process in the White paper on European governance, a question that raised discussions relates to the 
possible strategies to stimulate civic consciousness and common action. The problem is twofold, 
considering the differences in the established social relationships in the countries of Eastern and Western 
Europe. This paper aims to shed light on Bulgarian model of social economy. The analysis draws on a 
number of representative initiatives that have emerged in the recent years in Bulgaria and could be 
traced back to social economy’s leading principles and ideology. The study corroborates the necessity to 
escape from the general assumption that the institutional framework is sufficiently enough to create and 
maintain stable third sector. This imposed generalization proves to be misleading. Beyond the formally 
established rules to follow, remains the notion for self-initiative, responsibility and social commitment. 

 

Keywords: social economy in Bulgaria, government policy, social network, integration model 

JEL Codes: D71, D78, I38, I39 

1. Introduction 

The European enlargement brought constitutional asymmetry between the market and the social policy 
making. Therefore the “Open method of coordination”

164 has been adapted to ease the fragmentation among the 
social strata and to focus on issues, such as: employment policy and social protection. The balance between the 
economic development and social solidarity received formal definition in 2006 with the concept of the European 
social model and its principles for economic and social cohesion. In 2009 the Lisbon Treaty became a fact, but 
despite the focus on the social problems there is no in-depth analysis provided, as well as an appropriate strategy 
to apply. This main criticism was considered in the Policy Network project on the future of the European Social 
Model (ESM)165 and its goals: 

•••• to define the sources of the structural changes faced by the European society; and 

•••• to generalize the best practices for the last 15 years in order to operationalize the results in a systematic 
overview of the European society development. 

Apparently the common notion for the European social model does not provide for the panacea for social 
welfare, but rather serves as a generalization of values such as social solidarity, inclusion and support. 
Nevertheless, the differences at the national level do exist and these discrepancies are more evident when the 
comparison is made between the two European blocks – the Eastern and the Western. 

                                                 
+Darina Zaimova; Tel.: + 359899807008; fax: +35942699425. 
    E-mail address: dzaimova@gmail.com. 
164 The “Open Method of Coordination” was introduced in 2000 by the European Council of Lisbon. The basic methods of the approach 
include: fixed guidelines and timetables, quantitative and qualitative indicators and benchmarks, translation of the European guidelines to the 
national and regional policies, and periodic monitoring and mutual learning. 
165 “The Hampton Court Agenda: A social model for Europe” (2006) Policy Network, p.98 



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 191 

2. The background characteristics of social economy 

Back in 2001, the European Commission proposed the White Paper on European governance, in which is put 
forward the idea of greater openness of policy-making process through getting more people and organizations 
involved in formulating, sharing and applying the European policy. The introduction and fulfillment of this change 
is perceived as a common effort, which structures a solid network among the European institutions, centralized 
government, regional and local authorities, and civil society as well, not only in the present, but also in the future 
member states. Therefore: “(...) At the European level, the Commission should ensure that regional and local 
knowledge and conditions are taken into account when developing policy proposals. For that purpose, it should 
organize a systematic dialogue with European and national associations of regional and local government, while 
respecting national constitutional and administrative arrangements.”166 Considering that this process stands for 
reciprocity and bilateral responsibility, the expected reaction from the member states is the provision of an 
appropriate environment at national level through determining and utilizing the local and regional sources, and 
the promotion of contractual arrangements as a useful mechanism for establishment of straight relationships and 
responsibilities. 

Since the White Paper on European governance is addressed to the civil society, a discussion has been 
initiated in order to provide a sophisticated definition of “civil society”. According to the position of the Economic 
and Social Committee, civil society organizations include social market players, non-governmental organizations 
and community-based organizations set up within the society at the grass-roots level to pursue member-oriented 
objectives167. The same document gives an interpretation to the civil society as: “(...) a collective term for all types 
of social action by individuals or groups, that do not emanate from the state and are not run by it”168. 

Furthermore a particular emphasis is on the emerging differences in the development and enhancement of 
social relations in the countries of Eastern and Western Europe (p. 3): “Whereas in Western Europe and the Unites 
States the main question was how ordinary people could rebuild a sense of solidarity and so strengthen the social 
ties which a community needs, the initial concern in Central and Eastern Europe was to dismantle the central 
government control inherited from the Communist system”. One of the main problems relates to the limitations 
that the government initiatives and action throughout the transition process. Moreover: “(...) The countries of 
Central and Eastern Europe had not succeeded and in certain cases have still not completely succeeded, either in 
building confidence in the new institutions or in creating the necessary structures for the existence of a strong civil 
society. This situation is particularly relevant for the European union in the context of enlargement”169.  

How has the role of the third sector in this interaction process been defined? A comprehensive formulation is 
provided by the Euro–Mediterranean network of social economy, which states that: “(…) Cohesion in society is 
only possible if the citizens are actively involved. It is in this process of cohesion where the Social Economy, as a 
member of civil society, has an essential role to play because this type of enterprise is characterized by acting as a 
school of civil participation”170. The essential role carried out by the organizations in the social economy sector is a 
reflection of their unique way of establishment and management as: “(...) a collective, democratic way, 
economically feasible and competitive business projects with a social purpose”171. The legislation is recognized only 
as part of the driving mechanism of community development in its social and economic aspects. The existence of 
“non-binding tools such as recommendations, guidelines, or even self regulation within a commonly agreed 

                                                 
166 European Governance, White paper Brussels, 25.7.2001, COM(2001) 428 final 
167 Opinion of the Economic and Social Committee on “The role and contribution of civil society organisations in the building of Europe”, 
(1999/C 329/10), point 8.1. 
168 Opinion of the Economic and Social Committee on “The role and contribution of civil society organizations in the building of Europe”, 
(1999/C 329/10), point 5.1. 
169 Opinion of the Economic and Social Committee on “The role and contribution of civil society organizations in the building of Europe”, 
(1999/C 329/10), point 4.2. - 4.4. 
170 A system for good governance in the EU (Contribution to the White paper on Governance) Euro-Mediterranean network of social 
economy, pp.4-5 
171 A system for good governance in the EU (Contribution to the White paper on Governance) Euro-Mediterranean network of social 
economy, pp.4-5 
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framework”, gives the right finish to the process of building solidarity and strengthening social and economic 
relationships. This organizational approach is revealed as the key to sustainability and development of the local 
society. 

3. The problems to be solved in Bulgarian reality 

Where is Bulgaria in this dynamic process of social interaction and awareness? At the national level the third 
sector has been recognized as the driving force in supporting people in unequal position; in promoting innovative 
solutions to social, cultural, health and environmental challenges; and in facilitating the provision of public 
services. 

Nevertheless the problems to be solved also proved as a dynamic variable with intensive changes in its scope 
and relative importance. For the last two decades, the low degree of socialization of the economic growth in 
Bulgaria led to increasing degree of social polarization and did not translate and contribute to poverty reduction. 
Several reasons could be related to this general statement. The first one is that the category of poor or people 
with special needs does not have a distinct social profile. This fact became more evident with the recent 
intensification of the negative effects of the economic crisis. This group is highly diversified and encompasses 
people with different education, gender, age, religion or ethnicity. Educational status of rural population is also 
significantly lower – illiteracy rate in rural municipalities is two times higher than in urban areas (1,7 per cent of 
the population between 25 and 64 years). Almost half of the population has no secondary education (Table 1). 
 
Table 1 
Descriptive statistics on population in Bulgaria by type of regions, 2008 

Economically active 
population 

Employed 
Economic 

activity rate 
Employment 

rate Type of region 

Thousand (%) Thousand (%) (%) (%) 

Predominantly 
rural areas 

1850,6 57,5 1624,0 55,6 47,9 42,1 

Intermediate 
regions 

878,1 26,4 764,3 26,2 49,9 43,4 

Urban regions 593,3 17,9 533,9 18,3 56,1 50,5 

Total 3322,0 100,0 2922,0 100,0 49,7 43,7 
Source: National Statistical Institute of Bulgaria 

The higher level of long-term unemployment explained by the limited job opportunities and 
deteriorating quality of labor force, also reveals as significant problem in rural areas. The shares of 
poor and very poor communities are significantly higher than their corresponding share of population 
(Table 2). 

 
Table 2 
Consumption poverty (headcount) in Bulgaria, 2007 

Item Bulgaria Sofia 
Regional 
centers 

Municipal 
centers 

Rural 
communities 

Population 7322858 1019342 2687489 1432351 2184409 
Poor 10,2 7,1 7,6 11,1 14,4 
Very poor 4,7 3,2 3,9 4,1 6,8 
Share of 100 13,9 36,7 19,6 29,8 
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population (%) 
Number of poor 746932 72373 204249 158991 314555 
Share of poor 
(%) 

100 9,7 27,3 21,3 42,1 

Number of very 
poor 

344174 32619 104812 58726 148540 

Share of very 
poor 

100 9,5 30,5 17,1 43,2 

Source: The World Bank (2009) 

Groups that face higher than the average risk of poverty are comprised of individuals older than 64 years (15.6 
per cent poverty incidence), female-headed households and households with many children. These results signify 
for a continuum process – low educational level attainments are associated with higher poverty. The poverty 
becomes an increasing phenomenon in rural areas in Bulgaria. Moreover consumption poverty highly correlates 
with the housing poverty. Over 50 per cent of the poor population in these areas meets difficulties in fulfilling 
basic needs, such as food, clothing, health and electricity services. 

Another fact that should not be neglected is the low labor remuneration. Comparison statistics point out that 
the poverty risk among unemployed is high with a tendency to increase – for 2001 this risk was 33.3 per cent, 
while in 2007 it was estimated to 37.9 per cent. The most stunning observation is the so called “culture of poverty” 
(Minev, Tomev, Draganov 2010: 7). General trend of high poverty indices confirms the ability of poverty to 
reproduce as a social phenomenon for the next generations and imposes on serious potential risk of introducing 
the “second generation poverty”. The problem could be even more serious if it is examined in terms of inefficient 
use of public services and low adequacy level of social transfers. There is a significant difference between the 
capacity of individual social systems and the institutional instruments to influence poverty in terms of its reduction 
or restriction. The level of social transfers, such as social compensation, assistance, family allowances is very low 
and inefficient considering their redistribution among the target social groups. As part of the social policy, 
pensions remain social transfer payment with a key role. They have a relatively high share in the total income of 
households – 22.1 per cent, against the 47.7 per cent relative share of the labor incomes172. The other social 
transfers have insignificant role and impact in terms of poverty reduction. The effect of pensions paid is lowering 
poverty from 40.5 per cent to 17.2 per cent, while the additional effect from remaining social transfers is to lower 
the poverty level only by 3.1 per cent173. 

An important issue, which often remains aside, is that the financial and institutional capacity of the state is not 
the only factor that contributes to answer to these special necessities174. Social welfare is constrained by several 
factors that go beyond formally conducted policy, more likely explained by the accumulated negative effects from 
low levels of income, high level of unemployment and low levels of productivity. Hence, the mechanism of the 
third sector could be fairly perceived as an integrated approach that presupposes three main characteristics: 

•••• Assessment of the capacity of the responsible institutions to contribute and provide required support; 

•••• Formulation of the role of the stakeholders - social partners, civic organizations, individual citizens, as well 
as the opportunity for them to participate actively in the decision-making process; 

•••• Simultaneous performance of these processes, since the emerging problems are equally important. 
 

                                                 
172 NSI, Household budgets in the period 1999 - 2007 
173 NSI, Laeken indicators: Results of the 3rd Round, 2007 
174 Zheliazkov, G., N. Kostadinova, D. Zaimova (2011) “The challenges of running social enterprises: finding better solution for development 

of the Bulgarian rural regions”, Second International Scientific Conference “Business and Regional Development. Rural areas – A look 
towards Europe 2020”, 23-24 June, 2011, Faculty of Economics, Trakia University, Bulgaria 
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4. The model applied – the action taken 

The dimensions of the social policy mainly in the underdeveloped areas vary significantly, considering the 
above mentioned nature of the emerging problems that need specific attention, such as: low birth rate and low 
population density; low educational status; higher rate of unemployment; higher poverty level; limited access to 
the basic social needs; significant fragmentation of land ownership, which remains one of the main obstacles 
towards long-term investments in agriculture, land improvements and efficient use of resources. 

The provocative assertion that the economic growth not necessarily contributes to reducing poverty and social 
exclusion has been promoted recently. The “trickle-down” approach from the 60s is no longer a solution as it 
reveals as an inappropriate solution and deepens even more the discrepancies among the social strata. 
Consequently the next step to differentiate particular policy measures that aim directly to society’s problems and 
commit to play a critical role in their overcoming needs to be taken. In this respect it should be mentioned that the 
existence of concrete policy regulations does not automatically lead to the conclusion that they are successful in 
their implementation and impact. In Bulgaria there are about 200 strategies that have been established at the 
national level and most of them are related to social inclusion (Pfaller et al., 2010). Nevertheless, only after the 
amendments of the Social Assistance Law, effective since 2003, the opportunity for non-government organizations 
and private enterprises to provide social services has been opened. The regulation regarding the financing of social 
services has been recently amended and defines as such sources: the State and municipalities budgets, the Social 
Assistance Act and the national and international programs as well. Since the pre-accession period and the 
following accession of Bulgaria as a full member in the European Union, resources provided by SAPARD and 
LEADER programs, have remained as the major contributors to strengthening rural economies and provision of 
community-based services. 

The chronology of the measures taken dates back to the period 1999 – 2001 and the Bulgarian Regional 
Initiative Fund (RIF), funded through the Learning and Innovation Loan. RIF has been primarily aimed to protect 
income and to alleviate the adverse economic impact over the poor or vulnerable social groups. During that 
period, seven innovative micro-projects having an approximate value of USD 130,000 have been funded following 
the necessity to create temporary and long-term jobs. Results from these projects pointed out several issues that 
could be qualified as shortcomings of the initiatives taken: 

•••• a limited number of clearly defined and easily monitored types of micro-projects are the key for successful 
administration and monitoring; 

•••• absence of a mechanism for community’s participation in the selection and implementation if the project 
should be embedded in the project cycle; 

•••• low level of sustainability of the projects. 
Therefore a number of policy documents is introduced in order to encompass the variety of issues that call for 

urgent intervention. In the National Plan for Fighting Poverty and Social Exclusion (2000 – 2005), Bulgarian 
government proclaimed that: “(…) in the course of the implementation of this plan an open and intensive dialogue 
will be sustained with people and communities at risk and suffering from social exclusion”. Furthermore the 
significant regional disparities (employment levels, unemployment rates) have been acknowledged in the Joint 
Memorandum on Social Inclusion of Republic of Bulgaria. 

In between, organizations in the third sector have also developed as a reliable provider of community-based 
services. Unfortunately they hold a relatively low share of total socially-oriented non-government organizations. 
Policy measures towards clustering of the initiatives dealing with a range of community-based needs are 
undertaken. According to the Report on the “Study on practices for management of non-profit organizations in 
Bulgaria”, 81 per cent of the non-profit organizations are registered as associations, of which 74 per cent are 
registered to pursue activity for public benefit. Foundations that have been registered to pursue activity for public 
benefit are 13 per cent of the total number of registered non-profit organizations. Their competence and activity 
are different and encompass almost all aspects of public life, although a priority is given to the problems and 



Pag ׀ 
ISSN: 2247-6172  

ISSN-L: 2247-6172 
Review of Applied Socio- Economic Research      

(Issue 2/ 2011)  
URL: http://www.reaser.eu      

                                                                                                                                                              e-mail: editors@reaser.eu 

 195 

needs related to the social and health aid and assistance; educational sphere and research activity, development 
of communities. Certainly the range of their activity is defined by the sources of their financing, such as: 
international donor organizations (53 per cent); membership shares (46 per cent); and business activity (35 per 
cent); government subsidies (17 per cent). 

Another important fact is the preference given to community-based services defined as “state delegated 
activities” (education, health services, social work and care, culture). The practice reveals that services which are 
most likely to be provided by the municipal administration are the ones with secured state funding. Even though 
the involvement of private resources and cooperation has recently become a priority of the social inclusion policy, 
in most cases the municipalities experience difficulties in acknowledging the non-profit organizations as potential 
partner in provision of social services. Amendments of the Regulation of the Implementation of the Law on Social 
Work in 2003 promote social entrepreneurship through substituting the licensing regime by the registration one. 
The licensing regime is applicable only in cases of social services for children and is operated by the State Agency 
for Child Protection. As a result in 2006 there are 317 social services providers registered under the Social 
Assistance Act. A shortcoming of the financial regulation is the absence of direct or indirect tax deductions or 
subsidies. Such tax concessions are not envisaged even for non-government organizations with activities, which 
target disadvantaged people. 

Furthermore in 2005 the Project Steering Committee (PSC) approved the Demonstration Initiatives Fund 
(DIF) - Concept and Operations Procedures, which consist of three types of grant schemes plus an additional 
module: public benefit projects; innovative projects; micro-credits; and training, networking, evaluation and 
dissemination of the acquired practical knowledge and experience. The priority areas were formulated in terms of 
introduction new technologies to add value and raise competitiveness of products and services; improving the 
quality of life in rural areas; enhancing collective activities and supporting sustainable usage of the natural and 
cultural resources. The assessment of the SAPARD program by the end of 1st of May 2007 means that there have 
been approved 2833 projects with a total cost of 1,3 billion euros. Despite the fact that the biggest amount of 
provided financial resources has been redistributed towards the improvement and modernization of agricultural 
holdings (47 per cent) and food processing industries (38 per cent), the reminder was spent in favor of the 
diversification of economic activities (rural tourism and wood industry) and improvement of rural infrastructure. 
Furthermore until 2007 there were a number of programs that supported the implementation of the Leader 
approach in Bulgaria and creation of appropriate conditions for the approach implementation after accession to 
the European Union. 

Local self-government is an important factor for mobilizing the local society and for development of the 
rural areas in Bulgaria. Close to 60 municipalities in rural areas take part in projects for integrated development, 
financed by the European Union and the bilateral national programs aimed at development the capacity for 
planning and applying the policies for local development. In the process of structuring the development plans for 
the planning period 2007 – 2013, local interested groups are involved into collaboration (non-government 
organizations, educational and cultural institutions) (Table 3). 
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Table 3 
Types and examples of social innovation initiatives within the activity of LAGs 

Agricultural 
innovation 

On-farm non-
agricultural 
innovation 

Innovation in rural 
services 

Innovation in 
preservation of identity 
and traditions of rural 

areas 

Sustainable 
agricultural 
practices 

Support of tourist 
infrastructure and 
services (new eco-
trials) 

Forest resources 
protection 

Promotion of cultural 
tourism by advertising 
ancient historic find 

Creating a meat 
processing 
workshop 

Promotion of 
alternative tourism 

Business information 
center – package of 
services for local 
industries, business 
and citizens 

Reclaiming 
unused 
agricultural land 

Repairing farm road – 
voluntary labor 

Building Informational 
center – to facilitate 
access to electronic 
information. 

Creation of a herb 
collection point 

Re-cultivation an 
existing illegal dump 
site and afforestation 

Network of guest 
houses’ private owners 

Organic farming Reclaiming municipal 
wasteland 

Tourist information 
centers 

 Building a covered 
market facility 

 

Setting up art center 

 
Policy measures have taken the direction of launching the process for establishment of integrated social 

inclusion policy in the National Social Inclusion Action Plan (2008-2010). The main course of action has been taken 
towards: 1) disconnection of poverty transfer and social exclusion between the generations; 2) provision of 
employment for young people; 3) equal opportunities for the most vulnerable groups in the society; 4) better 
management of social inclusion policy; 5) application of the European “Open Method of Coordination” in the area 
of social protection and social inclusion. 

One of the weaknesses of the measures taken is the participation of society at a local level, which remains 
underdeveloped. The absence of traditions in the development and maintenance of local partnerships and ensued 
activities is perceived as a considerable disadvantage. The organizational initiatives of the civic society in rural 
areas are at their opening stage. One explicit trend is that in the bigger municipalities (population of over 30,000 
people), non-governmental sector is much more developed; while in smaller municipalities this sector is 
characterized by its extremely limited capacity and resources. 

5. Concluding remarks 

In spite of the initiatives and measures taken in the recent years in Bulgaria, there are particular issues that 
allow no delay in the social policy. One of every fifth Bulgarian lives in a disadvantaged economic and social 
environment. Government initiatives dry up fast, which triggers the necessity of society itself through non-
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government organizations, local partnerships or private companies to undertake initiative in new entrepreneurial 
manner. 

One of the most important areas is the provision of social services, which has a relatively limited coverage. A 
step forward is taken by the recently amended social legislation, which promotes for transition from institutional 
care to community-based services and initiates a client-oriented approach in creation of alternative social services. 
The main problems in the housing sector relate to the poor maintenance of the housing fund; the increased 
number and share of inhabited houses in rural areas; the rising number of housing owners who are not able to 
cover increasing houses expenses; the low proportion of existing and newly built public housing buildings; the lack 
of specialized housing saving and housing crediting system. A possible solution is to stimulate the activity of the 
non-profit housing units, as well as a new subsidy system and a specialized housing saving and crediting system. 
Employment of people with disabilities is an area that remains unexploited and even underestimated opportunity. 
Economically active people with disabilities represent ¼ of the working age group in Bulgaria. The prevailing part 
of them works in sheltered enterprises and cooperatives. The total number of these organizations throughout the 
country speaks for itself – only 115. The rest of the people with disabilities are employed in the mainstream labor 
market. The employees are obliged to provide appropriate job places, defined by the quotas in the Labor Code, 
the Employment Promotion Code, and the Protection, Rehabilitation and Social Integration of Disabled Act. 
Nevertheless the practical results are to some extent discouraging. The unemployment rate of the people with 
disabilities exceeds the average unemployment rate in the country. Another concern regarding availing and 
restraining of the unemployment level is the way to enhance the educational level. The educational disadvantages 
reveal as significant determinants of poverty and social exclusion. This has become a challenge not only for the 
government authorities, but also for the organizations in the third sector to provide adequate strategies and 
innovative approaches towards lifelong learning opportunities and reduction of the drop-out rate in schools. 
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