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Foreword
Whatever the topic of this issue or the initial idea plan designed to cover the
Journal is problematic, most of the articles focus, inevitably, on one aspect of
the current global crisis. Going through the contents, authors from different
parts of the world make their own concerns known, theoretical or with
practical applicability without triggering terms contradiction, but keeping the
same area of interest. The common denominator remains, further on, the
problematic of the crisis with its effects, not at all, reduced.
Although at first glance, our attention is turned away from the daily
problems by the summer holiday, the eco-socio-political reality in the world
does not allow a relaxation in attitude or reflection. The crisis topic did not
perish. Decision makers at the European or global level are striving to reassure
the public, by offering positive signals but feeble regarding economic growth.
Economic recovery efforts are however, denied by reality.
Living standards are declining as prices have increase all over the
world, labor movement is not as free as it is claimed to be, which influences
the emigration-immigration balance, the banking area suffer further on
turbulences, the budgetary imbalances are deepening, requiring drastic fiscal
measures, the exchange rates for powerful currencies fluctuates in relation to
the eco-political events, etc.
We all are concerned and responsible for exiting the crisis. Inevitable
comparisons between economies emerge, the different development level, the
capacities and the mechanisms more or less efficient for the economy
uplifting. But the question remains: at what cost, what efforts, or in other
words how much is the opportunity cost for exiting the crisis.
And, as this Journal has international coverage the information
puzzle is interesting and attractive in terms of approach among the authors
who have sent their articles. The conclusion: the crisis has no holiday.
Professor Mariana Ioviţu, Ph.D.
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Author:

Alexandru JIVAN, West University of Timisoara, Romania,
alexandrujivan@gmail.com

This paper proposes to eliminate, a routine in the economic thinking, claimed
to be responsible for the negative essence of economic developments, from the
point of view, of the ecological implications (employment in the planetary
ecosystem).
The methodological foundations start from the natural origins of the
functionality of the human economic society according to the originary
physiocrat liberalism, and from specific natural characteristics of the human
kind.
This paper begins with a comment-analysis of the difference between
natural and artificial within the economy, and then explains some of the most
serious diversions from the natural essence of economic liberalism.
It shall be explained the original (heterodox) interpretation of the
Classical political economy (economics), by making calls to the Romanian
economic thinking from aggravating past century. Highlighting the
destructive impact of the economy - which, under the invoked doctrines, we
call unnatural - allows an intuitive presentation of a logical extension of
Marshall's market price, based on previous research.
Besides the doctrinal arguments presented, the economic realities
inventoried along the way (major deficiencies and effects, determined)
demonstrate the validity of the hypothesis of the unnatural character and
therefore necessarily to be corrected, of the concept and of the mechanisms of
the current economy.
The results of this paper consist of original heterodox methods
presented, intuitive or developed that can be found conclusively within the key
proposals for education and regulation.
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Natural - Artificial. Preconceived ideas and reorientations
In the preface to the book “The Other Path” of Hernando De Soto, translated
1
into Romanian , invokes a memorable scene: the fetus about to be subjected
to extirpation (curettage) shouts unheard. The idea is to draw attention to
the painful unnatural character of any forced approach as well as an
extraction of the fetus outside the natural birth moment ( other that it
would have been by the nature of things): the economists make right away
the analogy between “natural” and freedom of action, such as the famous
adage liberalist laissez faire : and the cries (dull) of pain” is the effect of the
destructive character and therefore inefficient prom an economical point of
view, in terms of efficiency (productivity, productive results) and also of the
resources allocation, which the “unnatural” has.
The problem that we want to put to discussion, concerns another
perception (or conception) - renewed, unorthodox - about several common
approaches, which we consider already a routine, preconceived ideas:
because any chance of discussion offers the chance to find new aspects,
disclosing some new ignored issues and mistakes. The issue we raise
concerns the assumption (acceptation) that is made about what is natural
and what is forced (unnatural, such as a birth before due time, such as
abortion, such as the disturbing case exemplified): in the preached ideology
on the usual coordinates of liberalism the action of the entrepreneurs is
assumed to be the natural one and state intervention so declared to be the
forced one; but in the traditional approaches it’s not about the unnatural
character of treating food with chemical preservatives, although by this the
natural constraint is infringed - decisive for the market - the natural
1

Hernando De Soto-The Other Path- SEDONA Publishing House,Timisoara,1999, translator's
note, page VII, is invoked a memorable scene where Vasile Mitu, the translator of the book,
appreciates it in a courageous manner, the concrete image of the ideational and problematic
content of the book of De Soto. The comparisons are dramatic, harsh but definitely genuine.

2

Artificial Economy

Issue 5
August 2011

perishable; it’s not about the unnatural character of the growth stimulants
either (forced amplification of the living biological material, including
animal) thus further distorting the natural mechanism envisaged between
the laws of nature, dominant in underlying the laissez faire principle by the
physiocrats. Such denaturalization’s are not made by the state, but by
independent individual companies. Similarly, the increase in the size of
some companies (sometimes up to the point where they become far superior
2
to the force of several states ), and then carrying out interventions on the
extent of these dimensions and enormous forces: these are now on the
agenda.
So, judging outside of the preconceptions instituted (normal),
forced is represented by anything that aims some purposes- or follow some
3
paths- against the natural . Moreover, violating some routine of the
contemporary world (but in harmony with the Antique Greek philosophers’
conception and with the original Christian spirit) we might say that natural
is related to the coverage of needs, but it is not chrematistic, doesn’t aim any
4
business purpose , following the natural determinants (according to the
laws of nature) and not by pursuing mercantile targets, of monetary gains
over the individual needs. Pursuing and artificial track (compared to the
natural needs) is something abnormal; individual actions- indifferent
towards nature of everything around, or even hostile to the environmental
framework [environment] - are not natural at all, nor as effects nor in terms
of routes followed, methods used.
As a result, the metaphor from the foreword to his book De Sotto
may refer to any mutilator intervention force, not only, as we are already
accustomed (up ‘till routine), all the way to the force of the state. Or even,
for broadening the horizon towards common practice, one can relate
primarily to the (private) giant companies: Having regard to the forces

2

Stepping out, entirely, of course from the ideal competitive models conceived at the beginning
of liberalism.
3
Constitutes at least a diversion preserving the state’s position as the unique‚ interventionist”
(disturbing in the idyllic tournament [fair competition] between private entities).
4
Which is something else that to leave things to run in the direction given by the casual
connections, bound to the laws of nature: following the laws of nature means to saw when the
time comes, to hose, to remove weeds, to harvest when the crop is ripped, and there are proper
conditions, in order to insure the basic needs for living ( but not for speculation purposes to
enrichment).
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applied by such giants (their interventions) on individuals natural persons
(applied forces consist of aggressive marketing and others) and on small
6
business units (over which destructive forces is practiced, imposing prices
and other coercion, by the unbeatable force of the stronger ones according
to the short term needs). Can be explained several evolutions and decisions
taken “for the market” and also other methods used in the market struggle –
seen by Veblen, a new picture of free competition taking form other than
the idealistic one.
Industrial processes rely on physical and chemical laws to the extent
to which people discover and exploit them. But the conduct of life processes
(in general, and particularly in humans) has some forms shaped in
millennial evolutions that are crucial not only for human society but in great
measure for its component which is economy. Parts of the same nature are
the other species of the planet, each with its own manner of conducting the
processes necessary to obtain basic needs, which describes specific types, of
“economic life”. All these are integrated in the particular ecologic and global
7
balance, on which we do not wish to insist in this paper .
In the case of the human society, more evolved, it can be considered
that the natural boundaries are quite labile, that they are not (and cannot
be) fixed accurately, can evolve over time. We do not wish to clarify in detail
and rigorously ( to develop) this issue in this paper: the reference we make
8
here (on natural and artificial) concern only the basic distinction between,
for example, on the one hand, (i) deforest, deadheading, etc. and finally to
5

Buyers (customers, for the big company). In any case, to Romanians at least, big companies
have brought unexpected limitations (we avoid examples because it would require the use of
real names of some companies).
6
All buyers or bidders (to which the company is in the position of monophony or "which
constitutes competition" for the large company) that are candidates to be swallowed by it (or to
be ruined by it, in the free competition).
7
As the man makes the selection between what's considered useless and what he is interested
in (for example, between plants that we call " ones weeds" ones and the " ones cultivated" ones),
and elephants deforest, large areas to help better grow _the type vegetation they need for food,
and other creatures have certain means of action well designed. In various papers, we make
such mentions and clarifications. I quote here, for example, only the introduction to the paper
“Services and Servicity” (World Services Forum Bulletin, no. 3.4 / 1993, pg.16-24)
8
Today flavors’ generated by chemical factories are called "natural" – on the only reason that
their smell looks like (appears and is declared identical with) certain natural smells, containing
certain similar chemical substances (even if never all the same and never exactly the same
components and in the same conditions and quality for biologic use (for people, for health on
the very long term); only Mother Nature generates the actually and really natural substances).
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harvest ( including with more productive tools ) and on the other hand (ii)
to use chemicals to cause artificial growth of meat (muscle) on still
immature organisms, like chickens or cattle, or to make tomatoes and
eggplants to gain a red color faster (in order to look “ripped”; these type of
practices- so called “more productive” – are used for profit, but are carried
out precisely by “cheating’ mother nature, therefore by violating the
fundamental principle of productivity developed by the physiocrats based
on liberalism; better yet contradiction the principle; because they mean
precisely the deviation for the conduct of things as it happens in nature (in a
natural manner). Natural aspects can therefore be ignored or avoided, and
in many cases they are rather fake.
Such evolutions (interventions) are considering a single aspect: the
commercial one, regarding the quantitative result that can be construable
into market profits, mercantile benefit (not qualitative for the client).
Initiated by businessmen, they are nevertheless declared “natural” and thus
amenable considered such by the economy’s theorists- who don’t take note
of the fundamental difference, of the same nature as the difference between
(i) natural agriculture from the period of emergence of the liberal spirit in
the French physiocracy around the revolutionary events of 1989 and (ii)
agriculture "factory", industrialized up to the loss of its natural roots, as
shown above, which has come to ignore what is crucial for agriculture (in
terms of the specific nature of birth and exploitation of biological assets,
different from those synthesized industrially) and this difference is clear.

Artificial Economics
Following the revolutionary spirit during the French Revolution
(„liberté, egalité, fraterninté”), the liberal concept about the economy was
based on the principles of the divine order. The goods exist through
creation: through the original creation, and created further by „God’s
blessing” of the germination, and biological growth, with the help of the –
same divinely – sun, rain and earth’s juices, etc.; as well as with the
contribution of work, care and know-how (competent, adequate care) of the

9

No one should imagine that we are considering labor with „bare hands” of the primitive man:
he used tools also.
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appointed (unique) „productive class”. Physiocracy focused on the product
(or production) itself or substance or goods plainly created. Physiocrats did
not analyze the income luring, the absorption from the environment, but
focused on realizing (creating) absolute surplus. Everyone lives because of
what is produced on this planet, even if some produce these plus-product
themselves (with God’s help), while others attract (win and enjoy) parts of
the same plus-product (even if they do not contribute to the creation, but are
involved otherwise), through various changes, activities and means
(including the transforming of the same goods), but starting from this fact
that such goods already exist: they were created by God and by others’
10
contribution (by the merit of the „productive” ones) .
The latter’s activity appears this way as basic compared to all other
human actions and activities. This way, physiocracy generated a logical
delimitation between the meaning of being productive (creating or bringing
contribution) and of living upon anything else other than contribution
(maybe only by consumption and destruction). The principle “Laissez faire,
laissez passer; le monde va de lui meme” that they introduced for the first
time in the economy) wanted to promote the ideas of equity and exclusion
of privileges, in a humanistic and anti-aristocratic logics; precisely the
thought of the ‘social contract’ itself should include aspects of social
responsibility and other non-selfish and extra-private features as well. The
humanistic goals of their approach were obvious. In the Occident, the
liberalism problem was put quite like a reaction to limitations, to absurd
rules that were used for some ones’ interests (encroaching upon the good
work of the facts). And from those times they were chiseled, during
hundreds of years, and the spirit of order and laws respect was kept.
Originally, in the physiocrats’ thought, the above mentioned
delimiting did not necessarily suppose a „conviction” of those who weren’t
producing a surplus. But their unproductiveness from this economic point of
view, at least excluded their rights (pretension) to an economic decision,
because their decision could have other motives (reasons) than the natural
good progress: “le monde va de lui même” and should go like this. In other
conditions than following the mentioned principles of creation and divine
10

Their aspects were described in our paper „Marketing, Liberalist Spirit and Nature, (in
Timişoara Journal of Economics – TJE, Vol. I Issue 4, 2008, p. 321-342)
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11

order of things (natural progress - de lui même), this natural good progress
is obstructed, blocked. Essentially, the motives could be natural (according
to natural demands) only if the people carrying them were an integrative
part of the creative process (the process of production, in our matter),
working under the grace of the (divine) laws of nature, so exclusively
subordinated to the justified merit, to individual’s contribution. It is the only
foundation accepted by the basic, physiocrat liberalism, which serves as base
to the economic decision-making: mission granted only to those who are
constructively involved, by the nature of their contribution itself.
This is the spirit of physiocracy and of the idea of freedom impossible without justice (equity) having reference to worth, to clear merit,
to bringing real contribution.
The classical approach moved industry in the “productive class”
(branch). The single argument supporting this “productivity” of industry was
the impressive amount of labor involved. But Smith kept practically the
12
most of all the other activities like “sterile”. Classics depicted a reality (the
artificial, being overwhelmed, for the phenomenon of industrialization)
based on the premises conceived by physiocrats in other conditions (natural
elements economy). But for the industrialized economy (and with the
generalized market from now on) they were no longer adequate: one cannot
enforce the laws of nature (with the default order for succession of seasons,
for example - and other purely natural elements) to an economy that
persuades precisely this circuitry of this order, as its primary goal(starting
with the removal of natural perishability, with changing the conditions of
production, etc..) because they represent natural constraints, perceived as
obstacles by the developer, limited in this way in his gains. Classic (English)
economic thought was originally based on the industry patterns – wrongly
mistaken for everything that could be considered economic business – and
extended those criteria on agriculture, services etc., excluding (from
Economics) any processes not fitting those patterns. And all this while, from
the physiocrats’ point of view, agriculture was the primary human economic
activity.
11

Please see further M. Manoilescu, N. Georgescu Roegen and the two main mistakes of the
English economic thought.
12
See the debate around the subject (productive vs. unproductive), the multitude of nuances
and the ambiguity of the criteria system employed.
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Later, for the neoclassical economics all activities are useful (if they
exist). And the classical-neoclassical economics became dominant (valuerelated debates almost disappeared from economics). In the purpose of the
13
extended perception of “productive” and “unproductive” (for including
industry as productive), the supreme validating criterion choose by
neoclassic was simply the market. God’s (Mother Nature’s) contribution also
14
became to be ignored by the economists. And the contribution of the plusproduct (surplus) creators was replaced with the prices they were paid by an
extremely blur, indefinite and unreliable market – in both its “appreciation”
15
16
and definition (as a deciding factor). The word natural itself (whose
meaning referred to the divine laws) was confiscated by this “greater
instance” substituting Divinity, to the benefit of and to justify the
functioning of the market (whose results would be declared “natural”, by
17
ignoring the means ). This thought (also) renounced to the (determining)
link with the divine order, replaced by (allowed) lay and precepts (not
subordinated to such a superior order), ultimately simple market effects –
results of much more petty (mean) causes. In the same purpose, the only
link with the causal element (work, in Smith’s view) was severed as well,
passing completely to the very effects on the market. This represented a
greater shift from the superior genuine natural order of things, like it was
seen in the physiocrats’ vision. The essence of productivism itself, its original
meaning and its authentic, genuine sense, were lost forgotten.
Although economic theory has strong influence on economic life
(inter-influencing is mutual) one cannot claim that real economy should
follow a certain model (theoretical), with the purpose to fit into some
accepted standards established once (like pure and perfect competition
model); real life evolves. But the claim should be to reflect economics as it is,
and not through a (deforming) theoretic model- beautiful, maybe
“comfortable” in terms of a preconceived idea or of some business interests,
13

Term used by Smith instead of “sterile”
Just a century later Nicholas Georgescu-Roegen will mention it again, trying to correct this
primordial mistake of standard economic thought – that of ignoring the laws of Mother Nature.
15
Mihail Manoilescu struggled to correct this second fundamental mistake of English economic
science (From in our paper „Marketing, Liberalist Spirit and Nature – in Timişoara Journal of
Economics – TJE, Vol. I Issue 4, 2008, p. 321-342).)
16
God given
17
Question of capital importance in the Physiocratism and for the genuine liberalism
14

8

Artificial Economy

Issue 5
August 2011

but that are far from reality. The theoretical model- that each way would try,
cannot be but a scheme (a simplification, on some essential elements) of the
extremely complex reality- must change its landmarks that are those
elements from reality noted as defining (essential): according to the reality,
they represent. Choosing the elements considered as essential is a process
with philosophical meanings and thus with moral laden: related to
education, not just scientific, but also to the conceptual structure of the
18
individual who develops models ). As the lengths are measured against a
benchmark representing the …..part of the lengths of equator etc. (called
“meter”), in the same way the economic acts (actions and decisions with
effects, of economy) are judged by certain criteria, related to certain
“measures”- either declared, either hidden, perhaps not acknowledged, but
anyhow real (again, related to the conceptual formation of models
developers); it follows that they must be judged multidisciplinary, including
according to moral, social ecologic benchmarks(according to the knowledge
based economy)- marks that are currently (in the current manner
19
apparently amoral, but in fact anti-moral) are repudiated .

Man-Made Economy
Under the supremacy of God (natural laws), the French physiocrats
set the logics of human life (including economics) on the natural laws: this is
the core and the only condition, explanation and argument for the “laissezfaire” principle: the purpose and the necessity of obeying to the governance
of Mother Nature. The natural economy was practiced by the natural
farmstead and the natural process would give the best results to the people
20
who well pursued Mother Nature: the plus-product . Today not only the
18

The moral elements are ignored, by the currently dominant economy self proclaimed as being
„positive”
19
The economic realities should not be conceived, understood and judged solely by the
benchmark profit, which excludes the multidisciplinarity and narrows the horizon, up to the
destruction of the planet for reasons (justifications) of short-term gain.
20
As previously said, production and productivity was conceived in the terms of real creativity.
See, for instance, the explanations and comments we made on this matter in papers like
„Marketing, Liberalist Spirit and Nature”, Timisoara Journal of Economics (TJE), Vol. I Issue
(nr.) 4, 2008, p. 321-342 and „From Georgescu-Roegen to Manoilescu. And further to Sen”, in
Vol. International Scientific Symposium “Economy, Society, Civilization”, Bucharest, 6-7 July
2007, ASE Bucharest. But after it, English Classicism avoided the genuine criterion and became
to explain its own criteria and logics: firstly the economic facts got work criterion, then the
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economic theory, but economic life itself became artificial, unnatural,
compared to how economic life of the human kind once was on earth: as
other beings, that is in their natural frame, but humans artificialzed it. For
the craftsman who made sustainable shoes (and lived from customers'
service quality) is has passed to pre-computed perishable production and
disposable products, to the high plant productivity, whose marketing
policies focus today on the “NEW’ stamp (and on commercial slogans from
the same category). I mean from utility, creative work, intrinsic quality (and
existence by it) to superficiality, focus on forms, speculation and deception,
to the consumer society (the use of substitutes, encouraging destructive
consumption): the market has become final, the purpose itself, result
instead of being a simple mean (broadly useful). Humans’ life is itself
entirely transformed in trade; the “market culture” mostly replaced all
cultures. Training behavior is made through commercials; unfortunately,
thinking is also formed on the same shoe tree, generating logic, rigor
deficiencies, lack of foresight or ignoring long-term effects, other form of
ignorance, stimulating diversion, trickery, lies, gambling, intemperance, etc.
Since the industrialization, the practice economic style
(generalized)- namely the one focused on profit- is that one who required
subsidization of agricultural production ( intended to cover the primary
human needs for food): otherwise it is no longer attractive to entrepreneurs;
instead there are extremely attractive a number of other activities, from
21
playing the stock market, to production and trade of drugs , is only one of
the examples on the effects of free market mechanisms; “casino economy”
development has been reached, focusing on speculative business and planet
22
degradation . Certain of the human and social principles are put under
question, because of the growing domination of the “economic moral”. But
under the classical and neo-classical liberalism, industrialization and
avoiding Mother Nature commandments was generalized in the entire
economic field and in the whole human society.

utility, and thus, market became the most determinant.
21
The subject is developed in our paper " Do People (no longer) Need Food? A Few Reflections
on the Market Mechanisms and Their Effects "(paper translated into English by Adina
Popovici), International law books, Year VI (2008): 153-158.
22
See next section
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In the artificial world in which we live today, the exchange is no
longer a means of diversification of consumption, but became the only way
to meet any needs: the natural economy has practically disappeared, people
no longer work the land to be able to eat what they produce- as they did for
23
millennia, but to make money (for about 2 centuries ), as much money as
possible. And vice-versa in order to satisfy a need, one no longer works to
24
cover it, instead other methods are used: in the best case something else is
being produced, in order to gain money and then, with that money, one can
25
buy what he needs from the market. In the unnatural economy , and exists
exclusively through generalized trade, can- as a result to this generalizationintervene more often (sometimes almost as a rule) deception. Namely, can
be offered on the market food products with strong food spell (even
boosted) with attractive characteristics( for e.g. juice box with fruits drawn
on, along with written words like “peaches”, with large font and in different
languages)but that has nothing in common in regards to its content, with
those certain natural food products. The market and meeting the needs
through the market makes the mean (taste, smell, appearance) to become
purpose itself; and the true purpose (covering the food needs, in the given
example) is eliminated (or at least ignored, in the majority of cases) and
26
therefore the need won’t be covered anymore . The current economy
represents an artificialization of human life.
Anti-human impact exerted by economic ideology ("of the market"
in fact mercantile) is manifested in an obvious manner on training people
(education), starting with the fundamental fact that, increasingly, people are
not being prepared, but workforce (simple economic factor), in the sense
that there are provided computer and technical skills, while the human
23

Of course the period is longer for the case of words greatest retailers, that have conquered not
only military but especially from an economic point of view.
24
Because methods are also theft, and mendicancy and others- ignored, unfortunately by
economic science, despite the great expansion of such pehnomens.
25
See definition of natural economy
26
We reiterate our analysis from works such as "Do People (no longer) Need Food? A Few
Reflections on the Market Mechanisms and Their Effects "(paper translated into English by
Adina Popovici), International law books, Year VI (2008): 153-158 and" Determinants and
Compulsions into Setting Priorities at Macroeconomic and microeconomic Level "(Volume of
International Symposium into the Economics and Management of Transformation, Timisoara,
Romania, May 11, 2002, p. 539-544).
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background, spiritual, moral is increasingly ignored, and even the cultural
one and general knowledge. Culture is the last chapter in the budgets of all
states. Education is in its turn a business, focused on the market. It’s like a
denaturalization similar to the major orientation of medicine on shortening
noses, enlarging breasts and sexual reassignment of some eccentric stuffed
individuals, instead of treating the greatest needs- the many and oppressed.
Various artificial needs have been generated (by “entrepreneurs”), induced
or caused (of course for gain purposes of the provocateurs.
In the consumer societies, the share of economy need has become
so small that it may no longer be of interest for the bidders. The economy of
pleasure is much more advantageous. It really is one of the reasons, which
27
contribute to the poverty existence : under the conditions where wealth
exists, the offer – oriented toward profit- focuses on its conquest, on the
segments owned by the customers, not on those from which small gains can
be obtained, with relatively high efforts. It follows, neglecting some
important categories of consumers and accentuation of polarization. Here's
how the "invisible hand" of Smith (that is market mechanisms) act not in the
direction of good of all, neither immediately nor eventually, nor in principle,
but only in favor of the rich, least for the intermediate layers and practically
against the poor.
Such tendencies were evidence for realities especially after the
Reagan era (in the US) and Thatcher (in the UK) of “liberalization” (in fact
“deregulation”) and also at the beginning of the actual crisis: especially in
Iceland, but also in the USA where everything began with deregulatory
measures. One of the most fundamental errors of the deviant liberalism
28
(deviated from the genuine one ) is replacing God with the market: this
means eliminating all rules, principles of order (moral and others)such that
liberalization comes to be perceived (and applied, like in the above
examples) exclusively against the state. Thus not only it loses sight of the
effects of supreme headquarters (considered to have divine origin, by the
physiocrats that initiated the laissez faire principle), but it is limited to
increasing market confrontation, thus of the relative advantages of the most
27

See also our paper "Correlations of Demand Marginal’s to Subsistence", the Volume of
International Symposium Economics and Management of Transformation, Timisoara, Romania,
May 11, 2002, University of the West, Timisoara, Faculty of Economic Sciences, p. 545 -554
28
See Section (Chapter) above
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ones capable of imposing their own interests, at the expense of others, of the
surrounding framework, of nature). In the third mentioned example (the
actual crisis) the negative effects were observed, strongly, not only on the
st
poorest ( through polarization- between the 1 ones and the latter) but on
the whole world ( and still for the benefit of some large opportunist,
including among these the rating companies in the USA, that gave best
quotations/rating to some actions, generating artificial bubbles, for their
benefit and towards the destruction around the world, unprecedented in
size), even if once (and usually) the effects are much less extensive, this is
29
the essence of deregulation beyond limits: it is always favorable; remains to
be seen to whom; and also at whose expense.
Interventions of such giants (private and independent) against
nature and against future generations are on the agenda. Victorious today's
market gains (based on current market principles victory) are more
expensive, including for the entire planet for the future of mankind. The
analysis of reality leads to the revelation of an important reality in the
detriment of destructive individualism for the environment. “some
economic thinking currents, that are not devoid of interest, shouldn’t not
hide a reality, namely, as shown by numerous works relating to collective
30
action ...that individual rationality, alone, is far from leading the collective
31
rationality” . And such findings could already be revealed from the research
th
of Marshall and Pigou in the late 19 century. It is therefore immoral to
insist on propaganda and apologetically in the narrowness of diversionist
32
liberalism , when the anachronism and unscientific character are obvious
for too long.
Economic liberalism appears today somewhat equivalent of a purely
capitalist vision, where prosperous economic life constitutes the sole reason
33
for the future ; or economic life should be only a basis for the broader value
29

The paradox is that exactly the denigrated states were asked to save something: and they
intervened but nit for saving countless destroied destinies ( natural persons with inferior social
status and waged) but to help the large companies in difficulty
30
The quotation is the conclusion of Mancur Olson's article jr., "But Why is Some Other rich
nations poor?", Problèmes économiques n ° 2510-2511, 5-12 March 1997, p. 60. Quoted author
refers to other works (his and of other authors).
31
My emphasis.
32
See paragraphs (chapters) above
33
According to Mihai Eminescu: coming "from outside the economy, " he is one of those who,
since then (in his time), drew attention on the risk of narrow thinking and of losing the true
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ideals (historical, religious, moral, and so on) of the nation’s life. It is useful
to ask ourselves, compared to those described by Eminescu, also about the
today’s situation. We will not insist on other concepts (although many
Romanian economists give revealing theories).

The very long time
Genuine liberalism was presuming the natural regulation. “…Le
monde va de lui même” but it was about, implicitly, only the natural world!
This assertion, this principle of the Physiocrats was correct because it was
referring to a natural world (meaning if there was a natural world). Or
industrialization eventually made our world so artificial that the usual
appeal to the natural logics of things becomes nonsense: preaching the
slogan of liberalism – but in the perverted artificial forms, like the gain from
all, from the entire environment, through the market mechanisms, made the
destruction of Mother Nature to appear like something natural! It is not
called "destruction", but “the fight of the man with Mother Nature”, “the
power of the technology”, “the rational intervention of the man on the blind
forces” and other diversionist wording.
To a large extent the profitable activities according to the market,
are in fact cost-effective using the method of recording exclusively the
expenses of the actant entrepreneur: failure to register the expenses of
damaged individuals in general, and primarily of and of future generation
and changing their character as expenses (reporting them as profits, in this
case in the favor or the actant). Economy and economics should no longer
34
be indifferent to the method of obtaining profit, its origin .
The passing time proved the sad reality that, in fact, economic
development by industrialization had proportions that made resulting
artificial transformations irreversibly destroying – getting out from the

essences and human goals. Focusing his analysis on a strictly national level, he sees Romanian
economy as a model contrary to long-term interests of the nation, by predatory exploitation of
the resources and of productive labor by public men and foreigners who have seized the
country’s most profitable branches of our country, with the state’s support and by invoking the
principle of free exchange.
34
See in this regard concepts like computed productivity and servicity which we have called
upon in numerous works (for example in the volume Modern Servicies - A Challenge for the
Economic Theory and Practice (in Romanian), Mirton Publishing House, Timisoara , 1996
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natural logics…: this industrialized and very technologies intensive process
was, unfortunately, also the process of Mother Nature’s destruction.
36
Artificial process is every day growing, with the men’s artificial power, bad
oriented power (involving direct destroying aspects, like atomic bombs,
drugs, guns etc.).
Today we arrived at the state that we realize the “payment”
37
mankind itself must pay for the emphasis on trade qualities (features) and
for the concern rather for adaptability to market requirements than to
38
human superior goals . Forests are disappearing, dies and chemical flavors
are inserted in food (aiming only at growing consume - and incomes of
enterprisers). Managed by the economic principles (profit concern), we
39
arrived in the position of buying water from stores and there already are
40
first signs of buying also the air on the market in a foreseeable future,
because it is more and more breathable... Seeing that the bear conditions for
life are sacrificed for gaining more money, people should adapt and realize
the need to change the set. It means a knowledge concerning the impact of
economic activity on the environment, the impact of mankind on Mother
Nature and, implicitly on its own future on a longer time that market can
appropriately manage.
Centuries pass, and the effects determined by short and medium
interests and regulated on the long run only by mercantile criterion (costs,
gain and profit) consist in the planet destruction. Even economic activities
became more and more expensive because of the resources exhausting.
The most important is neither demand and the utility, for it, of the
goods, on the market (like the marginalists said), nor supply and the costs,
for it, of the goods, in production (like the classics defining of value was),
nor even the mix of those two determinants (like in the Marshall’s
“reconciliation” between them): as we shown in our paper “Completions to

35

The unnatural character arise both from the economic realities inventoried along the way
(deficiencies and major effects, determined) and from the presented doctrinal arguments.
36
Out from the Mother Nature capacity to naturally repair itself.
37
Mankind being the author of the destruction.
38
For what we mean by superior human goals, please see our article “Completions to
Marshallian Out-Look, Consistent with Knowledge Based Economy”. Timisoara Journal of
Economics, no. 13(2011)., where from we use certain ideas here.
39
It was free in the times of Smith and of Marshall…
40
Another vital genuine resource
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Marshallian Out-Look, Consistent with Knowledge Based Economy”,
Timişoara Journal of Economics (TJE), Vol. III Issue (nr.) 13, 2011. Furthering
what Marshall made, economists could surpass the strictly economic angle
of perceiving reality, which proved already to be also too narrow. The short
run and long run must be completed with the very long run, taking into
account different means and fields of action in the human society.
Not only the economic actors (both buyer and seller) should be
taken into account, but also the others, directly involved and not involved,
present and not present, the entire environment of the persons directly
decisive in the trade, from the most comprehensive point of view: in the
space as well as in the time dimensions. It includes the whole human
41
society, Mother Nature, the Planet, the not-yet-born generations. In the
theory of knowledge society, in an interdisciplinary view Europe has a big
self-respect for o higher cultural level and concerns also the social matter
and other concerns that are out from the pure market approach, explicit
care for the environment: main goal for knowledge society and for the new
economy, meaning requirements for any economic actors.
In fact the prospects of the planetary evolutions that have alarmed
the mankind in the recent years are the result – much delayed, but
implacable, unavoidable, however we all ignored it (and managed to delay
42
it) - of what we, have done to ourselves through the economic activity,
because of the manner of breaking our economy from the context of the
planet: even elephants (for example) destroy whole areas (to promote the
consumption they are interested in), and other animals produce large
damage to nature, but all in the limits within which the recovery is enabled;
which means they don’t jeopardize their own existence. But human society –
through its artificial economic developments –has left the natural.
Unfortunately, humans are the ones who damaged – and continue
to destroy- not only other species (some, many, even disappeared because of
humans), but also the chances of their own existence, of our future
generations. It is an environmental issue, as noticed by Maltus. “God give
birds in the sky just enough to survive” (Jesus Christ said). We, humans, who
41

This is a third (new) approach – by report to the two considered by Marshall (in our paper
idem, where we demonstrate that people will react not only in the economy (on the market) or
only by economic means.
42
Like the saying "the U.S. exits the crisis by deepening it" (Joshua)
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could have covered the need of physical living- and we could have handled
with the supreme and eternal- we were not satisfied with this: but wanted
more, and more, destroying more and more, until nature could not recover.

Conclusions
The complex evolutions of the economy show at least the need for
elaborated, complex, not only commercial logic, the need to think about
superior, capable to guide (not quantitative but qualitative) – in fact to
reorientate - competition toward “sports” results and not “warrior” results
and of course, constructive results. Reglementation in favor of the natural
and social environment are derived from the economy’s natural evolution:
while, as a result to the planet’s sorrow, already translated through personal
sorrow (and being disclosed through science, the perspectives, humans see
where pure profit orientation leads to, and beginning to think more, on long
term (hence, reglementation emerge); because they raise above the narrow
approach, limited, of business, they come to rely from now on supreme
values. The economic system (and the social and planetary one) must be
perceived not only from a spatial point of view (extended, comprehensive)
but also from a temporal dimension, in other words with the analysis and
foreshadowing of the long term effects (not just those commonly targeted,
in business or the “myopic” logic of the market): the scientific analysis of
economics is much more demanding in terms of the analysis complexity
than the managerial one.
Such superior approaches – and adequate measures- relate to the
real economy based on knowledge; based on rationality, but not on the one
economic limited, but on a human rationality, superior (given the principles,
not only individual interests, picayune or on short-term and insensitive to
side effects). Human values come to matter more than the mercantile ones.
Once again with Aristotle chrematistics (at least) the superior values are
those genuinely their own (natural) for the human being. Regarding the
informative role, special tasks are assigned to the educational realm, on all
its level and everywhere, through a necessary return of education to the
intended mission of carrying the supreme values of the mankind- those who
have ensured the separation of human from animals: at the level of
individuals and society, the value is given by the quality of the adopted and
17
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respected values. We note, in particular that compared to the common
approaches of this issue, the policies for lessening the negative effects of
some unfair conditions ( allowed or aggravated by the market) must be
viewed as designed to ensure, not equalization by violating the differences
between individuals, but as measures aiming precisely putting value on the
qualitative differences (in a productive, stimulating, benefic manner);
otherwise the surplus of quality ( which sees itself annihilated by the
quantitative differences) decreases its entrepreneurial spirit. Leaving things
to the mercy of chance and to the arbitrary interference of the big and
strong from a financial point of view, in lack of care to ensure a fair and
moral balance between qualities and final results, between efforts and
general living standards, the inclination to work, toward economic activity,
can be discouraged and oriented towards what it shouldn’t and against
humanity (drugs, weapons of mass destruction etc. various forms of
fraudulent businesses and criminality, up to terrorism). A reinstatement
closer to the equitable, of the dawning data and of the conditions for
43
ongoing deployment , has a stimulating role for the economy, and in
addition, a formative role (educational in benefic ways, human, superior) for
the long shot (individual, social, cultural, universal).
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This paper demonstrates how easy it is use Microsoft Excel’s CUMPRINC and
CUMIPMT functions to compute principal and interest paid for an entire year,
even though the payments were made monthly. The CUMPRINC function
computes the principal paid by a series of loan payments; the CUMIPMT
function computes the interest paid. These two functions provide an
alternative to preparing a monthly loan amortization schedule and adding up
the amounts of monthly interest paid and principal paid for the year.
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paid, Rate, Nper, PV, Start_period, End_period, Type

Microsoft Excel’s CUMIPMT and CUMPRINC functions compute
the cumulative interest paid and cumulative principal paid, respectively, on
an annuity loan between any two periods (i.e., between the ith period and
the nth period). For example, you might use the CUMIPMT function to
compute the interest paid on a loan during a year in order to determine the
interest expense that should appear on a company’s income statement.
Similarly, you might use the CUMPRINC function to compute the amount of
principal that was paid on a loan during a year. This use of the CUMPRINC
function would then enable you to compute the note payable balance that
should appear on a company’s balance sheet at year-end. In addition, you
might use the CUMPRINC function to compute the amount of principal that
21
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will be paid during the next year in order to determine the portion of the
note payable balance that should be reclassified as a current liability on the
balance sheet.
Suppose that early in the year 2013 you accepted an IT consulting
engagement with Canyon Maintenance Co., Inc. At a recent board meeting,
Diego Fernandez, Canyon’s Chief Financial Officer (CFO), informed you
about a note payable the company has to a Shannon Smitz, one of Canyon’s
principal stockholders. Diego noted that Ms. Smitz loaned $2,500,000 to
Canyon at the end of September, 2011, so that Canyon could purchase an
office building. He further noted that Ms. Smitz holds a mortgage on the
building until the note is paid in full. Diego said that term of the loan is for
20 years, the interest rate is 7.5 percent, and payments are made at the end
of each month. Diego noted that the first payment was made on October 31,
2011, and the last payment is scheduled for September 30, 2031. Diego also
indicated that Canyon made three payments on the loan during 2011 and
that its accounting firm had determined that the note payable balance at
December 31, 2011 was $2,486,370.68.
Diego requests that you to compute the following relative to the
note payable so that he can prepare the financial statements for the year
ending December 31, 2012:
 Principal paid during 2012 and the Note Payable balance on
December 31, 2012;
 Interest paid during 2012;
As a result, you prepare a template similar to the one shown in
Figure 1 in a new workbook and save the workbook as NotePay. You decide
to use the CUMPRINC function to compute the principal paid during the
year 2012, along with the CUMIPMT function to compute the interest paid
during that year.
To compute the principal paid during the year 2012, enter
the function CUMPRINC as follows in cell C10:
1. Select cell C10 and then click either on the Financial
button in the Function Library group of the Formulas
tab’s Ribbon or on Insert Function button.
2. If you clicked on the Financial button, then click on the
CUMPRINC in the list of financial functions and Excel
will display the Function Arguments dialog box for that function.
22
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If you clicked on the Insert Function button, Excel will display the
Insert Function dialog box. In the Or select a category list box,
select Financial by clicking on it; in the Select a Function list box,
scroll down the list of financial functions and select the CUMPRINC
function by clicking on it. Click on the OK button (or double-click
on CUMPRINC) and Excel displays the Function Arguments
dialog box (see Figure 2).

Figure 1: Computing Cumulative Principal and Interest
Paid by a Series of Periodic Payments
3.

4.

However, you selected the CUMPRINC function, Excel shows the
CUMPRINC function name in the upper-left corner of the Function
Arguments dialog box and places the function’s name on the
formula bar. As you can see, all arguments are required, since all
appear in bold. Also, you have to scroll down the list of arguments
to see the Type argument.
Enter the CUMPRINC function arguments as follows:
 Click on the Rate box and then click on cell B19. The dialog box
displays a rate of .075 to the right of the Rate box. Next, with
the flashing insertion point positioned after the cell reference
B19, convert the annual rate to a monthly rate by entering “/12”
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immediately after B19. You should see B19/12 in the Rate box
and .00625 to the right of the box.
 Click on the Nper box and then click on cell B20. The dialog
box displays 10 to the right of the Nper box. Next, with the
flashing insertion point positioned after the cell reference B20,
convert the annual periods to monthly periods by entering “*12”
immediately after B20. You should see B20*12 in the Nper box
and 240 monthly periods to the right of the box.
 Click on the Pv box and then click on cell B15. The dialog box
displays 2500000 to the right of the Pv box.
 Click on the Start_period box and then click on cell B23. The
dialog box displays 4 to the right of the Start_period box.
 Click on the End_period box and then click on cell B24. The
dialog box displays 15 to the right of the End_period box.
 Click on the down arrow at the right side of the dialog box to
scroll down to the Type box, click on the Type box, and enter
zero (0). The dialog box displays 0 to the right of the Type box,
indicating an ordinary annuity. Next, the dialog box indicates a
cumulative principal paid in the amount of-57137.75525 by
payments 4 through 15, as shown in Figure 3.
Click on the OK button to enter the CUMPRINC function in cell
address C10.

Figure 2: Computing Principal Paid by a Series of Payments
with the CUMPRINC Function
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View the value displayed in cell C10 and then view the contents of
cell C10 on the formula bar. In cell C10, you should see the value ($57,137.76).
On the formula bar, you should see the following CUMPRINC function:
CUMPRINC (B19/12,B20*12,B15,B23,B24,0)
Now compute the interest paid during the year 2012 with the
CUMIPMT function. Entering the CUMIPMT function with the Function
Arguments dialog box is similar to entering the CUMPRINC function. Select
cell E10, click on the Insert Function button, select the Financial category in
the Insert Function dialog box, scroll down to the CUMIPMT function, and
select it. After selecting the CUMIPMT function, click on the OK button to
display the Function Arguments dialog box and enter the arguments. When
you have entered all arguments, the Function Arguments dialog box should
indicate a cumulative interest paid in the amount of -184540.2028 by
payments 4 through 15, as shown in Figure 3. Click on the OK button to
enter the CUMIPMT function in cell E10.

Figure 3: Computing Interest Paid by a Series of Payments
with the CUMIPMT Function
Since you want the interest paid in the year 2012 to be a positive
value rather than the negative result returned by the CUMIPMT function,
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edit the CUMIPMT function in cell E10 by enclosing it within the ABS
function, as shown below:
= ABS (CUMIPMT (B19/12, B20*12, B15, B23, B24, 0))
Complete the worksheet as follows:
1. Compute the note payable balance at December 31, 2012 by entering
the following formula in cell D10:
= B10 + C10
2. Format cells C10 through E10 as currency with 2 decimal
places by clicking on the $ symbol in the Home tab’s
Ribbon.
3. Similarly, double-accounting underline cells C10 through
E10 by clicking on the arrow at the end of the Underline
symbol in the Home tab’s Ribbon.
Conclusions
When completed, your worksheet should match that shown in Figure 4. As
you can readily see, it is both very fast and very easy to use the CUMIPMT
and CUMPRINC functions compute interest and principal paid for an entire
year or even longer.

Figure 4: Completed Cumulative Principal and Interest Worksheet

26

Scientific Papers (www.scientificpapers.org)
Journal of Knowledge Management, Economics and Information Technology

Issue 5
August 2011

Decision Model on Financing a Project Using
Knowledge about Risk Areas

Authors:

Ioana POPOVICI, “Babes-Bolyai” University Cluj-Napoca,
Romania, popovici.florina@yahoo.com, Emil SCARLAT,
Academy of Economics, Bucharest, Romania,
emil_scarlat@csie.ase.ro, Francesco RIZZO, International
Consortium for Economic, Scientific, Cultural and Social
Aspects, Rhein-Kreis Neuss, Germany,
francesco.rizzo@human-plus.org

The research presents an alternative to the classical method of measuring
financial risk in funding a project. The goal of the model described in the paper
implies identifying "risky areas" within the financial balance of the project. The
model analysis the financial risk behavior studied along four scenarios by
varying only the cost of financing source used according to the specific type of
funding. The model introduces the time factor into the analysis of financial
risk due to the specific type of financing source used because of the influence
on financial balance of project’ budget due to the distribution in time of the
receipts and costs incurred in the life cycle of a project. Model presented help
identifying the “risk areas” within the financials flows of a project offering a
warning signal to the decision-maker to select the most suited risk
management strategy.
Keywords: risk management, financial disequilibrium, decision-making
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Introduction
Where did the money go? This is the question that managers of collapsed
financial institutions have been facing during the actual global crisis. Is it
the risky behavior of the agents on the market to be blamed? Financial
institutions faced a period of concentration in staff, sites and company
structure. Employees were dismissed; banks were bought by others as a
whole or even closed. But the amount of money to be administrated was at
least the same as before. Through bad news of the stock markets the amount
of money remaining in the banks was even higher than before, because
people didn´t invest or buy stocks. These funds needed projects in which to
invest to.
This paper presents a decision model on selecting the financing
alternatives that may be used to finance a particular project. The concept of
project involves a number of defining elements that distinguish it from any
other activity. Firstly, a project involves tracking a series of objectives to
achieve a specific purpose (Gareis, 2006). Secondly, it also implies the
process to go through several activities ordered in time and space. The
notion of project differs from that of a process in the sense, that the
objectives pursued by the project involve achieving a result, which means
the ending of the project, while in a process each output is a new entry for
another stage without implying the existence of a limit point. All in all, the
project is a defined objective–oriented activity with a start and end point in
time, following a determined objective.
The research presents a different method to analyze the financial
risk in funding a project. In terms of project management, the required
project resources, human, material and money are accounted separately at
project level and quantified in monetary project budget. In this context,
there will be analyzed the generated cash flows within the project. The
classical methods used to measuring risk are statistical probabilities of
occurrence for a risky event (Kolmogorov & Fomin, 1970). The economic
model described in this paper brings an innovative element. This refers to a
systematic vision of risk, studying the cumulative effect of factors that lead
to specific risks in the building of the project (Scarlat & Marries, 2010).
The model introduces the time factor in the analysis because of its
influence to the financial balance between revenue and expenditure in the
budget of the project, which is due to timing of receipts and payments over
28

Decision Model on Financing a Project Using Knowledge about Risk Areas

Issue 5
August 2011

time. Time factor entered into the equation leads to indicators such as the
velocity of cost and revenue whose temporal evolution can generate the
emergency of systematic imbalances in the financial equilibrium of the
project, generating risk. The Figure 1 shows how velocity of cost and revenue
leads to risk represented by the bounded area between the two velocity
curves.
The model provides decision support needed by any financial
manager in selecting the most appropriate financial sources to run a certain
investment made through a project. Model analysis implies identifying
"risky areas" within the financial balance of the project. These are the places
where risk can occur due to higher levels of cost velocity greater than those
of revenue generated by the financing sources used. The model analysis
implies studying the behavior of risk into four scenarios. Varying the type of
funding source and thus the velocity of cost of financing but keeping the
revenue generated from investment the same throughout the scenarios
implies studying the variation of risk levels due to the type of financing
source used.

A short description of the algorithm of the indicators used
in the model
The purpose of the model is to study the risk of financial imbalances
in a project by analyzing the factors that lead to the emergence of risk due to
the lack of synchronization levels of velocity of cost compared to that of
revenue. The model is defined by following algorithm. The first step in
building the analysis of the model refers to defining the notions of velocity
of revenue and cost. Figure 1 shows how the velocity rate of cost (v c) exceeds
that of revenue (vv) and leads to an „area” bounded between the two
velocities, which is a warning sign about the risk of imbalances in the budget
of the project when the speed rate of cost is higher than the speed rate of
revenue. Derivation of cost (C) versus time leads to the velocity rate of cost
(vc). Similarly, the velocity rate of revenue in the project is the derivation of
revenue (V) over time (W. Gellert et al., 1980).
The budget balance equation is as follows:

C=V

(1)
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The derivation of equation (1) versus time leads to the following formula:

Figure 1: Representation of the variation of velocities of cost and revenue
Thus as revenue speed rate is higher than speed of cost reflects a favorable
situation that can lead to the achievement of net profits in the operating
phase of the investment. Instead, when speed of cost exceeds that of revenue
generated by the investment this reflects a negative situation where the
yield from the project is eroded by higher costs. The analysis of the model
indicators targets a diagnosis of risk of financial imbalances in the
equilibrium level of revenues and expenditure of a project. Risk criterion is
important when the decision-maker must choose between various forms of
financing for a project. Risk analysis follows a series of steps that describes
the phenomenon from a quantitative and qualitative view.
The second step in the model refers to building function φ (t), as
the difference between the velocity of cost and that of revenue during the
project life. First of all, the notions of velocity of cost and revenue need
further definition according to the projects’ life cycle. The project implies an
initial period of investment spending done from different kinds of financing
sources as described in Table 1. After investment is done and becomes
operational current expenses are incurred and revenue is generated from the
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exploitation of investment. The notions of velocity of cost and revenue are
defined as follows:

Where vc is the velocity of revenue provided from financing sources
used to finance investment during the first step in the project life, while
during the exploitation of investment period this indicator is reflected from
the value of revenue generated from operating investment realized.
vc is the velocity of cost from accessing the financing sources in the
investment stage of the project, which are assimilated to the cost of
investment, while during the exploitation of investment this indicator is
based on the running costs of the investment during exploitation period
summed up with the cost of financing accessed for building the investment.
Δt = is the period of time considered to be of 1 year.
We introduce the function φ (t) defined as the difference between
velocity of revenue and project cost, as follows:
This function can be defined at each point in time t chosen to
coincide with the time of each installment repayment of the funding
accessed.
There are three possible values that the function φ (t) is able to
take:
, in this case, we have a full "covering" of the
cost from the revenues generated by the project, at time t, chosen as a
reference.
, in this case, we have a balance between the
revenue and cost at the budget of the project, when the project is at the
break-even point.
, in this case, the project revenues are not high
enough to cover the cost required for the project. This situation should be
temporary as the project financial balance depends on the period of time,
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that this situation prevails, in order to prevent a financial collapse of the
project.
The next step in the model analysis refers to the defining of the ‘area
of risk’ A(t) as the graphical area between the curves generated by velocity of
cost and revenue generated by the project. The meaning of the Area of risk
function A(t) refers to the dimension of risk be-longing to a certain project
of not being able to cover the its cost form the revenues generated. We are
able to formulate the Area of risk function, A(t) depending on the factor of
time:

where the indicators have been described beforehand.
The mechanism of decision on the form of financing used to finance
a project implies the selection of the type of funding (see Table 1.) that is
used to finance a certain project. This refers to the selection of the funding
source according to the decision function described be-low.
The decision function is defined as follows:

Where: F (x) = 1, the subject will select the type of funding having
according to level of indicator max A(t) >= 0 (see Table 2. for detailed
presentation of results of the values of function A(t) according to each of the
four scenarios),
F (x) = 0, the subject will not choose the funding because of the high
risk of disequilibrium in the projects’ budget (because A(t)>0).

Empirical testing of the model
Model testing will be done by going through four scenarios for
scientific validation. The analysis of the model described above implies
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using four combinations of project financing to realize an investment. The
types of funding sources used in the model are described in Table 1.
Table 1: Funding sources used in the model
DEFINITION

TYPE OF
FINANCING
Investment funds (equity)

Investors are individuals who own
private money. These are called
HNI (High Networth Individual).
They want to invest in companies
with a high risk profile through the
purchase of stocks or shares in a
company with the purpose of
exercising control over it and to sell
their shares after a strong increase
of company value.
Bank loans are repayable sources of
financing to companies in exchange
for the payment of an interest
(cost).
Grants are offered to enterprises by
public or private institutions on a
project basis or a business plan in
order to achieve socio-economic
devel-opment.
A form of partnership between
public institutions and private
companies to finance public utility
projects.
Using revenues generated by the
project to cover the necessary
operating and financial costs (Tulai,
2007).

Bank loan

Grant

Public-Private Partnership

Self-financing

Source: own approach

Throughout the scenarios used to test the model, the revenue
generating capacity of a given project will be considered to be the same
along the scenarios. The variable elements of the analysis will be the funding
available to finance a project.
The analysis of the model implies the following aspects:
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the revenue generated by the investment made through the project
financed stays the same through the scenarios,
 the cost of operating investment made is held constant throughout
the analysis,
 these elements are possible due to the fact that the analysis purpose
refers to compare the possible financing sources for the project in
order to select the financial structure based on the criteria of risk, as
tackled by this paper.
The first scenario implies the use of credit financing for realizing the
investment of a project that runs over 18 years. The cost of financing refers
to the annual installments of loan repayment and interest payments from
the third year of the operation of investment. The cost of accessing the
credit is assimilated to cost of investment. Running cost appears in the third
year of the project along with revenue generated by the exploitation of the
investment.
The second scenario implies using credit financing in combination
with a loan from a private investor used to financing the investment in the
project that runs over 18 years. Investor’s loan will be repaid together with
the rate of return required by investor (Fabozzi, 2003) in two different
installments, in the 7th and 9th year respectively. Cost of financing refers to
repayment of the credit, in annual installments from the 7th year, used to
refinance the loan coming from private investor.
Third scenario refers to public-private partnerships used to finance
investment projects that are conducted in partnership with public entities
over a period of 18 years. In the first 2 years of the project, there is a bank
loan accessed to finance the investment. The bank loan will be repaid from
the 3rd year of the project. Cost of financing refers to the annual
installments of loan principal and interest rate repayments summed up with
paying the annual fee (Damodaran, 2008) to the public entity for the
provision of public services since 3rd year.
Fourth scenario refers to grant funding that is used for financing the
investment in the project that runs over 18 periods (years). The investment
is primarily financed by bank credit to be repaid from the 3rd year, which is
refinanced under reimbursing principle from the grant accessed for the
investment that will reimburse by 80% of the total value of the investment.
Cost of financing refers to paying the annual installments of loan repayment
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and interest rate, since the 3rd year of the project and also the cost of the
credit guarantee used to finance initial investment.
The decision over which type of financing to be used in financing an
investment is ac-cording to risk criteria, as estimated in the model presented
by the current research. The area of risk function A(t) is the indicator of
which value guides the decision of which financing source to be used in the
project. The risk of financing is minimized by the fact that value of function
A(t) reaches maximum level, as described in Table 2.
Table 2: Values of area of risk according to the types of financing
used in the four scenarios
Scenario No.
1

Values of function
“Area of risk”) (At)
8,700,222 m.u.

2

26,276,187 m.u.

3

86,782,563 m.u.

4

50,656,212 m.u.
Source: Own approach

The role of the model is to provide an informational tool for making
decisions regarding the financing sources of an investment project. The
agent’s decision regarding which source of financing has lowest level of risk
is the one that shows maximum level of the function A(t), according to
Table 2.
The scenario analysis shows that there are parts of the graph where
revenue is above the curve of cost and the type of financing reflects a
favorable situation for a minimum risk being represented by highest level of
the function A(t). There are areas on the graphs of risk where the velocity of
cost is higher than the velocity of revenue indicating a higher level of risk
and this represented by lower levels or even negative ones of the values of
the function A(t). Depending on the length of time that this situation is
maintained the risk of not being able to cover the cost in the project by the
revenue generated by using a certain type of financing scheme is
represented by the level of function A(t) which can take even negative
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values signaling a possibility of a financial collapse in the state of financial
balance of the project.
The subject can react to minimizing this risk by selecting another
financing source for the project according to preferred levels of A(t)
estimated in the scenarios.

Conclusions
The model examines the risk of the not being able to cover the cost
of investment realized through a project from the revenue generated by the
investment. Starting from the premises, that a higher level of velocity of cost
and revenue can lead to the occurrence of risk and depending on the
duration of exposure to this risk, the project can approach financial collapse.
Apart of the model scenarios of financing projects, the mixtures of
different financial sources are either system-immanent, as with bank loans
or grants, where equity is a must to fulfill requirements or they are logicimmanent, when for example private investors should just cover the
necessary part of the needed equity and the rest could be financed from
loans or grants with much better conditions for the project.
Even though the velocity of the operating cost of the investment is
held the same through the model scenarios and the velocity of revenue
generated from the investment is also the same along the model, the “risky
areas” appear due to the specific conditions of each type of financing
because of the different periods of time between the installments in various
types of financing and different cost coming along. These are the financial
risk gaps in projects that any agent’s decision regarding financing should
take into account. All these findings should lead to a financial gap risk
capital, which decision-maker should calculate extra to the calculated
project cost in order to give notice to the existence of risk and to avoid
collapses, when deciding which financing source to use. One problem is that
companies, banks and other financial institutions do not pay a special
percentage of risk capital in the projects’ budget when building or analyzing
a business plan. There is a golden role between the practitioners in the
financing field: “Ask the bank for more money that you need, when starting
the project, because you will never got any additional cent afterwards!” The
main findings of the present research can also refer to the importance of
including such additional risk calculation into business plans in order to
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avoid lots of failed projects or bankrupts. The value of additional risk
calculation is represented by the function A(t) representing the “area of
risk”.
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Since the end of the recent conflict, UNMIK began its work with Kosovo
authorities for establishment of the Government institutions (regardless of
Kosovo’s final status settlement), there was always a feeling that the
responsibility for Public Finance Management is a significant issue and it
should bear an important place in the executive branch. Initially, in order to
fulfill this function, UNMIK established the Central Fiscal Authority (CFA)
and then in 2002, CFA was transformed to the Ministry of Finance and
Economy (MFE). Although, Kosovo was still under the jurisdiction of UNMIK
until 2008, MEF has completed the activities related to the Ministry of Finance
in a national level pursuant to the Constitutional Framework and the Law on
Management of Public Finances and Responsibilities (LMPFR). Pursuant to
the Constitution of Republic of Kosovo, municipalities have a special chapter
and are divided from the Central Government. However they are subject to the
LMPFR as well and the Law on Finances of Local Power, and regardless of
existences of the capacity for generation and utilization of the property tax
and the Self-generated Revenues (including here the charges, the fines for
traffic violations) their funding still depends largely on the central government
(education grant, health grant and general governance grant). As mentioned,
their budgets are executed through the Treasury system which is a same
system being used for the central governance Budgetary Organizations.
The purpose of this study is to show that despite the challenges it has
gone through and great status changes, Kosovo has marked significant
progress in the legal infrastructure in allocation of grants from the Central
Government to the Local Government. Kosovo has continuously made an
improvement of forms for allocation of grants, adjusting to the circumstances
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on the ground, despite the fact there were many problems and in lack of
accurate data of population census.
Keywords: grants, budget, public finance management, central government

Introduction
Local governance and local finances have existed since the early times. Local
units have functioned and are funded with their steering bodies before the
establishment of the state itself. Local governance enables the citizens to
have all the services closer, and to provide them with the opportunity of
expressing their concerns.
Fiscal decentralization is a key factor of local self-governance,
therefore without sufficient financial support there can be no proper
governance.
Thus, the transfer of power should be regulated with laws on
funding of functions and competencies. This process has increased the
responsibility of local governance, by managing the resources,
transfers, local borrowings, financial management, participation of citizens
in the local planning and local services. Finances pose a wide area and
complicated area that covers every aspect of the live in the municipality. Just
like throughout Europe, sources of municipalities are very limited and there
is a continuous battle for achieving the matching of money with priorities
and to achieve the maximum gaining. The Government of Kosovo was
successful in implementation of the Unique Treasury Account approach for
budget management and there are no extra-budgetary activities. The Law on
Management of Public Finances and Responsibilities requires all the public
money to be collected by the budgetary organizations and to be deposited to
UTA and they cannot be spent until their allocation has been made.
So far, no proves of violation of this legal requirement had been
presented by the central government agencies. Almost all the budgetary
allocations of the public money is done as a result of the annual budgetary
process, with exclusion of the relatively smaller amounts of the SelfGenerated Revenues (SGR), related to the spending of tariffs of users that
are collected by the Budgetary Organizations and Grants Assigned by the
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Donors, which are allocated just as they are received from the donors, in the
accounts of the Treasury. However all the public money expenditures,
including the SGR and donor-assigned grants are includes in the regular
annual reports of execution and fiscal reports at the end of the year – thus
ensuring a full statement of the central government operations, the
complete funding of the donors which is received by the Government in
cash, is channelized through Treasury. There is no bank account which
operates outside UTA from the Project Implementation Units of from the
budgetary organizations for implementation of the donor-funded projects.
Therefore, the Treasury was able to include easily the full registry of bills
1
and expenditures of the Donor-Assigned Fund in its financial statements .
However, every movement of budgetary means in both central and local
level is registered and supervised in the best possible way through Treasury
Account.

Utilization of the public money in Kosovo and fiscal
decentralization
The system of inter-governmental fiscal reports, initially established
in 2001 and 2002, has suffered significant changes, especially after the
deceleration of Kosovo’s independence. However this system now presents
an advanced fiscal decentralization. 2008 has marked the rendering of the
legislation which has strengthened and improved the institutionalization of
the municipal finance system. Law on Local Power Finances (LLPF) was
rendered in 2008 under the framework of requested legislation in the
Comprehensive Status Settlement Proposal. LLPF has presented transparent
rules and has ensured funding for the provision of minimal standard services
from the local governments.
2009 municipal budget, particularly the funding from the central
government transfers, is prepared and approved pursuant to the new
principles presented in the LLPF. The aggregate amount of transfers and
horizontal allocation for individual municipalities was in accordance with

1

www.gov-ks.org, Assessment of public finance management – public expenditures and

financial accountability, May 2009
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2

the rules and procedures set out in LLPF . Parameters for grants are
determined and approved by the Grants Commission and are officially
3
communicated to all the municipalities through Budgetary Circulars .
During the preparation of the 2009 municipal budget, MEF has
communicated with the municipal budgetary organizations through a
number of Budgetary Circulars, which have provided general budgetary
instructions to the municipalities, the budget development calendar,
funding from government transfers and expenditure limits. The first
budgetary circular, which included the initial assessments of transfers, was
issued on June. It presented a delayed beginning of the budget compared to
the budgetary calendar as foreseen in the LMPFR. This delay was mainly
attributed to the need for finalization of MTEF 2009-2011 and the
organization of the Donors Conference: the first circular is followed by the
additional communication from MFE regarding the level of municipal
funding allocated from government grants in form of:
(a) Second budgetary circular which contained the instructions for
finalization of the municipal budget process;
(b) Of amendments in the second budgetary circular, which
included the final funding and the limits of budgetary expenditures. This
circular was rendered on October 27. According to the municipal budgetary
calendar (included in LMPFR and annual circulars of MFE), municipalities
have made the finalization of the budgetary proposals by September 30
based on the grant preliminary assessments, which came out to be
unreliable. The information on the total funding from grants, which were
different from the preliminary assessments regarding the amounts and
structure, were offered to municipalities almost one month after the legal
deadline for completion of the municipal budgetary process.

2

Part III of the LFLP sets out rules for placement and distribution of government grants,

including here the unconditioned general grant and two specific operational grants for
education and health sector.
3

See the MEF web page for papers of Grants Commission on the policies and budgetary
circulars which provide description of grants formulas and approved allocations for individual
municipalities.
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Figure 1: Calendar of the municipal budgetary process 2009
The determination of the final transfers and of the principles of
allocation has been disordered from the ad hoc and last minute decisions on
policies, which have weakened the objectivity and transparency of allocation
of grants. These have been reviewed in details and have officially been
approved by the Grants Commission and the overall impact was not
considerable. However, it will be important for the authorities to make sure
that the rules of the LFLP are applied completely and with transparency in
the future. Therefore, the 2009 municipal budgetary process has
demonstrated weaknesses regarding the distribution from the central
budgetary authorities of reliable information and at the right time for the
municipal financing, which has had an impact on the municipal budgetary
process.
It will be vital for MEF to respect all the aspects of the municipal
budget calendar, to ensure that the municipal officials are able to start the
budgetary process on time and to have sufficient time to conduct all
necessary internal procedures at all the stages of the budget development. It
is also essential for the Municipal Assemblies to be able to review and
approved the proposed municipal budgets and to allow the follow up of the
4
time calendar as set out in the law (including the participation of citizens) .

4

MEF, Budget book 2009, Prishtina
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Figure 2: During the budget planning, the citizens are invited at public
hearings on budget to provide their suggestions and comments regarding
the municipal priorities.

1. Identification and building of criteria for allocation of
the budgetary means from the central budget to the
municipalities
Distribution of central government grants is done pursuant to the
World Bank formula and other formulas which depend a lot on the
demographic data, all these data are not updated, and on data based on the
UNMIK and OSCE statistics of 2001. Given that grants are allocated based on
formulas, there is little flexibility in reviewing the budget results deriving
from them. This ensures placement of a high level of prediction with the
time passing, and of a transparent approach.
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However, it also implies that if the existing data are wrong (and
there are such cases) then the underfunding and overfunding is also “fixed”.
The Grants Commission has the authority of assigning these formulas,
rendering decisions on the policies regarding municipalities and
recommending the higher limit of municipal budget for every year. MFE has
also recognized that the formula should be reviewed and in particular, the
demographic data should be updated, as soon as the general census of
people is completed.
The grants criteria are very simple. The general number of citizens
in special municipalities is taken as criteria for allocation of general grants
from the central government and no other criteria have been taken into
account. The grants commission represents a key institution of the system of
inter-government transfers in Kosovo and is in the legislative and
institutional arrangements since 2001, pursuant to the Law on Management
of Public Finances and Responsibilities (LMPFR).
The Grants Commission currently comprises of the Prime Minister
of its representative, Minister of Economy and Finance, Minister of Local
Power, a minister from a line ministry (assigned by the Government), the
Chairperson of the Committee for Budget and Finance in the Kosovo
Assembly and four mayors of municipalities, one of which comes from
minority inhabited municipalities.
Functions mandate and composition of the Grants Commission is
determined more clearly upon the entry into force of the Law on Finances of
Local Power (LFLP) in June 2008. This commission has clearly defined
responsibilities in the areas of municipal financing, particularly regarding
5
the government grants .
See annex 5 at the end of the assignment. It is a forum, which
facilitates the communication and dialogue between the local and central
governments. Regarding the municipal financing, municipal arrangements
have in the past inter-government grants in amount of 22.5% of the central
projected budgetary revenues by deducting the municipal revenues and the
central revenues according to the memorandums of understanding, and
have included three types of grants: general grant and two specific grants for
education and health, fixed in the nominal aspect. After entry into force of
5

Ministry of Economy and Finance, Secretariat of Grants Commission, Department of
Municipal Budget, April 2009, Prishtina
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the LFLP-13, in essence presents and regulated the following main sources of
municipal financing.

2. Current formula which is applied in Kosovo
The grants commission in close cooperation with World Bank and IMF, has
used this formula by distributing the budget through grants:
 General closed operating grant, determined as 10% of the budget
revenues of the central government.
 Open specific operating grants, for education and health,
planned for financing of the cost of standard minimal services and
which are allocated based on the formula set out by the Grants
Commission;
 Specific grants for financing the increased competencies, transfers
for financing of delegated competencies and extraordinary grants;
detailed description of resources for financing of municipalities and
criteria which regulate their assigning and allocation, may be
ensured in the Law on Finances of Local Power.
 Financial assistance from Republic of Serbia: Limited municipal
borrowings, which include the general principles that municipalities
may borrow funds, but there will be need for additional legislation
to specify the conditions, deadlines and procedures for those
borrowings; it assigns the responsibility to the municipal assembly
in the area of municipal self-generated revenues with aim of
6
supporting the strengthening of municipal capacities .

6

Midterm Expenditure Framework 2009-2011, pages 41, 42, 43
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Figure 3: Structure of allocation of means from the
Central budget to municipalities
Government has implemented a new system of funding for
municipalities foreseen in the LFLP, starting from the 2009 municipal
budgets. The decisions of the Grants Commission are essential for initiation
of the 2010 municipal budgetary processes and finalization of the Midterm
Expenditures Framework (MTEM) 2010-2012. According to the obligations
deriving from the LFLP, the grants Commission requires determination of
total amounts and the allocation formula for each municipality in an
individual manner, including here the funding for new municipalities for
these government grants: for the general grant, education grant and
healthcare grant. It is expected the funding for expanded competencies will
also be discussed and agreed. LFLP brings condierable changes in the system
of municipal funding in the context of horizontal and vertical division,
including these new principles:
 The general grant with closed system;
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Two specific open grants for education and health, which would
fund the cost of provision of minimal level of standards in the
preschool education, primary and secondary and the primary
healthcare system.

The secretariat of the Grants Commission arranges the completion
of all the activities of the administrative-technical expertise which are
reasonably needed as a support for Grants Commission, is part of the
Department of Municipal Budget, established by the Minister of Economy
and Finance pursuant to the Article 32.5 of the LFLP. The main tasks of the
Grants Commission Secretariat are: leading technical discussions with the
line ministries and partners involved in the process, analyses the draft grants
from the lines ministries, prepares budgetary policies and municipal fiscal
policies pursuant to the government priorities and ensure the respecting of
International Monetary Fund recommendations for budgetary policies and
for the parameters that the Government aims at fulfilling for 2010-2012.
This has enabled a discussion on the right level of financing for
municipal competencies and the analysis of the effects in case other funding
options are taken into account.
Table 1: Total amounts for each government grant and
self-generated revenues for 2009-2012 period

General Grant for municipalities
The general grant enables a reasonable degree of stability in the
municipal revenues, provides an adequate mean for establishment of
equality between the municipalities, taking into account opportunities of
residents of each municipality to have access in public services and enables
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the adequate allocation of resources for the minority communities in the
7
respective municipalities .
Taking into consideration the reviewed schedule of transfer of
competencies during 2009, the presentation of the Government policy
regarding the future funding of transferred competencies, to avoid the
double financing from other sources in addition to the General Grant. The
general grant – The amount of the general grant is ten percent (10%) of the
total budgeted revenues of the central government, excluding (i) revenues
from the sales of assets, (ii) other extraordinary revenues, (iii) dedicated
revenues and (iv) revenues from borrowing. See annex 2 at the end of the
assignment.
With purpose of leveling the low capacity of self-generated revenues
of smaller municipalities from the total of the General Grant, every
municipality will accept a general amount (lamp sum) of € 140,000 a year,
minus € 1 per capita, or 0€ for municipalities with equal population or
bugger than 140.000. The remaining portion of the General Grant is
allocated to the municipalities in proportion with: (i) the population
number, (ii) number of minority population, (iii) if the majority of
population comprises of national minorities; and (iv) geographical size. The
population is estimates to eighty-nine percent (89%); the number of
minority population is estimated at three percent (3%); municipalities,
whose majority population comprises of national minorities with 2 percent
(2%); and geographical size with six percent (6%).
Lack of reliable demographical data and updated data presents the
main obstacle for concluding the precise allocation of the general grant. In
absence of population number records, LFLP has legalized the data that are
currently available: (a) total number of population according to a 2011
research (same data are used during seven past budgetary cycles, thus we
will be able to ensure comparability between years), (b) minority population
according to a recent research of MAPL, (c) size of municipality according to
8
MAPL and the Statistical Office of Kosovo .
The division of general grant for 2008 is presented in the Annex 3 of
the assignment. Structure of the allocation of general grant is presented in
Table 2.
7

Secretariat of Grants Commission, Department of Municipal Budget, MFE, April 2009,
Prishtina
8 Budgetary circular 2009-01, June 30 2008, page 13

48

Criteria for Allocation of Grants from the Central Budget for the
Municipalities in Kosovo

Issue 5
August 2011

Table 2: Composition of the General grant for 2009-2012 periods

Specific education grant
Specific education grant and setting of the amount of this grant is
based in an open system approach of funding according to the LFLP.
Specific education grant should finance the minimal level of preschool
education standards, primary and secondary and should be allocated for
municipalities pursuant to the number of registered pupils, schools and
other standards provided by the Ministry of Education, Science and
Technology. The education grant is envisaged a normative financing. Also in
case of the education grant we should also take into consideration:
 Emphasis of current and planned sectoral policies which impact the
determination of the municipal financing.
 Emphasis of the grants education formula for MTEF period, by
disclosing, describing and justifying the eventual changes compared
to the previous year.
 Emphasis of the factors referential in respective macro projections
such as the number of pupils, number of schools may serve as a
basis for the education grant.
Allocation of the inter-governmental transfer for the specific
education grant for 2009 reached the amount of € 86,7 million and later on
for additional financial implications such as the licensing of teachers were
allocated 16 million, also the increase of salaries of administration at 10%
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resulted in an increase of 0.9 million whereby the total cost of expenses for
2009 reached the amount of 103.6 million Euros.
The nominal increase of registered pupils for 2008/09 school year of
5367 pupils and the implementation of the new state education formula
resulted in a bigger envelope of expenditures including the reforms which
reach an approximate increase of € 10 million compared to the previous
9
year .
The approved formula for 2009 supports this recommendation
including the indicators and assumptions below:
Municipal allocation = salaries for teachers + salaries for
administrative personnel and supplementary personnel + goods and
services + capitals
Salaries for teachers = number of teachers = (number of majority pupils /
21.3) + (number of minority teachers = number of minority pupils / 14.2) *
average salary (216 Euros for the primary level and 236 Euros for the
secondary level) * 12 months. Note: this includes the adjusting for 4 months
for the paid maternity leaves.
Salaries for the administrative personnel = current number of employees*
average salary (231 Euros for the primary and secondary level) * 12 months.
Salaries for the supplementary personnel = the current number of employees
* average salary (130 Euros for the primary and secondary levels) * 12
months.
Goods and services = fixed amount for every school for every year (1000
Euros for a primary school and 2000 Euros for a secondary school) + fixed
amount for every pupil (23 Euros for the pupils of majority community and
25 Euros for the pupils of minority community).
Capitals = fixed amount of 7 Euros for every pupil (minor capital which
10
includes refurbishments and maintenance of school facilities) . Structure of
allocation of education grants is presented in Table 3.

9

Secretariat of Grants Commission, Department of Municipal Budget, MEF, April 2009,
Prishtina
10
Budgetary circular 2009-01, June 30 2008, page 14
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Table 3: Specific grant of education for 2010-2012 period,
using 2009 as basis

Summarizing table: Specific education grant

The Secretariat of the Grants Commission has analyzed the
proposed specific grant of Education from MEST for 2010, including the new
state formula with the implication of criteria and policies based on the preuniversity education and increase of number of registered pupils for
2008/2009 school year and from the analysis it resulted with a proposal of
specific grant of education in amount of 108,480,765 million Euros as a
minimum of pre-university education financing.
The education grant for 2008 is presented in the Annex 4 at the end
of the assignment.

Specific healthcare grant
Specific healthcare grant aims at funding the primary healthcare in
municipalities expressed in an open-system grant which is based in the basic
principles of LFLP. The health grant is foreseen to ensure only normative
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funding for the respective services through councils and consultations in the
medical premises of families of the patients. The following are taken into
account:
 Emphasis of the current and planned sectorial policies which impact
the setting of municipal financing for primary healthcare;
 Emphasis of the healthcare grant formula for justifying the eventual
changes compared to the previous year;
 Emphasis of the macroeconomic factors, including prices, inflation
and number of population, which serve as a basis for the allocation
of the specific health grant.
In line with the MoH strategy for presenting performance-based
payments, specific health grant includes the component for funding the
performance based payments for providers of the healthcare services
11
(planned in a special-line program) .
Specific grant for health and setting of total amounts is based in
the open financing system in line with the LFLP. Specific health grant
should fund the minimum of the level of primary healthcare standards and
should be allocated to the municipalities pursuant to the normalized
population and standards provided from the Ministry of Health. The health
grant for 2008 is presented in Annex 4 at the end of the assignment.
The approved formula of the healthcare grant for 2009 developed in
cooperation with the Ministry of Health and World bank has taken into
account the methodology based on the number of users. Based on the
performance, for the payment system in the primary healthcare sector, 5% of
the total amount of health grant is distributed as individual amount for
municipalities.
Municipal allocation = population (pursuant to the LFLP) * 2.8 visits
(average) * 3.5 Euros (average for a visit; in the future the age and gender
12
differentiation will be included as well) .
Table 4: Specific health grant for 2009-2012

11

Secretariat of Grants Commission, Department of Municipal Budget, MEF, April 2009,
Prishtina
12
Budgetary circular 2009-01, June 30 2008, page 15
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13

Lateral effects which are produced by this formula,
advantages and disadvantages
Allocation of grants in the Republic of Kosovo, according to the
current formula, in absence of reliable, updated demographic data and many
other indicators, poses a key obstacle for concluding the precise allocation of
the budget. However, this formula has been enriched gradually, particularly
in the Law on Local Self-Governance, where the number of indicators that
were taken into account has increased as well as expanded competencies of
municipalities.
The disadvantages of this formula are:
 Inaccurate statistics of population, this has impacted negatively as
the movement and increase of population was high.
 Lump sum amount of allocation of the general grant, which cannot
be taken as the only criteria, as it impacts the decreasing of
distinctions in development, between the developed municipalities
and the less developed ones.
 Allocation of the specific education grant. This allocation does not
help those pupils where the distance of their schools is very large
13

For 2010 Explanation: Analysis of the Secretariat of Grants Commission in the proposed
version has taken into account the nominal increase of the number of population according to
MTEF (1.5%), fiscal rule (1%, for 2010) and inflation for the average cost of visits. The total
amount of specific grant for healthcare for 2010 in amount of 24.81 (mil. €) includes the
performance (5%) in amount of 1.22 (mil. €)
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(rural areas), does not simulate the pupils where the economic and
social state is difficult, there is lack of road transportation, does not
provide elementary conditions to pupils with special needs, there is
lack of pupils in schools, there is an old registry and always is based
on them, there are lack of sufficient premises and nothing is in line
with international standards. There are cases when the teaching
process takes place in containers.
Allocation of the specific health grants. The allocation of this grant
does not meet even the minimum standards of health sector. This
allocation does not allow for special service towards the more
volatile categories of society, war invalids, people with disabilities,
where there is lack of health space. In many rural areas, where the
distance of the closest healthcare service is very large compared to
international standards, there is lack of sufficient medical premises
and adequate equipment for provision of primary services, where
patients should move from one municipality to the other to benefit
from an adequate service.

All these should be fulfilled during the allocation of grants in the
future, and this are elementary standards, for a state that wants to be
functional and aspired to join the European Union.
An advantage of this formula, taking into consideration the
economic and social state of Kosovo and the high influence of international
factor, is that this formula suits the current circumstances of Kosovo.
Through it, the primary standards of funding of municipalities from the
central budget are fulfilled.

Conclusions and recommendations
From everything that was analyzed and elaborated in this
assignment, we can say that the process of allocation of grants is a very
difficult process to be implemented, particularly in Kosovo, where there is
lack of accurate data.
Criteria for allocation of grants should be more complex, taking into
consideration other important figures which deal with municipalities, for
example: rations based on territory of the municipality, distance of the local
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roads, number of schools, percentage of children below 16, that of the people
above 60 and the percentage of self-generated revenues collected in the
previous year.
The general grant – 10% of the complete revenues of the
Government, the lump sum amount of € 140,000.00 a year minus € 1 per
capita is not the only criteria which will impact the elimination of
differences in development, between developed municipalities and the less
developed ones. I believe that in the future, additional criteria should be
imposed which would include:
 Level of economic development of each municipality;
 Degree of war damages and
 Establishment of an additional fund for undeveloped municipalities.
Main indicators which are used for the allocation of the rest of the
grant (ratios 89%, 3%, 2% and 6%) lacking population census, have caused
high dissatisfaction among municipalities. According to these ratios, 89% of
allocation of grants is done based on the overall population, this criteria of
course is not preferable to municipalities which have a large territory, and
suffer as a result of geographical size criteria. We are mentioning the
municipality of Skenderaj, which according to annes 1 of the Law on Local
Finance Management has 374 km2 or 98 km2 more than the municipality of
Drenas, whereas in case of the total central grant, for Drenas it is bigger
than for the municipality of Skenderaj (I am unfortunately referring to the
Municipality of Drenas).
I believe that with changing of these rations until the full census of
population, dissatisfactions would be smaller, my proposal would be if the
Population would be 89%, I propose 80% of minority communities in
municipality 3%, population of minority municipalities 2% and the
municipal area (km2) was 6% a propose 15%. I give advantage to the
municipal area because this is the only accurate statistics (old estimations
date from 2001 and are based on the number of population according to the
OSCE data).
Specific grant for Education is an open system and we are
unable to impact on it, because it is the respective ministries that make
argument requirements for minimum financing of this activity of programs.
Although even regarding this, suggestions can be provides, since
lacking sufficient transparency, we influence unfair allocation of the specific
education grant.
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We should take into account the distance of schools from localities,
particularly in rural places with high oversea height (where the travelling of
pupils and teachers is very difficult).
A memorandum of understanding should be signed between MEST
and municipalities for supporting the pupils in difficult economic and social
position, particularly those who are motivated for education. Number of
pupils with special needs should be taken into account and the stimulation
of teachers who were more successful during the year.
Specific health grant is done based on the open system and I
suggest to take into account; the number of people with disabilities, people
above 60, children up to 6, distance from localities to the family medicine
center, number of local healthcare centers in local communities. The 1/3
ratio should strictly be respected (1 doctor / 3 medical technicians). The
state of medical assets should be taken into account for provision of services
in municipalities.
All these would be alternatives during the allocation of grants in the
future, which also present elementary standards for the population of
Republic of Kosovo, for a country that aims at being, functional and to join
the European Union.
Despite these challenges and dilemmas on the allocation of grants,
we may conclude that the process of functional and fiscal decentralization
enables establishment of preconditions for the local governance authority to
be engages in improving the social conditions and increasing of economic
welfare in a local level. Through fiscal decentralization and allocation of
grants in a proper manner, the local power may impact the increase of local
revenues, using facilitating fiscal policies for local businesses and
stimulation of business start-ups, increase of level of administrative services
and resolving problems in the local level.
Therefore with a good will of the central and local power in Kosovo,
the process of allocation of grants will reach the desired standards, which we
cannot avoid being a country that expects to integrate in the European
Union.
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The purpose of the article is to present the relationship between working
satisfaction, marketing capabilities and the performing services organisation.
The article includes aspects reffering to professional satisfaction notion,
motivation, motivational persistence, marketing capabilities, TQM,
Competence – Based View as it results from the theoretical studies. It
describes the undertaken research results in order to identify the factors that
conditionate the motivation and the motivational persistence and also the
aspects reffering to the relationship between human resource performane,
internal customer and TQM principles. The paper is a conceptual review that
highlights the latest news reffering to a new type of organisational culture in
which its members perform as a result of the created conditions (the Z Theory
proposed by W Ouchi in 1981). This idea of the organisation capability also
results from the content of a new research that explains the fact that the
organisation can perform thanks to the acquired storage in time known as
marketing capabilities. The conclusion is that the value system that makes
possible that each service provide to be unique and custom for obtaining profit
on a long term, is mainly based on the service culture, the contact staff and
customer satisfaction.
Keywords: the work satisfaction, marketing capabilities, motivation,
motivational persistence, competence – based view, TQM
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Introduction
The usually economic and social environment of the performing servicies
organisation that is dominated by the growth of the service consumer’s
interest and experience as also by the intensifying competition, it imposes
new orientations as regards of reconsidering the role and the place of the
human resource that can generate excellence and efficency.
Nowadays, more and more performant organisations from the
service domain orientate its priorities that focuses them on the human
resource that is analysed by the material needs and especially by the aspects
reffering to the ambiance where the activity is unfolded and on the
posibilites of performing to assure the sustainability of the organization. The
emplyee is treated more and more as an internal client because his
satisfaction is directly influenced by the contact staff satisfaction, that must
be evaluated through its own personal needs system for which must be
identified efficient solutions for satisfying them as a condition for obtaining
a profesional and financial performace on a long term.

The profesional satisfaction – a premise of the performace
of the performing services organisation
The working satisfaction must be dealt as a strategic objective both for each
employed of a performing service organisation and for the organisation
management because a pleased employee, satisfied by his job will contribute
to the fidelity of the clients and to obtaining pozitive economic and financial
rezults on a long term. The satisfaction in work is a pozitive emotional state
that results from the emplyed person’s attitude for the activity and the
organisational culture.
According to Thierry’s view (1992), the satisfaction in work has an
intrinsic value expressed by the posibility of a person to satisfy his needs, to
accomplish an certain objective, but also a social value for the organisation
and society by the fact that the satisfied people by their job enjoy the
consideration and remain fit and stable in the organisation.
One of the first theorists of the satisfaction in work, Locke, was
defining it in 1976 as the result of a person’s perception of the feeling that
the unfolded work gives him the possibility to make actual the important
values for work. For an employed person it can be important to have an
60

Considerations about the Relationship between the Work Satisfaction – Marketing
Capabilities and the Performance in the Performing Services Organizations

Issue 5
August 2011

attractive financial motivation or it can be important to have a job that can
give the opportunity to have provocative experience.
P.P. Neveanu, in the Psychology Dictionary (1978), defines the
professional satisfaction as a complex mental configuration not always
conscious complete, consisting in a series of pozitive attitudes of a person
for his done work . The professional satisfaction is a personality point, that’s
why it should exist an agreement between the individual characterristics
(abilities, personality) and the organisation’s job demands, and this
agreement is mentained in time only if the organisation norms and values
concur with those of the employed person.
The professional satisfaction concur with the interests field and
vocational options. Studies in the organisational psychology domain showed
that the shy people are, as a work style, more orientated to charges, to
technical jobs, they preffer well structued jobs or the detailed ones, while
the open minded ones feel mor attrated to responsabilities with a higher
ambiguity. From this results is necessary that the recruiting and selection
process of the staff that will work in services field, to be done as a result of
the job’s robot portrait characteristics and of the personality type of the
employed person to do the things he knows better, but also that he likes
best.
The professional satisfaction can be given in many dimensions :
 the financial dimension (the salary stock);
 the specificity activity domain dimension - the activity domain has
a simultaneous role in developping the individual performance of
some employed persons because if they rediscover their personality
and their professional performance grows, they are able to go
beyond the professional moments more difficult;
 the perspective of professional improvement dimension by
professional forming programmes (trainings, MBA complexe
programmes, foreign courses);
 the organisational culture dimension (the organization values,
communication in the organisation, the posibility to take decisions,
the importance conffered to its place in the organisation, the
support and the feeling of belonging of a team, the ambiance at
work that becomes more and more a motivating factor in obtaining
satisfation in work, the pozitive or negative stress level in the
organization and the existance or the absence of conflicts).
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Each employed person of the performing services organisations compares
these dimensions with its expectations.
The concept of satisfaction can be explained also in linking with the
work motivation theory. In this way, there have been theories as those
proposed by Maslow (1970), Hertzberg (1959), Alderfer (1969), Vroom (1964),
Adams (1965), Mc Clelland (1970) that tried to explain what motivates
people, which is the foundation of their motivated behaviour and their
motivational involment.
In the theory of motivation, the satisfaction has an important role
and it can be analysed by some particular aspects that must be seen as an
integrated system:
 the satisfaction is the result of evaluating the achievement regarding
the needs and values of each person
 evaluating the satisfaction can help to the appereance of changing
because of the unpleased person’s motivation to obtain
improvement, performance
 obtaining professional satisfaction is a guarantee of increasing the
implication in the activity of the organzation.
The motivation of the staff is a fund problem. In B. Schneider and D.
Bowen’s opinion, being motivated means having the energy to do something
to a secure direction and constantly.[4] The motivation is an individual,
introspective process that gives energy and the direction and sustains a
certain behaviour. An employed person considers him as being motivated if
it is recongnized his important role in the organisation, and his imediately
reaction is the one of a total dedication and loyalty for the organisation.
The factors that favours the staff’s motivation is the professional
achievment, the recognition, the advance and the work itself. Their absence
does not take, obligatory, to insatisfaction, but their presence creates
satisfaction. The factors that favours the insatisfaction reffers to obtrusive
supervision, unfavourable work conditions, tense informal and formal
relationships, doubtful safety of the working place, unprecised, insecure and
distant staff policy. These factors influence the insatisfaction as their
presence is more or less felt. Herzberg tells the satisfaction and
insatisfaction cannot have the zero value because the insatisfactions will
never be totally eliminated because the nature of the human is to be foverer
discontent, but either the satisfactions will not reach zero share.
Nevertheless the material payment has a big influence in motivating the
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staff how much more so if this grows as a consequence of recognizing some
qualities.
Recently studies of organizational psychology [2] established the
relation between motivational implication and motivational persistence as a
constant in adopting a motivational behaviour or act. Motivational
implication is defined as human’s humour to be attracted, to accept or to
aim to reach the motivational objectives of the organisation which they
belong to. It involves the existence of intrinsic and extrinsic that mobilizes
the person and that directs the behaviour to acomplish the objectives.
In the study of the relationship between the motivational
implication and persistence, the explorers started from a much more serious
analyse of the behaviour cycle of the employed person that reached to
remark that a lot of employed persons had leeway to get involved in the
organisation’s activities, but most of them don’t have the ability to mentain
their motivational implication and to hold on establishing new objectives.
The theoretic pattern that underlies the distinction between motivational
implication and motivational persistance, they have borrowed Physics
notions. In this way, in Kurt Levin’s opinion [2] the motivation acts as a
„force field” where there coexist and interacrs humans, material support and
activities. By parity of reasoning with the vector that, taken over from
Physics, has associated the direction, sense and size concepts, the
motivation has 3 main characteristics: orientation, effort and persistance.
Orientation means the aim of the actions that establish the carry of
motivational interest of a person, the type of payment of which you are
interested in and which is directly implied. In the organisation, the personal
orientation has to be in direct relationship with the general orientation of
the organisation, namely satisfying personal needs should not contravene
with the interests of organisational group.The effort should be understood as
the quantity of emotional and physical energy that an employed person is
willing to invest in the professional activity. This is influenced by the
temper, the complexion.The persistance means perseverance, the constant in
adopting a proper behaviour for reaching the objectives, the strenght in time
in that motivational option in contrast with the routine, tiredness, obstacles,
the ability to fiind interest and the satisfaction of the begining.
Following the studies undertaken by Bandura (1986), Ford (1992),
Kasefer (1990), Mitchell (1982) şi Pinder (1998) is the functional theory
pursuant to that the motivation in work is a process that involves two
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interdependent psychological systems : goal choice and the goal striving.
The aim must be seen as those future points waited by the employed by
which he is attracted in, involved in, namely the action direction that results
pursuant to the motivation theory from the combination of the personality
factors and the individual perception of the situation. The effort to reach the
aim reffers to the resources and processes of autoevaluation according to
this progress that makes the employed able to spend time and effort to
reach his established purpose. This investment is influenced by the abilities,
the skills, the confidence in its personal forces, by the influence of the
practices of the work staff where the employed activates, etc [2] .
Starting from the two psychological systems presented results that,
at the organisation level, there are two problems related to motivation
(Kanfer, 1999 ) [2] that must be solved: the engagement or the disponibility
of the employed persons to carry and understand the organisation objectives
and the employed persons’ ability to sustain all time and to persist in the
actions directed to accomplishing the accepted objectives.
The operational factors that condition the motivational persistance which
were identified by Constantin T starting from the explanatory theoretical
models proposed by Ambrose and Kulik (1990), Sheldon şi Elliot (1999),
Meier şi Albrecht (2003) are: effort, confidence, perseverence, aim,
organisation, obstacles and ambition.

The relationship between the satisfaction of the staff and
the satisfaction of the clients in the performing services
organisations
In the speciality literature was contoured the idea of existing a
powerful relationship between the employed and clients satisfaction.
In 1981, Beryy L.L. analysed in the article „The employed as a client” the
activity in the performing servicies organisation and describes it by the
treatment of the employed as clients and by their satisfaction.[4]
In the services companies satisfying the employed persons is a
priority after the satisfaction of the clients. The satisfaction of the clients,
absolutely necessary for the increase of the turnover can be obtained only by
creating value and quality for the client, and the contact staff satisfaction
goes to reach this purpose and to minimising the prices.
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The concept of satisfying the contact staff if very ample because of
the complexity of the activity and the variety of the services. To develop an
efficient relationship with the client, the contact staff’s work will have a big
impact on the perception of the service quality from the consumer. If the
contact staff is satisfied by his work, by his team which he works, he will
ingrain this satisfaction also to his relationship with the client.
The satisfaction of the staff that works in the services domain is a
very complex notion that involves a lot of parameters. Generally, a person
who is in direct touch with the client, that person is satisfied in his job if
(Eiglier,2002)[4]:
 he thinks his sallary is not too high,but not too low, taking into
account the advantages of his job
 he finds in different daily activities the pleasure that gives him a
personal psychological balance
 he has confidence in his activities
 he finds himself in a pleaseant physical environment that helps him
to think pozitive about his work and clients
 he is keen on the relations he has to expand with his clients, he gets
along with his colleagues and superiors
 when he has problems,his colleagues support him
 he is proud of him work, of his success and the enterprise where he
works
 he has the feeling that his work has a utility and it belongs to a
respected enterprise for the things it does.
Although this picture seems idyllic, it is the ideal of the performing
services oganisation’s manager that has to know the psychology of the
employed person, his work efficiency, the relationship with his colleagues
and clients, the reactions and the flexibility in work.
J.L. Heskett considers that the staff’s satisfaction is one of the
important elements of the organisation that has as a consequence the
development of the profit of the performing services organisaton. (figure
no.1).
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Figure 1: The chain of the profit in services
Source: Eiglier, Pierre, 2002,p. 42

The satisfaction of the staff goes to the development of his attachment
towards the organisation and the development of the productivity increase.
In J.L Heskett’s opinion, the impact of staff’s satisfaction on the client’s one
is given by next variables: the stability and the experience of the staff and
the productivity that concurs to create value for the client. [4]

Theories reffering to the role of managerial system in the
empowerment of the employed professional
performances for assuring the organisation sustainability
Nowadays, the problem of the effective and efficient implication of
human resource in all its complexity in the activity of the performing
services organisation, is found among the coordinates that underlies the
substantiation of the sustainable developping strategy. More and more
organisations are preoccupied with the creation, the deployment and the
certification of the quality management system as a condition of the
empowerment of all cathegories of resourses to the direction of building a
quality culture obtained with people for people. In this way it can be
answered to one of the specified problems, respectively the organisation
management undertaking to establish objectives that should be known and
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understood by the employed people to focus all their energy on achieving
the purposes.
The speciality literature gives much more conceptions reffering to
the professional performances of the human resource and their role in
assuring the organisation’s sustainability. In this way, since the perioud of
the Second World War, Rensis Likert noticed that the orientation of the
managerial style towards the human resource goes to much better results
that in case of the management orientation has in view the production
capacity. The central idea reffering to professional performance, as it
resulted from the experiment realised by Likert, it that the performance of
human resource is influenced by managerial style and the manager’s
behaviour. That’s why it is recomended the implementation of the
participatory management, the use the principle of „support relationship”
that can forewarn an delimitate the problems reffering to the occupational
stress and the lack of communication and encouraging the cohesion of the
organisation members because it influence the huma resource productivity
and direct the activity to face the professional charges.
These aspects are found today in the principles that underlies the
total quality management, a management system used in an organisation
that endorses the permanent cooperation of all employed people to improve
the quality of the products or services to obtain the clients’ satisfaction and
to atract them twoards fidelity and the increase of rentability on a long term
according to the society’s exigency [10]. Its purpose is to create in the
organisation a climate where the human and material resources can be used
creatively, efficiently and that could confer the employed people the
confidence in the organisation’s management, being proud of the
membership represented by the organisation itself.
The efficient management’s principles, as it results from the standard’s
content SR ISO 9001, there are more and more assumed and implemented
by the performing services organisations because this practice can got o
individual and collective performance. In the actual conditions, certifying
the service quality management system is a guarantee for the costumers
because what they buy and use in concordance with what it has to be. Also,
it gives to the external cusotmers confidence, security, empathy
(characteristics of services quality), but also to the internal ones proofs of
the organisation’s capacity to mentain on the market efficiently. By the
simple enumeration of the quality management principles we can observe
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the strategic role that comes to the human resource at all hierarchical levels
from the organisation in designing and doing the activities in the form of
the integrated processes in the system.
These principles are:the orientation to the client;the leadership –
the ability of the manager to determine the employed persons to obtain
some kind of results watching some procedures;the implication of the
staff;the approach based on process – the processes facilitate the value
procurement that generates satisfaction for the client and for the employed
people;the management approach as a processes system to eliminate waste
of material resources, energy and time, the migration of customers towards
competition;the continuous improvement of performance; the approach
based on facts in taking decisions; relationships mutual advantgeous with
the purveyor.
An important place in the total quality management fhylosofhy it
has the notion internal costumer explained by the necessity to understand
and treat each memeber of the organisation in the same time as a client and
puveyor. This orientation makes possible in permanently maintenance
attentively the quality that becomes an integrated part of the organisational
culture and a guarantee of performance. The manager’s role is tot sustain
the employed people’s activity and to promote the initiatives that keep up
the relation customer – purveyor. We can fiind this idea in the speciality
literaute and under the notion of internal marketing that is an important
part of services marketing, notion introduced in the speciality literature as a
new concept by L. Berry, in USA 1976 and C.Grönroos, in Europe in 1981 and
taken over as a different investigation domain in marketing. In Berry and
Parasuraman’s opinion, internal marketing represents „the atraction, the
improvement and the maintenance of the eployed people in function to
assure the maxime and efficient usage of their working ability, and at the
same time, a motivation system that can allow the satisfaction both material
necessity and the professional aspirations of the enterprise’s staff”.[4]
The internal marketing is the step by which there are studied the atitude
and the behaviour of human resources from the performing services
organisations that,o none hand, get in touch with the customers and on the
other hand the ways by which these are treated from the internal customers’
point of view.
By the internal marketing objectives we can find the following: ”[4] :
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the recruitment of the best specialists starting from their affinities
with the robot portrait’s peculiarities of the targets job,
 building and applying for an own system of continual practical and
theoretical training,
 the appropriate motivation of the contact staff to encourage it in the
individual step in the favour of a flexible behaviour, efficient in the
services production succeeding by which it can enter into a
harmonious combination the operational (doing a number of work
according to the job description’s content) and the relational
function (direct contant with the customer),
 the appropriate knowledge and understanding of the service
production objectives in order to organise efficiently the activity of
the contact staff; the contact staff has a strategic position in the
performing services organisation because it contributes directly to
creating and keeping up its image; he must understand very well the
customers’ interests, but also the organisation’s ones that were
expressed with the help of the internal guideline of these,
 the promotion of working in team; the spirit team,
conscientiousness, fairness are the factors that get the employed
person to professional performance and professionalism, to
satisfaction at the job.
The motivation of human resource and continuous trening of it are
the essential elements for modern organisations in the complexe process of
planning and obtaining of performance.The studies about managerial
motivation start with the hierarchy of individual needs or with the
pyramid of Maslow. The theory of needs hierarchy expanded by Maslow in
1970 in the work „Motivation and personality” is based on the following
postulate : as the physical needs of a person are satisfied, the upper level
needs will fill the personality and potential of that person.Starting from
Maslow’s theory, there were expanded different clasifications of individual
needs. Relevant of organisational environment was Z Theory, appeared in
1981, which belongs to the Japanese origin American professor William
Ouchi.[8] He suggests an organisational culture type based on:
 the point of creating the conditions in the organisation for
satisfying the upper needs of the employed people by the
involvement and responsability of them
 considering the participatory management a virtue
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the individual development in the organisation environment in
relation with the family and social environment.
This theory indurate the positive aspects of Y Theory that emphasise the
preoccupation for organisation’s management to assure the necessary
conditions so its members be integrated and to achieve the individual duties
at the highest levels.
Table 1: Motivation by Maslow and Ouchi
Maslow`s
Theory
implications

and

its

Ouchi`s
Theory
implications

and

its

Self-actualization
(selfdevelopment, personal achievement,
career development)
Esteem (assigned or assumed
responsibilities, prestige, recognition
of contribution and effort, status)

Higher
needs
(recognition,
esteem, status, self-actualization)

Social (belonging to a group,
collegiality, communication)

Increased confidence among
members of the organization
(job
security-long
term
employment, individual access to
the organizational culture and his
involvement in the business
development, setting goals and
improvement of the results,
informal control)

Safety (work safety, working
conditions, personnel polity)
Biological (food, home, salary and
other bonuses, transportation)

Increased focus on human
resources (team work, decisionmaking by consensus, individual
achievement in the organizational
environment and its intersection
with social and family environment,
emphasizing
the
group
responsibilities)

Source: Mituţ, Iulian, 2010,p. 149

Another theory related to the performace of human resource in the
organisation ist hat of the American professor Victor Vroom. [8].He
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considers that the organisation has a major duty on the line of assuring an
attractive work climate that can put forward the staff’s sustained ability and
an attractive motivation. In the conditions of contemporany life it is more
and more said about emotional economy within the professional
performace is the result of considering the ability and motivation of the
employed people. That’s why, is necessary to integrate the ability of the
employed people with the managerial motivation to obtain performance and
sustainable development.
Vroom defines performance as a function determined by the work
conditions, by the abilities of the employed people expressed by
qualifications and experience in domain and managerial motivation.
PP = f (Me,A,M), where
Me – work conditions
A – the ability of the employed determined by qualification,
experience
M – managerial motivation
A relative new word in the vocabulary afferent to the human
resource and team working is the adversity multiplier AQ, an invented
word by Paul Stolz in 1990. This measures the ability of the person to turn
the adversities in energy, in supporting points to obtain extremely good
performance. Stolz has demonstrated by scientific researches well
documented and realised in over 10 years that any obstacles, social and
ecomonic negative circumstances leads to the increase of the capacity of a
person’s reaction and determines a significant increase of the point of the
rigidity to the stress factors and have as a result an own performance
increase.
In the services domain it is very important the performing services
organisation to demonstrate that it is unique by what it offers and the way it
is made this thing. The strategic competitive advantage necessary for
obtaining high performances on a long term it is obtained by the good
organisation and movement of the system.
One of the concepts used as a start in the academical researches
that explain the sustainable competitive advantage of the organisations and
that suggests that its source is the capability of the organisation, and the
colective ability to develop and perform activities is The Competence –
Based View [3] The Competence–Based View states that a firm
performances well over time because it develops distinctive capabilities that
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allow it to outperform its competitors [12] Capability is a bunch of resources
coordinated and oriented toward goal achievement, the skills and colective
learning derived from organizational processes that ensure superior
coordination of functional activities.They are the result of the accumulation
of experience and other forms of tacit knowledge, and can also be produced
by deliberate investments in organizational structure and systems.
Recent research has tested the existence of an indirect influence of
marketing capabilities an financial performance through additional variables
such as customer and market performance.[7]Similary, stakeholder
satisfaction will have an impact on financial performance, and therefore it
will exertan indirect effect of marketing capabilities.Stakeholder satisfaction
includes employee and customer satisfaction together with the impact of the
firm on society and its environment.
Marketing capabilities can be defined as a set of complex resources
and skills in the marketing field, which are the result of a process of
knowledge accumulation and its integration with values and norms
developed through organizational processes from all over the firm . The
main resources integrating this kind of capabilities are:the human resourcesknowledge, skills and attitudes within the organization; relational resources
or market assets and organizational resources.[3]
From a marketing point of view, customer loyalty programs are not enough
to increase profitability.Mangerial strategies addressed to enhance employee
capability to produse satifaction in service encounters should be emphasized
together with policies increasing corporate social responsability and
environmental awareness.[3]
In the good unfolding of the activity in the performing services
organisation, the most important role it comes to the service culture and
contact staff and customer satisfaction. The development of a service culture
requiers the existance of a value system that makes possible that every
performing service to be new and unique and made for every customer to
obtain profit on a long term. The Management of Total Quality and Six
Sigma are one of the most modern and used methodologies of improving
the efficiency, vigour and quality in the organisations. It can be apreciated
the fact that it is carried more and more the necessity of introducing in the
services domain the concept „Six Sigma leadership”, a set of principles that
go to obtaining the success and the remarkable results on a long term for
the organisation. It is based on the combination of 2 key concepts: stability
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and flexibility. It is a methodology centred on the idea of improving the
processes from the organisation, a plan of analyse and bettering of the
functions of the organisation and that tends to zero errors in making a
process.
The development of the abilities that mix the stability and the
flexibility supposes from the leader of Six Sigma the following:
 defining a vision for changing and the border and limits of changing
 the valorisation of the knowledge and relevant information, the
measurement and the establishment of the expectations of the
customers
 the rigorous planning of the activities and respecting the terms of
realisation
 taking a special care of the customers and improving the attitude
„Delight the Customer”, that is delighting the customers, their
satisfaction is no more enough in nowadays competitional
 the deployment of the leadership, the motivation of the staff to
obtain the waited results

Conclusions
The talent of human resource is one of the most important elements
by which its creativity can be obtained in the organisation and the attactive
position on the market. Understanting the role and the place of the human
factor as an organisation resource and also as a marketing one and the
transposal in the organisational policy and the way in which the
organisation processes are organised can get to obtaining sustainable
perfomance in a time when emotional economy is more and more
important.
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The purpose of this paper is to identify and exam the main elements of
entrepreneurial marketing mix in entrepreneurial enterprises. Our focus in
this
study
is
on
Iran's
top
small
and
medium-size
business entrepreneurs in 2007, which possess a brilliant experience about
entrepreneurial marketing practices. Accordingly, we aim to identify how
these enterprises use their previous knowledge and experience to extract
elements of marketing mix, which are adjusted in entrepreneurial marketing.
As its research framework, this study has used the Quality - Exploratory
approach specifically case study according to Ghauri framework. Data were
collected from 17 entrepreneurial enterprises. Different methods including indepth and semi-structured interviews, along with open questions from
entrepreneurs and marketing managers were employed in gathering
information.
Finally, Content analysis method also inductive inference used for
data analysis. Results indicate that the Entrepreneurial Marketing Mix include
5Ps which element of Person is a new element among others. However it
should be mentioned that there is an entrepreneurial approach in component
of Price, Place, Product and Promotions as well and some new component
have been added to the conventional marketing mix.
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Introduction
Recent economic studies consider economic growth as a prerequisite for
progress in human society and meanwhile entrepreneurial approach to
economy, especially in third world countries, will be terminated to
economic development (Simpson et al. 2009). Nowadays entrepreneurial
development is considered as the best way to leave recession and if firms can
provide the highest degree of value for their costumer, they will both enjoy
their own competitive advantage, position themselves in the market, and
also among their target customers (Hill and Hultman, 2006).
Based on Schumpeter (1960), entrepreneurship process includes
innovation in creating new products/services, processes, market and
strategy (Crane, 2010). So accordingly, this process is considered as a way to
create sustainable advantage in market which allows identifying new needs
and demand of costumer and meet their satisfaction (Martin, 2009).
On the other hand, marketing is an organizational function and a
set of process for create, communicate and deliver value to customer and
manage relationship with them in order to achieve profitability and value for
organization and its stakeholders (Fillis, 2000). Then, emerging business
success requires establishing long-term relationships with customers and
deliver value to them and the result of this operation is to achieve loyal
customers, which are valuable resources for disseminating product/service
among other consumers (Crane, 2010). Yet, this is marketing that enables
entrepreneurs to discover, create, motivate, satisfy and meet the demands
and desires of customers. So that in entrepreneurial logic, scholar believe
that a successful business is often created by an Intelligent and creative
entrepreneur who considers one reason of market pain and tries to find out
some specific way to cure them (Crane, 2010: P.2).
Literature review leads us to the fact that entrepreneurship and
marketing are both have been considered as two different research areas,
but by raising awareness about the impact of entrepreneurship and
innovation on the marketing and on the other hand marketing role in the
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success of entrepreneurial activity, these two field of study were combined
and the concept of “Entrepreneurial Marketing” have emerged (Hill and
Hultman, 2006). Contemporary definition of this concept is suggested by
Morrist et al. (2002:P.5), which says that:”Entrepreneurial Marketing is a
proactive identification and exploitation of opportunity to obtain and
maintenance profitable customer through innovative perspectives on risk
management, value creation and entrepreneurial resource navigation”.
In most of the literature, entrepreneurial behavior is attributed to
small and medium enterprises. This is because an entrepreneurial activity
entails innovation, risk-taking and proactive performances (Stokes, 2000),
and since small and medium enterprises face numerous constraints due to
unavailability of enough resources, their activities are infused with more
risk-taking and a higher level of innovativeness, to the effect that
entrepreneurial activities can be observed mostly in the small and medium
enterprises (Stokes and Spring, 2000). Moreover it should be noted that
small and medium sized enterprises have some major problems in field of
marketing such as: having small range of customer (few major customer),
financial constraints in field of marketing, limited resource, non-normative
and variable effort and excessive reliance on the owner's marketing
competency (Stokes, 2000). Considering these limitation, an entrepreneurial
SME is not able to meet the needs of all customers in the market place, so
the entrepreneur should focus his/her effort to attract a specific group of
potential customers, which is named target market. Selection of these target
customers requires going through different stages such as specialized
procedures and processes, which are, include targeting, segmentation and
identification of customers and using specific methods for attracting and
maintaining these group of customer. This effort is called the
"Entrepreneurial Marketing Mix". In fact, marketing mix is the integration of
marketing programs that are used to attract and keep long-term relationship
with customers (Crane, 2010:P.6).
Given the above discussions, it can be deduced that the marketing
mix is the main essence of marketing activities in entrepreneurial small and
medium enterprises and dominates all the firms’ activities. However, and
despite its importance, there is a lack of appropriate introduction of an
entrepreneurial marketing mix in the existing literature commensurate with
small enterprises. Hence, in this study, we aim to identify main and
subsidiary elements of marketing mix in Iranian entrepreneurial small and
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medium sized enterprises. Our main focus in this study is on Iran's top small
and medium-size business entrepreneurs in 2007, which possess a brilliant
experience about entrepreneurial marketing practice. So we used the
Quality - Exploratory approach specifically case study according to Ghauri
framework to extract these elements due to weakness in the theoretical
background and empirical research as well as the lack of effective
components in the marketing mix is entrepreneurial research.

Literature review
One common aspect between entrepreneurship and marketing is
the study of methods through which marketing concepts and principles
could be applied in the field of entrepreneurship. Because this issue has
been repeatedly acknowledged that the marketing techniques used by
entrepreneurs are somehow different from the concepts presented in the
literature and traditional marketing contracts (Hill and Hultman, 2006).
Traditional marketing is a deliberate and organized process and its concepts
are based on the assumption that identifying customer needs, requires
formal research and in order to meet these needs the firm plans to create an
organized structure for new products and services development. Yet,
entrepreneurial behavior is informal, unplanned and based on individual
intuition and understanding of events in the market place (Hill et al, 2009).
In the literature, entrepreneurial behavior has been attributed to SMEs. The
nature of an entrepreneurial acting involves three dimensions including:
innovation, risk taking and proactiveness; and since SMEs face some
limitations such as having few major customer, financial constraints in field
of marketing and limited resource, their effort especially in current
turbulence environment, associated with higher risk and they need more
creativity and innovation to face the risks. Then, entrepreneurial behavior is
more obvious in small and medium size enterprises (Stokes, 2000).
SME owner’s claim that their marketing activities in contrast to
other organizational function, are in lower degree of formality and they
consider marketing “something that a large and established company has to
do” (Stokes and Spring, 2000). Despite this evidence, marketing is essential
for survival and development of an entrepreneurial SME (Carson et al.,
1995). Besides, since marketing principles and theories have made through
the review and study of marketing experience in large company, it seems
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that it is time to consider marketing process in the field of small business to
develop our general understanding of the concept "entrepreneurial
marketing".

Entrepreneurial Marketing
For entrepreneurs and owner managers of small enterprise,
marketing is a method or in other words, a tactic for catching opportunities.
They don’t consider marketing as an organizational culture or a strategic
process, rather their definition of marketing have been taken from their own
subjective and have great emphasis on using promotion techniques to
attract customers while ignore other non-promotional aspects of marketing
such as product development, pricing and distribution strategy. Most of the
owner managers of small enterprise believe that their business relies on
word of mouth marketing so they have no need to use informal marketing
techniques. This does not necessarily mean that they do not have peers on
fundamental aspects of marketing, but in fact they are not familiar with the
concepts and terminology in this area and their assumption comes from
their personal experiences (Stokes, 2000).
In fact they have a strategic awareness, especially in review of
market situation, segmentation, find target market, Establish direct
communication with them and finally provide customer services (Crane,
2010). There are also experimental evidences that show entrepreneurial
personality characteristics such as being consistent and persistence have
positive effect on performance of an entrepreneurial enterprise (Sorensen
and Chang, 2006). List of personality characteristics and core features of
prominent entrepreneurs which are of paramount importance is presented
in Table 1.
Table1: Characteristic of entrepreneurs (Sorensen and Chang, 2006)
Year

Scholar

1775

Cantillion

Characteristics of entrepreneurial





Entrepreneur as a dealer – agent
Entrepreneur do not see any difference
between risk and uncertainty
Emphasis on interaction of

79

Core
characteristic
Power trading
in risk (for
Factor
of
production)
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entrepreneurial goals
1800

Say





A main input in the production process
With management and judgment power
Use his/her judgment power to
recognize opportunity

Judgment
power

1875

Marshal



Emphasis on innovation in addition to
emphasis on two previous view
Innovation to reduce costs

Innovation




Innovator and creator
component
Will tolerate uncertainty
Banker

Innovation
and creation
new
component


1911

Schumpeter



of

new

1921

Knith




Distinguish risk and uncertainty
Will tolerate uncertainty

Uncertainty
taker

1973

Kerzner





Entrepreneuria
l conciseness



Have entrepreneurial conciseness
Have access to information
Recognize opportunity with usage of
information
Make Imbalance in market
Coordinator and Resource Allocator
Entrepreneur as interactive

Resource
Allocator

1975

Shultz




2000

Shane and
Venkateraman
Cason

Entrepreneur as Nexus with Opportunity

2003

Decision maker

Nexus with
Opportunity
Decision
making

In the literature, generally, there is a notion that marketing and
entrepreneurship both emphasize on opportunity recognition in dynamic
environments and EM is the way to identify market opportunity and transfer
resource such as knowledge, technology and capital from social network
into the organization which consequently creates value for customers (Hill
and Hultman, 2006).
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Entrepreneurial Marketing in small and medium sized enterprises:
paradigm of modernity
Small and medium size enterprises don’t follow conventional
methods in their marketing practices and their functions are so specific
(Stokes, 2000; hill et al, 2009). But sometimes they apply traditional
methods in an innovative and entrepreneurial manner to achieve their goals
(Carson, 1993).
One of the major problems, which they face, is being in dynamic
environment (Moriarty et al., 2008). Therefore, their marketing decisions
are occasionally, discontinuous, non-structured, informal, and includes
spontaneous reactions. Moreover, marketing functions in these companies
are highly dependent on available recourses, life cycle of both company and
its product/service, personality, knowledge and experience of owner
manager and degree of Customer satisfaction (Odwyer et al., 2009). Also
social networks include people and other related companies have became
the inherent characteristics of SME marketing (Zontanos and Anderson,
2004).
Marketing literature confirms that small enterprises cannot benefit
from economies of scale in order to establish their core competencies on
innovative development of new product or service and the information
needed for this process is gathered from customer and market place
(Odwyer et al., 2009).
In current environment, entrepreneurial orientations are the core of
marketing process in SMEs and are necessary for their success (Stokes and
spring, 2000; Zontanos and Anderson, 2004). Small businesses may not
work as professional marketing experts, but are always running for their
survival and growth (Zontanos and Anderson, 2004).
Kotler (2003:4-5) believes that entrepreneurial marketing is a new
technique, which is applicable in SMEs and divided it in three steps:
First, entrepreneurial marketing. In this stage, most of
entrepreneurs run their businesses by individual efforts and rely on their
cleverness and awareness the most. They initially recognize an opportunity
and adjust their experiences, understanding and intuition to exploit it. In
the second step, marketing techniques are in the form of formulated
marketing, Kotler continues that: “while an SME achieves some success,
begins to formulate its marketing efforts and after a while it has much
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formal technique as road map. But the lack of creativity and desire to
guerrilla marketing at this stage of growth companies is seen”. Now, brand
and product managers should come out from their office and live whit their
customers and create new way to deliver more value to them. In this stage,
they need entrepreneurial marketing.(Hills and Hultman,2006).
According to Kotler, Entrepreneurial marketing is related to first
development phase of business where the level of entrepreneurship is high
and the degree of formalization of marketing practices is low. While,
businesses move to growth stage, the degree of formalization increases and
more staff and procedure is needed. However entrepreneurship is
independent from organization growth and may increase or decline during
the time (Hills and Hultman, 2006).
Marketing mix in small and medium enterprises
Marketing mix comprises are the core essence of marketing
activities (Martin, 2009). Marketing researchers is always attributed the
success of marketing activities to the implementation of similar elements in
the mix. The elements in the marketing mix in a successful marketing
activity have been traditionally known as to be associated with the 4p’s
(price, promotion, place, product) for everyone (Kolter, 2003). Firms usually
organize these elements according to the known and tested patterns and
step-by-step procedures and claim that the existing designs inherent in
these patterns are highly structured and systematic (Carson et al, 1995).
However, Martin (2009) alluding to the points above and investigating
empirical cases, realized that small and medium enterprises lose their
entrepreneurial spirit by purely imitating the conventional marketing mix
patterns. As mentioned before, this is because these firms due to their
nature face opportunities and threats that cause them to use their own
particular marketing practices (Hill et al, 2008). It is generally accepted that
the characteristics and features of a small enterprise influences its activities,
techniques, and marketing experiences (Zontanos and Anderson, 2004).
The tactics of using a different marketing mix are different from an
entrepreneur to another, regarding conventional processes such as product
development, pricing, place and promotion (Martin, 2009). Entrepreneurs
prefer having direct interactions and developing personal relationships with
organizational shareholders to practicing formal and conventional
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principles. Moreover, their functional tactics are directed towards
understanding the market instead of doing formal research and are based on
personal observations (Stokes and Nicholas, 2010). In fact, most managerowners of small and medium enterprises do not determine their marketing
mix based on the 4p’s, instead they prefer interactive and conversational
marketing practices (Carson, 2005).
Methodology
As previously noted, the present study tries to identify appropriate
elements (components) of entrepreneurial marketing mix which are applied
in Iran's Top small and medium-size business entrepreneurs. Considering
the emerging issue of entrepreneurial marketing concept, and the fact that
in previous studies, does not found any research which identify all
appropriate elements of marketing mix applicable in entrepreneurial
enterprises, in this paper, a qualitative research approach and specifically
exploratory case study strategy is selected. Besides, implementation process
is based on stages of implementation case study, matching Ghauri's theory
which consists of seven steps include: Stage one- Research problem
definition, Stage two- Select initial conceptual framework and design
research tools, Stage three-Sampling, Stage four- Systematically data
collection, Stage five- Management and classification of the data collected,
Stage six- Analysis of findings, Stage Seven – Theorization ( Ghauri,2009:4920).

Research stages
Stage one - Research problem definition
As mentioned above, the purpose of this study is to identify
elements (components) of marketing mix applicable in Iran's top small and
medium-size business entrepreneurs in 2007.
Stage two - Select initial conceptual framework and design research
tools
Conceptual framework considered in this study is based on
knowledge of marketing and entrepreneurship or in other words,
entrepreneurial marketing framework which is applied to organize results of
83

Developing Entrepreneurial Marketing Mix:
Case study of entrepreneurial food enterprises in Iran

Issue 5
August 2011

reports and interviews and gathering and managing findings. Thus, selected
framework composes of entrepreneurial marketing elements include: Risk
management, Innovation, opportunity recognition, Proactiveness, Customer
intensify, Value creation and resource leveraging. Mentioned concepts were
applied as a basis in designing open questionnaire and gathering data from
entrepreneurs.
Stage three - Sampling
Since the case study with exploratory approach, has great
emphasize on processes and understanding and interpreting them, for
extracting entrepreneurial marketing mix we apply depth and semistructured interviews and discussed open question with 17 top entrepreneurs
and senior directors of marketing in 17 small and medium-size enterprises
which are selected by Iranian Ministry of Labor and Social Affairs as top
entrepreneurial enterprises in 2007.
It should be noted that, people who directly faced to
entrepreneurial marketing subject were the main target in our interview, so
our sampling method was targeted.
Stage four - Systematically data collection
Since collecting detailed data from different references, is the main
process in case studies, in order to increase the validity of this research, we
did not only confined ourselves to the results collected from interviews but
also secondary data sources and previous texts have been used to achieve
more reliable and richer results.
One of the basic foundations of interpretive researches is theoretical
sampling which means: data collection based on concepts that come from
the theory, going to different places and meet different people or events
which give us the opportunity to discover differences between existing
concepts. It should be mentioned that qualitative methodology allows the
researcher to distinguish the theoretical characteristics from general
characteristics of a subject that simultaneously rooted in empirical
observations (Heath and Cowley, 2003).
In this research, we focused on entrepreneurial enterprises, which
have a close interaction with their market place. Data collected during 3
months and 24 hours in-depth and semi-structure interviews. All points
have been noted and additional notes gather right after each interview.
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Eventually, our primary data consists of 120 paper notes. Since the main
theme of the case study is collected detailed data from multiple sources, in
upcoming research to ensure validity of results and to benefit from the
advantages of pluralism, we did not only put stress on interview, but also we
used scientific databases as well as article publications as secondary
resources.
Stage five - Management and classification of the data collected
In this paper, we designed "semi-structured" interviews and then
asked interviewees to describe issues outside theoretical frameworks. It
should be mentioned that the process of interviewing would continue until
reliable results were collected.
In the next step, answers were adjusted with theoretical framework,
and content analysis method including data purging, data presentation,
codification, thematic analysis and categorizing was applied to analyze data.
Based on the results from the interviews, 54 components were obtained and
based on their concepts and thematic analysis, they were categorized into
five main elements namely the entrepreneurial marketing mix. The
components for each element of this mix are outlined in Table 2.
Table 2: Codification of conducted interviews
participants
،16 ،9 ،3 ،1
2 ،8 ،11 ،12

Components
PUBLIC RELATIONSHIP (PRIVATE/ PUBLIC)

Dimension
PERSON

CUSTOMER COMMUNICATIONS

Correct decisions with the correct information
،1 ،9،15،17،7
13 ، 10 ،11

Popular participation
INDIVIDUAL INNOVATION
RISK TAKING

Having ethics and adhere to the culture of market
،16 ،12 ،5 ،8
،13 ،9 ،11 ،17
2

USING BODY LANGUAGE
Extensive social networking and efficient use of
them
Rapidly changing

،1،9 ،11 ،2،6
،4 ،7 ،16 ،12
8

Do not use media advertising
Do not use verbal and indirect advertising
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Create a complete cycle of non-homogeneous
products
Direct communication with primary and secondary
customers
New product development based on Entrepreneurs
preferences
New product development based on market needs
،14 ،12 ،2 ،9
5،8،17،16

Using quality products and lack of ad
Attending exhibitions and private gatherings
Updating knowledge
Using tech day

،3 ،1
،7 ،11،1،6،4
15 ،13

Create an intimate relationship with the original
buyer
Commitment to responsibility and ethics common
in market
use of incentive award and supports
Customer classified as primary and secondary
categories
Use the distribution system for Ads
Long-term communication
Ensure customer satisfaction during and after the
exchange process

،5 ،4 ،3 ،1
،10 ،8،7 ،6
15 ،14،12

price-quality fitness

Price

Working with distributors
Not giving loans and credit to distributors
Having a pricing strategy
Lower production costs

،2 ،9 ،3 ،12
،14 ،17 ،13 ،1
10

Using capillary distribution system
Create a full food basket for the primary customers
Creating innovation in distribution networks
Categories of distributors
Considering the profit margin
Cooperation with competitors to expand activities
speed up
companies

،7 ،16 ،9 ،5

playback to shops and to public

Outsourcing distribution station
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Create competition for the product
Used mess to distribute
Distribution under license
Market categories

،9 ،12 ،4 ،8
،8 ،3 ،15 ،13
14 ،10 ،9

Using a multi-brand product

Product

Classification based on the quality
Homogeneous production with diverse approaches
Variety of
approach

products

with

non-homogeneous

Given customer conformity and needs
Efforts to enhance brand
،8 ،6 ،4 ،12
،17 ،14 ،5 ،9
15 ،16

Product offering in different packages
Applying the innovations in products
Match all customer taste
the highest price and not necessarily highest
quality

Stage six - Analysis of findings
Results indicate that elements of entrepreneurial marketing mix
include 5 main elements and 54 components (sub-element). In addition, the
hypothesis, which shows difference between traditional marketing mix and
entrepreneurial marketing mix, has also been verified.
As is shown in Table 2, new entrepreneurial marketing mix posses 5
main elements including: Person, Product, Price, Place, and Promotion. The
element of Person (owner manager / entrepreneur) has been extracted
during the study as a new element and then added to the previous cases. In
this new classification, Person consists of 10 sub-elements which somewhat
are personality characteristics of the owners such as risk management,
creativity, his personal ability to communicate directly with customers and
using body language and communication in interactions with others. These
features will apply not only to the early stages of the entrepreneurial
marketing process which is identifying and exploiting opportunities, but
also in later stages of this process, including product introduction or market
growth. On the other hand,
individual access to social networks and
exploiting them for the sake of public relations with public and private
institutions, also the participation rate of managers, his decision making
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strategy under uncertainty, and his ability to react to the changes, are
prominent elements which were extracted during our research.
The element of product includes 10 sub-elements which includes
component such as Product Categories based on quality, attention to
customer conformity and he needs, Product offering in different packages,
using innovation in products, matching all customer tastes in the
production, and Product offering in highest price and not necessarily the
highest quality, are among new elements which were extracted and added to
previous ones.
The element of Price consists of 5 sub-elements. Quality fitness
prices, cooperation with distributors, and not giving loans and credit to
distributors are new elements added to the previous marketing mixes. Study
revealed that elements of Promotion have 17 sub-elements which
components such as entrepreneur's direct interaction with their primary and
secondary customers, using quality products and not using ads. , updating
knowledge and information, the use of superior technology, creating an
intimate relationship with initial buyer's, commitment to responsibility and
ethics in market place, Use of incentive awards and support, customer
classification of primary and secondary categories, the use of distributed
systems for advertising, long-term communication and ensure customer
satisfaction during and after the exchange process are different from those
that introduce in previous studies.
Finally, this research revealed 12 sub-elements for Place
(distribution). Creating a full basket of food for early customers, making
innovation in distribution networks, classified distributors and profit all of
them, considering the profit margin, speed up playback to shops and to
public companies, outsourcing the positions of distribution, the use of mess
to distribute, distribution licensees and market categories, are new elements
which have not been mentioned in the previous studies.
Stage Seven - Theorization
Using data obtained in this research, and considering this important
fact that the desired output of a qualitative research method in an
exploratory research is a hypothesis, we realized that entrepreneurial
marketing mix is different from common marketing mix.
New entrepreneurial marketing mix consist of 5 elements and notes that the
component of these new elements are different from olds ones.
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Results and Deduction
In this study, we conceptualize the concept of entrepreneurial
marketing mix components and we avoided from processing of purely
theoretical explanation of the issue in question. So in this conceptualization
we declare that: entrepreneurial marketing mix is an innovative process
which utilizes the capabilities of individual and combines components of
Price, Product, Promotion and Place, trying to deliver further values to the
primary and secondary customers more than other competitors and gets
more profit.
Hence, according to the subjects mentioned in the research process,
questions raised in the study could be responded. Results indicate that the
element of Person is a new element amongst others. However, it should be
mentioned that there is an entrepreneurial approach in component of Price,
Place, Product and Promotions and as you have noted previously, some new
components have been added to the previous combination.
Finally, total elements of an entrepreneurial marketing mix
including 5 major elements and 54 sub-elements are depicted in Diagram 1.

Product

Person

10
compo
nents

10
compo
nents

Place

12
compo
nents

Entrepreneur
ial Marketing
Mix

5 compo
nents

Price

17
compo
nents

Promotion

Diagram 1: Entrepreneurial Marketing Mix (Own elaborated)
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Dues and taxes, as a component part of cash flows can be managed according
to general procedures of payment; this is the hypothesis, from which it starts,
in what follows, in the assessment of payments management. A technique that
characterizes especially the qualitative aspect of payments management is
based on the formation of certain indexes, in terms of other numeric variables
(patrimony value, turnover, equity ownership, profit etc.) that express, in
relative expression, the correlation between payments and limits taken into
consideration. These indexes form the analysis of rotation of patrimony
elements by creating a link between balance sheet and profit and loss account.
This analysis has as purpose establishing the necessary time to cover all steps
of the economic circuit by capitals involved by the economic entity.
Keywords: economic entity, cash flows, dues, taxes, treasuries

Treasuries of economic entities and taxes and dues flow
To understand better the aspects related to treasury operation, a concept
analysis from two points of view, that is organizational and structural, is
necessary [5].
From an organizational point of view, treasury is a service, a
component part in an economic entity organization chart, tasks and duties
92

Management of Dues and Taxes Flow of Economic Entities

Issue 5
August 2011

to which they belong, that has specialized personnel and which functions by
well-established rules.
From a structural point of view, the treasury must be analyzed
according to its constituent elements. In specialty literature, we find
numerous definitions given to the concept of treasuries, but what we have to
keep in mind is the fact that most definitions are based on the liquidities an
economic entity owns at some certain point. Generally, the treasury is the
amount of cash available from the payments and collections game and has to
meet the expenses [2].
In real terms, the treasury of an economic entity is the resultant of
collections and payments assembly determined by cycles of operation
actions and separate to operation (of investments and financials).
The content of the economic entity treasury is a more and more extended
one, fact that requires an analysis of it, through more approaches, that is:
1. Total cash values;
2. Liquid assets;
3. Net cash;
4. Potential treasuries.
The approach of treasuries through the total cash value represents its
restricted content, referring only to the means of immediate or quasiimmediate payment and to investment related to excess cash:
 cash in lei and foreign exchange in the pay desk of economic entity;
 cash in lei and foreign exchange in current accounts;
 checks and commercial bills to collect;
 commercial bills submitted for discounting;
 other values in pay desk ( postal stamps, trip tickets, repose and
treatment tickets etc.)
Treasury approach through available assets comprises, besides quasiimmediate means of payment also loads of money related to excess cash:
 Loads of money in stocks and shares (financial investments on short
term: stocks; bonds, other assets;
 Treasury money and cash vouchers bonded by other economic
entities through which the entity grants short terms credits;
 Time bank accounts.
In this approach, the treasury corresponds to the Anglo-Saxon conception of
cash or equivalent cash.
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The approach of the treasury as net treasury corresponds to the
functional balance sheet analysis, in which the net treasury results as the
difference between the working capital and the need of working capital:
NT=WC-NWC
Basically, it compares the difference between operating assets and
operation liabilities, namely the need of working capital to long-term capital
surplus, remained after the financing of fixed assets, working capital
respectively.
Functional conception of the balance sheet has the merit to offer an
image over the economic functioning manner of an economic entity,
highlighting in this respect the stocks and resources corresponding to each
operating cycle. Likewise, the approach of the balance sheet in functional
optics is the new direction where the financial analysis deploys, whose
priority objective becomes research on the impact of the different economic
operations accomplished by the economic entities towards their treasury.
The approach of the treasury as a potential treasury widens even
more the treasury sphere because it compares the active cash values (means
of payment, investments of surplus treasury and proceeds from this
investments), on one side, with treasury needs, on the other side.
Analyzing the treasury content, under all aspects reminded above,
we can conclude that, from mathematical point of view, treasury of an
economic entity can have positive, negative or zero on its balance on
current account, resulting hereby, the concept of positive, negative or zero
treasury.
Positive treasury is the result of all financial balance of the economic
entity and takes shape in a cash surplus that represents an expression of net
profit from balance sheet liabilities [3].
Negative treasury emphasizes a financial imbalance resulting in a
deficit cash covered mostly in loans committed to high costs [3].
Any economic entity represents an open system that has multiple
and complex relationships both with its structural element and with exterior
environment, which generates real flows and cash flows.
Cash flows coming from the relationships that the entity has with the
third part occurring in connection with the termination of rights and
obligations of mutual funds are known as treasury flows [5].
Corresponding to all three types of activities specific to an economic
entity, we observe its three essential functions, namely: operational, of
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investment and of financing, each of these functions contributing to
treasury variation. Both European accounting system, applied in our
country, and the Anglo-Saxon system recognize the three categories of
treasury flows, grouped according to nature of activity that divides them
into: treasury flows from operation activities, treasury flows from investment
activity, treasury flows from financing activity. Thus, treasury of economic
entity may be analyzed in terms of flow, namely money collections and
payments during a certain period, but also in terms of stock, that is the
treasury of an economic entity, at a certain point, the connection between
both variables being achieved like: treasury at the beginning of period +
collections of period – payments of period =treasury at the end of period.
Cash flows proceeding from operation activities are the consequence
of the main activities that produce the economic entity incomes, the first
resulting from transactions that get together to give the net result. The value
of cash flows that come from operation activities is a key indicator of the
extent to which the economic activities of the economic entity have
generated sufficient cash flow to repay loans, maintain the operating
capacity of the entity, pay dividends and make new investments, without
recurring to external financing sources. As well, used along with other
information, values of cash flows related to operating activities may be
useful for forecasting future cash flows related to operations. 7 IAS
(International Accounting Standards) illustrates some of the cash flows
generated by operating activities: cash receipts from the sale of goods and
performance of services, cash receipts from royalties, fees, commissions and
other income, cash payments made to suppliers of goods regarding taxes
and charges, payments and cash receipts generated by the purchase / sale of
securities purchased for speculative purposes (investment or trading), given
that they are assimilated to stocks.
Cash flows arising from investment activities. Investment activities
consist of the acquisition and transfer of long term assets. In this category
appear: cash payments for acquisition of land and fixed assets, intangible
assets and other such long-term assets, cash payments resulting from
construction done for its own purposes, cash receipts from the sale of land
and buildings, plant and equipment, intangibles and other such long-term
assets, cash advances and loans made to other economic entities not if the
economic entity is a financial institution which grants an advance, proceeds
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from the repayment of advances and loans made to other parties (if not a
financial institution).
Cash flows arising from financing activities. Financing activities are
activities that consist of changes in the size and composition of equity and
debt of economic entities. This category includes: cash receipts as a result of
issuing shares, cash payments to shareholders to purchase or trade in shares
of the economic entity, cash receipts as a result of the issuance of bonds,
proceeds of loans obtained, cash repayments of loans.

Payment management
In presentation of dues and taxes through the private finance, we have based
on the consideration that they function as financing economic entities
operating cycle of economic entities. Thus, starting from need and modality
to manage short-term payments, from the structure of which, taxes and
duties are part, I found it necessary to base theoretically this work on the
assumption: Dues and taxes as part of cash flows can be managed under the
general management processes payments.
Payment management refers to the totality of procedures,
techniques, tools and instruments used by a specific economic entity to
ensure the administration, in adequate conditions, of all cash withdrawals of
cash flows, so it preserves and improves in time the position kept in
relations established on different levels, with the third parties [5].
By the instrumentality of payments, it reflects those cash resources
movements, representing cash and cash accounts, from the economic entity
towards its external environment which embodies the operations related to
settlement of debts, the creation of debt, or other operations that determine
withdrawals of cash flows.
After conducting the whole payment transactions that give content
to payment management, the entity seeks, as final achievement in this area
also, similar to transactions relating to revenue, of major objectives that aim
at knowledge of the following basic aspects: size, structure, ordering mode
of payments and the correlation they have in relation to earnings. Such
knowledge will enable to choose the most appropriate ways of managing the
withdrawals of cash flows that show the process of optimization different
operations giving content to payment management. Taking decisions that
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aim to such objective is based on comprehensive analysis of indicators
expressed as absolute values, average size and relative sizes.
Knowing the volume of payments has a particular importance
because it allows an objective assessment of financial efforts dimensions
which an economic entity must cope with, in a given period of time.
Expression of dimensional elements of payments can be made with absolute,
medium or relative volume.
Absolute volume of the payments is determined by adding the total
payments or the homogeneous groups in a given period of time. Knowing
the absolute volume of the payments is important for at least two reasons.
Firstly, it allows its comparison with the receipts and determination in this
way, of volume and sign of their differences, in order to determine actual
ways to exploit the surplus of receipts or to purchase additional financial
resources to cope with overdue payments, after case. Secondly, as for
financial planning operations, it allows establishing an optimal proportion
between them and receipts, be it by initiating actions that determine the
increase of receipts volume, or be it by processes that reflect combinations
of the two options mentioned above.
Payments volume can be expressed under relative form also,
calculated in terms of other numeric variables that characterize the
economic entity (patrimony value, turnover, equities, profit, etc.) in order to
highlight the correlation between payments and sizes considered. In this
way, a variety of indicators can be created, indicators through which the
qualitative aspect of payments management is characterized in particular.
Payment structure can be studied from multiple perspectives,
among which the most relevant, in terms of our approach, we consider to be
two: in terms of their purpose and economic content and in terms of
functional perspective. It is important that to each of the multitude of
payments categories, to apply a specific treatment because it differs
significantly from others, particularly in terms of due date and consequences
implied by their failure to pay on time. Thus, in case of liabilities to
suppliers, deferring the payment for a certain number of days, can be
achieved without additional costs, through agreement of the supplier, in
case of paying dues and taxes to the state and of obligations towards
personnel, the postponement of terms is no longer possible, because the
specific debts have fixed payment terms. Exceeding the payment deadline of
obligations to public funds, involves additional costs meaning increases in
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payments and default penalties. Regarding the payment entitlements of
staff, exceeding its preset payment day may lead to protest movements from
the unions. Simultaneously, however, the three categories of payments are
also similar to each other meaning that they have a relatively uniform
development in time, without major oscillations known from time to time, if
there are no significant changes related to economic activity volume and
operational technology used. If it is taken into account the economic entity
function that triggered a particular category of payments, then they can be
ordered in three groups (corresponding to the three functions: operating,
investing, financing).
The analysis of multiple aspects referring to the payment structure
is accomplished with the help of relative volumes of the structure. In order
to make relevant, professional assessments, on the payment structure it is
necessary to know it at all times as well as its evolution analysis over time.
Such an approach allows the issue of value judgments with regard to the
payment changes suffered over time, as well as the causes that led to them
and the effects they have generated.
Another objective involved by payment management is knowing
how the money debts order in time, so that, on this basis, it is possible to
initiate and to implement appropriate policies that entail the procurement,
which has as effect the procurement from various creditors, more relaxed
payment terms and better correlation with the collections [5]. Regarding
this aspect, it is of interest, mainly, the average period of time in which a
particular debt becomes overdue.
To measure the period of time concerning payments, financial
analysis activity operates with the indicator: „The average duration of
payment "(Adp), expressed in days and calculated by the formula:

Adp 

Avbo  360
T

where:

Avbo - annual average balance of obligations
T - Turnover
Distinct approach of both receipts and payments is necessary for
each analytical research to reveal their own internal mechanisms. If we refer
to an isolated study of each of the two categories of processes that give
content to cash flows, it is necessary to treat the issue of taxes and dues as a
component part of the economic entity payments. Thus, „The average
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duration of payment "(Adp) will become "The average duration of payment
with dues and taxes" (Adpdt), expressed in days and calculated by the
formula:

Adpdt 

Aabddt  360
T

where: Aabddt - annual average balance of debts with dues and taxes;
T - turnover
The financial diagnosis of the economic entity can be used,
depending on the type of expression, two additional installments, as follows:
 Installments that express the number of payment rotations. Level
increase of this indicator expresses rotation speed accelerations.
 Installments that express duration in days of one rotation, namely
the number of days required to make payments. Accelerating
rotation speed is recorded when the level of this indicator decreases.
The level of these installments depends, mainly, on short-term debt
structure, parts of which are: debt to suppliers, state budget, personnel,
banks etc. Among these, the economic entity can act only on the rotation of
the debt to suppliers by negotiating more distant payment terms, while
payment terms for taxes and fees are set by law. Under these conditions,
increase of debts payment period is assessed favorable, if it is determined by
the moderation of payment terms to suppliers, namely, unfavorable if it was
caused by failure to pay debts concerning dues and taxes.
Although VAT has incidence on consumers, the net deviation of the
VAT cash flows, namely, the difference between the VAT collected on sales
and VAT deductible on acquisitions produces impact on treasury.
In case where collecting bills from customers and the VAT related,
come after the exertion of the right to deduct and pay the amount due to
the budget, VAT related to goods sold and unearned, affects negatively the
liquidity and balance state of treasury selling society. In contrast, when
paying bills to suppliers takes place after the exertion of right to deduct the
purchasing company, VAT exerts a positive influence on the treasury.
In both cases, the intensity of the effects depends on the share of
value of unpaid invoices in the total value of invoices issued and
respectively, on the share of value of bad debt invoices in the total value of
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goods and services purchased within the legal timeframe provided for the
planning of VAT deductions.
VAT discourages the recourse of trade credit due to the influence on
the treasury. VAT related to cash advances offered to suppliers for
merchandise to be received, becomes deductible to the payers of cash
advances, only from the moment of drawing up the bill by suppliers.
Accordingly, VAT beside amounts paid as cash advances, diminishes
treasury liquidities. VAT related to cash advances received from customers
for merchandise to be delivered, increases the total amount of VAT collected
upon receipt of cash advance. If drawing up the bill by the beneficiaries of
the cash advances, interferes after planning the VAT deduction, the negative
influence of VAT flow related to cash advances received, laps with the
partially positive influence of the amounts (diminished by the VAT) received
as cash advances. The final effect depends on all operations carried out.
Therefore, time intervals that occur when payments to suppliers
take place as a result of invoice payments be it in advance, simultaneously or
after transfer of property rights, and receipts from customers, be it as cash
advance payments, either simultaneously or after transfer of property rights,
in relation to the period in which the exertion of deduction right takes place
and setting deducted VAT (payable or receivable), generates positive but
also negative effects on the treasury. The final effect depends on the weight
of the dominant effect on the treasury liquidity.
When the deductible VAT is higher than the collected VAT, then for
the deducted VAT, the entity has a right to entitlement on the state budget.
Increasing the period of time required by tax law, in which an entity can
recover his right to entitlement, affects negatively the entity's treasury.
Obviously, for the state budget this represents a temporary financing that is
not interest bearing.
From all theories detailed above, results that the same tax produces
a sum of effects on subjects of economy, in the sense that, until its final
incidence, effects due to tax impact and repercussion, occur.

Conclusions
In the context of the paper, we have referred to processes and
techniques that a specific economic entity use, to ensure administration in
proper conditions of short-term payments, in general, and of taxes and dues,
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as part of short-term payments, in particular, so it will preserve and improve
in time the position concerning the relations established in various fields,
with third parties. This approach was necessary to demonstrate the
confirmation or contradiction of the hypothesis, which this work is
theoretically based on: Taxes and fees as part of treasury cash flows can be
managed under general payments management processes. One technique
that characterizes, in particular, the qualitative aspect of payments
management, is based on the construction of some indicators, depending on
other numerical variables (patrimony value, turnover, equities, profit, etc.)
that express in relative expression, the correlation between payments and
sizes considered. These indicators create the economic analysis of patrimony
components rotation by creating a link between balance sheet and profit
and loss account. This analysis has as objective to determine the necessary
time for overpassing all stages of an economic circuit by the capital
employed by the economic entity.
We can thus say that the static information obtained by financial
asset structure analysis, namely, by analyzing the financial balance is filled
with information that reflects the dynamic manifestation of the financial
balance.
Methodologically, such an analysis is based on rotation rates that
synthetically express the efficiency with which assets and capital of the
economic entity are used and that are expressed by the speed of their
rotation. In the financial diagnosis of economic entities, there are two
additional installments that can be used, depending on the type of
expression, as follows:
 rates expressing the number of payments rotations. Increasing the
level of this indicator expresses the rotation speed acceleration;
 rates expressing the period in days of a rotation, namely the number
of days required to make payments. Accelerating the speed rotation
is recorded when the level of this indicator decreases.
The level of these rates depends mainly on short-term debt
structure, parts of which are: debt to suppliers, state budget, personnel,
banks, etc. Among these, the economic entity can act only on the rotation of
the debt to suppliers by negotiating more distant payment terms, while
payment terms for taxes and fees are set by law. Under these conditions,
increasing the payment terms of debts is assessed favorable, if determined
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by payment terms relaxation to suppliers, namely, unfavorable, if it was
caused by failure to pay taxes and fees.
In conclusion, we can say that the demonstration of our
hypothesis is not confirmed, since payment terms for taxes and dues are
prescribed by law, their rotational speed track cannot be expressed.
Therefore, our proposals include:
 accelerating the rotational speed of customer debts, namely the
reduction of collection period, following receipt of bills from
customers and of the VAT related, before exercising the deduction
right and payment of the amount due to the budget, VAT thus
influencing positively the liquidity and the balance state of treasury
of the entity;
 existence and growth of time discrepancy between the moment of
advantages completion and their payment is positive. If in addition,
it is taken into account, the payment obligation of cash depending
on results of previous period, then this tax stream presents a
particular importance. When the entity is expanding and / or the
economic environment is inflationary, the effect is positive. But
when the company recorded persistent involution of the earned
benefits, the effect on treasury amplifies, but this time against the
entity as liquidity is affected;
 accelerating the speed rotation of debt to suppliers, namely
increasing the payment duration, following paying bills to suppliers
after exerting the deduction right, VAT thereby positively affecting
liquidity and the balance state of the economic entity treasury.
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The main objectives of the EU environmental policy are environmental and
public health protection, prudent and rational use of natural resources, and
promoting international actions to solve the regional and global
environmental problems. The EU policies implementation is performed by
using specific tools as legislation, - notably Directives setting environmental
quality standards (levels of pollution), rules for industrial procedures
(emission standards, design and operational standards), products standards
(concentration or emission limits for a product) - environmental protection
action plans, and financial aid programs. This paper reviews some of the most
important policies and actions promoted at European level in order to protect
the environment and ensuring sustainable development.
Keywords: environmental policies, sustainable development, action plans,
green public procurement, eco-label

Introduction
Promoting the sustainable production and consumption models is a
core concern for the environmental policies. In the EU a series of
instruments aiming to promoting low-impact environmental practices were
developed, and a number of advances were recorded in terms of decoupling
environmental degradation and natural resource use for economic growth.
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However, patterns of consumption show some adverse developments,
especially in terms of energy consumption.

Policies and actions for a sustainable development
The Action Plan for Sustainable Consumption and Production
(SCP) and Sustainable Industrial Policy (SIP) proposes a coherent
framework for addressing production and consumption practices and a
review of current production and consumption across all Member States, to
contribute on the improving of the environmental performance of products,
increasing demand for goods and more sustainable production technologies,
as well as stimulating innovation. The action plan has been accompanied by
proposals to reform the directives on eco-design, labels indicating the
energy consumption, as well as proposals to revise the Ecolabel and EMAS
regulations.
The action plan aims at ensuring EU continued leadership in
environmental performance by:
● Creating a new sustainable product policy, in order to improve the
environmental performance of products on the market and help
consumers to buy more eco-friendly products
● Encouraging eco-innovation so that EU businesses adapt to the
markets of the future
● Supporting the competitiveness of eco-industries
● Contributing to a low carbon economy internationally
The Action Plan on Sustainable Consumption and Production and
Sustainable Industrial Policy details to the following list of actions:
● Ecodesign standards for a wider range of products
● Improved energy and environmental labeling
● Incentives rewarding eco-friendly products, including green public
procurement
● Work with retailers
● Support to environmental industries
● Promotion of sustainable industry internationally
Environmental Technologies Action Plan (ETAP) consists into
promoting environmental technologies to reduce pressure on natural
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resources and improving the quality of life along with economic growth.
Environmental technologies refers to those technologies, products, services,
utilities, management and organizational systems whose production or
application / use involves reducing the negative environmental impact,
compared with relevant alternatives.
Launched in 2004, the plan provides actions that should be taken at
European level by the Member States and the parties concerned, in order to
promote environmental technologies, technologies that will be used to
reduce the pressure on natural resources and to improve the quality of life
along with economic growth.
ETAP objectives are:
 Transfer of technology from research stage to market availability
● research, innovation and dissemination
● technology platforms
● validation / certification of environmental technologies
 Improving market conditions
● environmental Management Systems
● mobilization of funding sources
● economic instruments
● green Public Procurement
● information, education and training
 Global Action
● support for developing eco-technologies and promoting
foreign investment
The environmental technologies are technologies that protect the
environment, are less polluting, use resources in a sustainable manner,
recycle a greater proportion of generated waste and by-products, and
circulates the waste in a more acceptable manner for the environment,
compared with the technologies they replace.
As defined by the ETAP, the environmental technologies include
clean technologies, representing all the technologies whose uses are less
environmentally harmful than their relevant alternatives:
● pollution control technologies (emission control, waste
management etc.).
● obtaining products and services less polluting and with less
resource usage (fuel cell)
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ways to manage the resources more efficiently (water
supply, energy saving technologies)

In order to develop a database on environmental technologies at the
European level, "The environmental technology atlas" has been created,
which aims to support private companies and public organizations that
must find new sources of environmental technologies in Europe, with
remarks about the location and information on companies, knowledge
centre’s and major technology installations.
The Atlas is a new web-based geographic service to assist the public
to locate environmental technology and eco-efficient innovation players in
the world. It is a gateway to relevant information but it does not replace the
original data sources.
 Categories - three types of environmental technology information
in Europe:
1.
Knowledge centre is dealing with eco-innovation and
technology R&D,
2.
Manufacturing companies and
3.
Main technology installations
 Types - for each category
1.
Resource management
2.
Pollution management
3.
Monitoring and forecasting
4.
Integrated approaches
The atlas is a support to the Environmental Technology Action Plan
(ETAP). It further contributes to Action 4 concerning the development of
existing directories and databases on environmental technologies.
The data currently accessible comes from a wide range of national
business directories, yellow pages, online databases, and Chamber of
Commerce member lists.
Atlas beneficiaries are producers, knowledge providers and
innovators. It also contributes to raising awareness more generally about the
fast growing and widespread role of environmental technology products and
services in our society thus leading to their greater use and uptake.
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Figure 1: The environmental technology atlas
Source: http://technologies.ew.eea.europa.eu/atlas_map
Integrated Product Policy (IPP) seeks to minimize the impact
that some products are causing to the environment throughout their life
cycle (natural resources, engineering, manufacturing, assembling,
distribution, marketing, waste disposal). Thus, IPP aims to stimulate the life
cycle of each phase in order to improve the environmental performance.
In the European Commission Final Report on Integrated Product
Policy, it is considered that the desired actions related to IPP fall into two
broad categories: short-term and medium-term actions.
The table below the most important actions tube taken, grouped into these
categories.
Table 1: Integrated Product Policy Timeframe for Action
Source: European Commission Final Report on Integrated Product Policy
Short-term actions

Medium-term actions

Publish a paper on IPP

Instigate and lead an IPP best practice
network

Create a policy-makers round table

Explore sector-specific best practice
schemes and tailored support for SMEs
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Medium-term actions

Open consultation with industry

Review prohibitions policies

Organize and convene an IPP conference

Extend systematic management to all no
dissipative waste streams

Integrate a product focus into all

Increase the emphasis of green product

relevant EU policy (start now, and

R&D

continuelinks
over between
medium-long
term)
Develop
product
policy

Initiate an EU eco-design scheme

and EMAS
Conduct a study into competitiveness

Integrate environmental factors into EU

and trade implications of IPP. Ensure

public procurement policy

continued
research
into LCAtrading
in Fifth
Support relevant
electronic

Develop EU fund to support green

framework programme
initiatives

procurement

Develop a differentiated product

Encourage the development of product-

information policy

focused fiscal measures

Analyse best practices for conveying

Target retailers and consider an EMAS-

information to consumers

type

Study the business opportunities and

schemeextended
for themresponsibility on a case
Apply

environmental benefits of leasing and

by case basis

pooling concepts

Green Public Procurement (GPP) was recommended as a mean
of promoting sustainable production and consumption patterns at the
World Summit on Sustainable Development, Johannesburg, 2002. The
Council recommendations to improve the environmental performance of
the public procurement by the Member States consist in integrating the
environmental issues in the purchasing of goods and services, along with the
competitive policy and other relevant policies and its obligations. In this
regard, there is a series of measures proposed:
●

●

Establishing a proper policy framework to incorporate the
environmental criteria in the policies for purchasing goods and
services;
Using financial, budgetary and accounting measures, to ensure that
the public acquisition policies take into account the environmental
costs of products and services;
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Providing information, training and technical assistance to those
involved in the acquisition process, including those who establish
the performance criteria, and those who use the products and
services;
● Developing tools that facilitate the green acquisitions at all levels;
● Dissemination of necessary information to encourage green public
acquisition decisions, and the results and benefits arising from their
adoption;
● Establishing procedures to identify the products and services that
meet the objectives of green acquisition policies;
● Encouraging the development of indicators for measuring and
monitoring the progress in the use of green public acquisition;
● Analysis and evaluation of public acquisition policies so that they
are economically efficient and effective in terms of the
environmental elements;
To support the stakeholders (public authorities, private companies,
suppliers of goods and services, contractors), the European Commission
prepared a "Manual for green procurement", which explains how to
introduce the environmental considerations into public procurement
procedures.
The EU has encouraged the Member States to develop action plans
that will be available to the public.
The EU Public Procurement Regulations stipulates the possibilities
to use the environmental considerations in the development of the awarding
criteria and in the performance clauses of the contracts. Thus, authorities
can use, but are not required in this regard, the appropriate specifications as
defined by eco-labels. Requirements on labels must be defined and adopted
on the basis of scientific information through a procedure in which
stakeholders are involved (consumers, manufacturers, distributors and
environmental organizations) and the label should be accessible and
available to all interested parties.
To support the use of green public procurement, the European
Council adopted a regulation requiring public authorities to make
procurement of products labeled "Energy Star", representing the energyefficient products, thereby helping to meet the environmental objectives in
energy policy.
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Using the tool to implement green purchasing in Europe was helped
by the fact that a large number of consumers are aware of the environmental
issues, and companies have realized the economic benefits of using clean
technologies. The impact can be considered significant, given the size of
transactions that involve the acquisitions. Thus, public procurement made
in the territory of the 25 Member States is totaling approximately 1500
billion euros, 16% of the union’s gross domestic product.
The benefits of using the green public procurement. According to a
European Commission research report, European public authorities spend
over 1 000 billion on goods, services and works. Over 2.8 million computers
are purchased each year by public authorities in the European Union. Thus,
the purchase of more efficient energy models would reduce the energy bill
and the emissions of greenhouse gases by over 830,000 tons of CO2.
Moreover, buying green energy would contribute a quarter to meet the
obligations under the Kyoto Protocol, the use of efficient toilets and sanitary
facilities would reduce water consumption by 200 million tons, equivalent to
0.6% of total households the European Union level.
Green procurement covers areas such as the purchasing of
computers and energy-efficient buildings, office products made from wood
from sustainable managed forests, recycled paper, electric cars, public
ecological transport, organic food canteens, electricity from renewable
energy sources and air conditioning systems that meet the most advanced
technical solutions for environmental protection.
Besides the direct impact of the green public procurement, one of the
advantages is the possibility to influence the market by example. For some
sectors, the impact could be significant because the public institutions form
an important part of the market.
Public procurement – The ecological label. Eco-labels have been developed to
promote products, which have a low environmental impact, and to convey
to consumers the information on the environmental characteristics of
products and services.
The eco-label is made for the products / services that meet a series
of environmental requirements relating to: air quality, water quality and soil
protection, waste management and control, saving energy, natural resource
management, prevention of global warming, protection of the ozone layer,
environmental security, biodiversity and noise. Eco-label criteria are not
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based on a single parameter, but on the studies that analyze the
environmental impact of a product or service throughout its life cycle.

Figure 2: Pathways from GPP to Environmental Impacts / Benefits
Source: Green Public Procurement and Product Performance Requirements
- European Topic Centre on Resource and Waste Management
Public sector - private sector. According to the position adopted by the
European Commission, public and private procurement are likely different but both can significantly influence the practice of purchasing products and
green technologies.
The major policy initiatives include the Energy Star Regulation and
a communication on public procurement on how to improve the
environmental conditions, which proposes to the member states to meet a
binding target of 50% green public procurement, from 2010.
The market introduction of clean and efficient vehicles can be
supported by green public procurement. One approach would be to
internalise the external costs associated with operation of the vehicles to be
purchased, using as an award criteria, in addition to vehicle prices, the cost
of energy consumption and emissions of CO2 and pollutant emissions,
which occur throughout the life of the vehicle. Including costs for the life of
the vehicle in the award decision would draw attention to the operating
costs. This would give a competitive advantage to those vehicles cleaner and
more energy efficient and at the same time it would minimize the overall
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cost. Thus, the public sector could provide an example of "sustainable
economical policy" that will be adopted by other market participants.
Some authorities have improved their environmental performance
for the public transport and taxis car park, buying cleaner vehicles and
offering economic incentives to the private operators. The public financial
support for the new alternative fuel distribution infrastructure is decisive in
several cities. The Commission already provides support for the
development of joint green procurement schemes by public authorities
across the EU through pilot projects.
In general, green procurement is considered to have a higher cost. A
study showed that, if the total cost of the product throughout the entire life
cycle is taken into account, some of them might even be cheaper than the
non-ecological products.

CLOSING REMARKS
The European Union applies some of the most advanced
environmental standards in the world, which were developed over the years
to address a multitude of issues. The main goals of EU environmental
policies and actions are the fight against climate change, the biodiversity
conservation, reducing health problems caused by pollution and more
responsible use of natural resources. Sustainable development is one of the
main ways of achieving these objectives, as it is the appropriate framework
for economic development in terms of environmental protection.
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Beta [β], the simple regression slope of the returns of the Firm matched with
those of the Market is a powerful financial signaling statistic in vogue since
the 1960s, and still very much in use by financial analysts and firm decision
makers. However, as there are a number of ways that one can obtain a
measure of the period Firm-β, this begs the following question: Are there
important differences in these various βs? If so, this opens up the possibility of
agenda-serving game-driven signaling, and thereby compromises the
reliability the β-information. We use the term “Market-β Mall” to indicate the
temptation to go shopping for β in order to create a profile that would not be
consistent as a Time-Benchmark for a particular firm. We show, clearly, that
there are different measured values of β. Given the “adverse” selection
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implications, we suggest a simple way to maintain the reliably of this critical
signal—the period β.
Keywords: β source variation, Data Screening, β-Downloads, β-Consistency
JEL Classification: G11, G12, G30, G32

Introduction
Despite the fact that the CAPM and the related EMH has fallen into
disuse as a factor or variable in the ferreting out the actions of the actors in
the market [See: (Grinold, 1993), (Clare and Priestley, 1997) and (Chi-Cheng,
Fuller and Chen, 2000)], β, the lynch-pin in the CAPM structure, is still used
by Financial Analysts [FA] and Firm decision makers to understand the
relative movements of the returns of the firm/portfolio relative to that of the
market. This makes sense as the Market β, independent of its CAPM
context, is just the slope of the OLS one-stage, two-parameter linear
regression [hereafter: β-OLS regression] created as a regression of the
dependent variable: the stock market returns of a firm regressed against the
independent variable: the time matched returns of the market traditionally
surrogated by the S&P 500. Clearly, this relative risk through the return covariation relative to the return variation—i.e., β is critical market
benchmarked information.
Further, at the firm level, β is often a guiding statistic that helps in
the development of dividend policy, as well in offering a context for strategic
initiatives for market traded firms. In one of the first research articles to
address the underlying drivers of β, (Rozeff, 1982) posits that firms with high
βs establish low dividend payouts because higher βs are an indication of
higher operating and financial leverage. This supports the view that
dividend payments are “quasi-discretionary-swap” costs in relation to other
fixed and therefore unavoidable period costs. Simple put: Dividends are a
discretionary hedge against the necessity of entering the long-term capital
market where the higher β is a risk signal that may increase the cost of debt
directly in risk-premium or in indenture constrictions limiting
management’s project selection menu.
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In years subsequent to the Rozeff article, there have been a
numerous indications that β is created by the firm project selection, which
in turn, creates, policy constraints, due to its signaling capability. In this way
β both acts and is acted upon dynamically, so that β is both a cause and an
effect respecting firm evaluation [and] policy decisions both at the firm and,
as indicated above, at the market level. Five works that are highly
recommended in support of this idea of the Bi-Action of β are: (Hubbard,
Kashyap, and Whited, 1995), (Lusk, Halperin and Yue, 2006), (Brealey,
Myers and Allen, 2011: in particular Ch. 9), (Pástor and Veronesi, 2009) and
(Ghossoub and Beladi, 2011).
This “Action&Re-action” dynamic creates an interesting and
predictable conflict of interest: If it is possible to “shop for” a β that serves a
particular firm profiling agenda, and there is no rule or requirement to
report the nature of the source of the β reported to the market—i.e., made
public, there is a possibility that the reported β information can be gamed
and so cannot be relied upon as a realistic and informative firm or market
performance statistic. We are calling this possible information asymmetry
with its obvious gaming implications: “Shopping in the Market-β Mall” as an
indication of the temptation to go shopping for β so as to create a profile
that would not be consistent as a Time-Benchmark for a particular firm. Our
concern over the possibility of agenda serving selection is reaffirmed in a
recent work by (Agrrawal and Waggle, 2011) where the dispersion of β over
the various electronic web-links is detailed and underscored by the large
number of longstanding sources of EDI-download which can be used in the
computation of β a few of which are noted following:
Bloomberg [www.bloomberg.com]
Dow-Jones [www.dowjones.com
Interactive Data [www.interactivedata.com]
Morningstar [www.Morningstar.com]
Standard & Poor’s [www.standardandpoors.com]
Thomson-Reuters [www.thomsonreuters.com]
Wharton Research Data Service WRDS [wrds.wharton.upenn.edu]
This is the point of departure of our study. We provide: (1)
information that rationalizes the fact that there is sufficient variability in β
to encourage agenda-serving selection, and (2) that being the case, we offer,
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preemptively, a simple system of β re-calibrating so as to create
benchmarked comparability.

The Study Design
The β Variants There are two different basic sources for β: (a) EDTDownloads from one of the myriad sources, a few of which are mentioned
above, and (b) direct computation—i.e., β-OLS regression—from the firm
return series and the match market returns. Within each of these two
categories there are a large number of possibilities. To manage the nature of
the study, in that it will be sufficient for our purposes to show that β has
sufficient variability over the various sources so as to open up β selection
options, we have selected β downloads from [CRSP] and selected two
computational modes: (a) the usual β-OLS regression of the value-weighted
time series of the firm returns as the response to the returns of the market
surrogated by the S&P500 both of which are downloaded from CRSP
through WRDS, and (b) the same time series as in (a) but also screened
for outliers as recommended by Lusk, Halperin and Petrov (2011).
The screening is rationalized based upon a research report by Lusk,
Halperin and Heilig, 2009 who show that often there are firm market
performance profile differences between screened data and its un-screened
counterpart. This is, of course, due to the existence of outliers, and to some
extent to non-central-fat-tailed distributions, which are outliers of a
distributional nature. Also see (Filzmoser, Garrett, and Reimann, 2005) and
(Gelpers, Fried and Croux, 2010).
Specifically, for our study, we will use the following three screens to
create the Screened Time series: A trimming window with width [Mean  2 
Standard Deviation of the downloaded time series], the BOX-Plot screen due
to Tukey which is a window of width [Median 1.5 x IQR] and a relational
screen due to (Mahalanobis, 1936) which uses the Mahalanobis-D measure
to screen correlation outliers and is set at the 95% CI level which is
SAS/JMP-APP default. All statistical, Macro, APP and model testing
information is found in (Sall, Creighton and Lehman, 2008). These three
screens were applied only once in the order noted and eliminated, on
average, approximately 15% of the data. Details on these screens are found in
Lusk, Halperin and Petrov (2011).
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The Data Following the design logic of (So and Tang, 2010) and so as
to not bias the study to a particular sector, we random.ly selected firms
often classified as part of: the New Economy [NE], n=23, the Old Economy
[OE], n= 15, a group from the Vice-sector—i.e., Drugs, Alcohol and Weapons
[Vice], n= 6, and an Other group, n = 14. The condition for inclusion was
that the firm had to be continuously traded on the NASDAQ or NYSE
exchanges for the 29-year accrual period. We used, as does (Ibbotson, 2009),
a rolling contiguous window —i.e., non-overlapping five (5) year time series
segments to measure points in the times series for the computation of β.
Also being sensitive to the interval estimation issues, in particular relative to
smoothing transformations, as discussed by (Brzeszczyñski, Gajdka and
Schabek, 2011) we selected daily data as the computation interval. This gives
then a time series of 25 five-year window measures of β starting in [1980 to
1984] until [2004 to 2008].
Following we will offer the performance information of the sample
of 58 randomly selected firms relative to the focus of our study. We will
report on the following four Partitions of the Accrued Firm Dataset:
1.

2.

Partition I The graphical presentation of the Median and Mean βvalues from the β-OLS regression where there are five levels of
aggregations: the Macro level, n = 58 and being sensitive to the
“heterogeneity factors that are sometime industry specific—i.e.,
cross-sectional blocking first detailed by Melicher (1974) and
followed up by (So and Tang, 2010), there four industry partitions—
the Industry level: NE, OE, Vice and Other. In these cases for the
graphical presentation there will be six (6) β time series per graph:
The Mean and Median β for the Download [β-DL], the Computation
without screening [β-C] and the Computation with screening [β-CS]
for which we will report the tracking of the Median and Mean βs
over the 25 years. This is important visual information and will
provide a meaningful context for the statistical testing to follow.
Partition II The Time Series Structure of the tracked β as follows: (i)
The Macro-level—i.e., over all 58 firms, (ii) by Industry: NE, OE,
Vice and Other, and also for each of the 58 individual firm. This is
valuable information respecting the structure of the underlings as a
generating process. The idea here is simply: If the track of β at the
Macro, Industry and Firm for the Median, Mean over the three
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measures: the β-DL, β-C and β-CS did not exhibit time-related
structure this would negate the interest in benchmarking β by its
historical profile and so is a critical aspect of the study. Also as a
validation of the accrued dataset, we will examine the event
character of the tracked time series. Following on the early work of
Rosenberg and Guy (1976) that considered differential detachment
of the market beta, our validation hypothesis is that during the
Internet Bubble Build Up—1992 to 1999—there will be a difference
between the tracked βs for the NE compared to the OE&Vice&Other
taken together. Focusing on the NE relative to the other industry
groupings follows from the reporting of Pástor &Veronesi (2009),
Ghossoub & Beladi (2011) and Phillips, Wu & Yu (2011) who detail
the selective reasons for the sector factors in the Bubble Period and
support the test that the NE will be more connected to the market
during the bubble period as the NE is the “tech”-sector being fueled
by the Internet, whereas the other three sectors will be relatively
detached from the market as they are not in sync with the techsector that is driving the market during the Bubble Period. This
detachment should mean that the OE&Vice&Other aggregation
should experience a dip in β relative to the NE sector. If we do not
find this typical characterization this would again call into question
the generalization of our results.
3.

Partition III The nature of the Differences between the various
measure of β at the Macro and Industry level viewed statistically
controlling for time-period as this is a panel dataset. This is the
aspect of the study that addresses the question: Are there
differences in β that would rationalize concern about agenda
serving selections? In other words, if the Null was the
characterization, meaning that there were in fact no differences in
β, the temptation to shop for β would, of course, not obtain and no
monitoring for control actions preemptive or otherwise would be
needed.

4.

Partition IV The Harmon-Factor Structure of the relationships of
the six measures of β. If all of the measures exhibit a high degree of
correlation association as is the case reported by (Ibottoson:
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Morningstar, 2009) relative to the use of various market proxies,
then this would be of interest. This is an exploratory aspect of the
study.
These then are the four performance areas for the study that we will
use to judge and provide information regarding “Shopping in the “Market-β
Mall”.

Examination of the Validation Expectation
To provide a context for the graphical and the time series
examination of the tracked β over the accrual period, we first will examine
the validation hypothesis.
Validation Information The simplest test is to determine if the
relative reduction in β for the firms from the NE sector was smaller than for
the comparison sector groupings: OE, Vice and Other. Here we proffer an
expectation using the previously cited work of (Pástor and Veronesi, 2009),
(Ghossoub and Beladi, 2011) and (Phillips, Wu and Yu, 2011) and anticipate a
larger dip β or detachment of the Firm from the Market resulting in a
mollification of β to the NULL of no association for the OE, Vice and Other
than for the NE as argued above. To test this we created two datasets:
(i)
the Bubble Period: [1996 to 2002]. We will be indexing back from
these terminal dates for five years—i.e., the five year period 1992 to 1996
inclusive and moving contiguously forward as a five year rolling window to
2002 resulting in seven-five year windows, and
(ii)
non-Bubble Time Periods consisting of the other 18 five-year subwidows in the accrual period [1984 to 2008].
For these partitions, we used all three measures of β irrespective of whether
they were from the Download or from the Computations of β as there is no
reason to condition the dip in β relative to the source. We created the ratio
of β measured during the Bubble Period to the Median of β of the NonBubble Period. This forms the relative ratio of β during the Bubble Period
compared to the Non-Bubble Time Period as the benchmark. One can then
directly test the relative detachment hypothesis by observing the difference
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in the ratios between the NE sector and the OE, Vice and Other sectors. The
inference information is contained in Table 1 following.
Table 1: All Three Measure of β taken together for the NE contrasted with
the OE, Vice and Other groups for the Bubble Period
Test Groupings
Test:
p-value
Bubble
M-Test : ANOVA
Median : Mean
Test
NE

0.91 : 0.96

-

OE &Vice &Other

0.69 : 0.72

<0.0001 : <.0.0001

The inference is clear; relative to the relative changes the NE dipped
around 10% or so to around 91% in Median ratio terms while the β values for
the OE&Vice&Other group dipped around 30% or so to 69% in Median ratio
terms. These changes were statistically different in both the Non-parametric
test [Median Test, noted as M-Test] and the ANOVA Parametric t-test at a
p-value < 0.0001 providing conclusive evidence for rejecting the Null that
there was a similar relative dip in the NE and the OE&Vice&Other in the
Bubble Period in favor of support for the expectation that the dip or
detachment in the NE sector would be less.
To follow up on the next obvious question: if one does not aggregate
over the three measures of β, do we observe that the NE outside of the
Bubble Period has more associational contact with Market—i.e., is closer to
1.0—compared to the other three groups: OE, Vice and Other? Here we are
examining the question: Is it the case that blocking on: (i) the β download
[β-DL], (ii) the β-computation directly from the Firm and S&P500 returns
[β-C], and (iii) the Screened commutation [β-CS] that for the NE β is higher
compared to the other three groups taken together as was the validating
expectation? The results of this contrast are presented following in Table 2.
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Table 2: Examining the Market Detachment validating Hypothesis
individually for the three measures of β for the Non-Bubble Period
β Groupings
NE vs. [OE &Vice
95% CI
p-values
&Other]
Median
Medians : Means
Test
β-DL
β-C
β-CS

1.07:1.05 vs.
0.77:0.77
0.92:0.91 vs.
0.65:0.65
0.80:0.79 vs.
0.52:0.56

[1.02 to 1.09] &
[0.74 to 0.80]
[0.88 to 0.95] &
[0.63 to 0.68]
[0.76 to 0.83] &
[0.53 to 0.58]

<0.0001
<0.0001
<0.0001

The fact that again the NE tests higher than the benchmark and in
this case is closer to 1.0— the market β—validates the expectation that the
NE is more in contact or in sync with the market compared to the other
groups [OE, Vice and Other] in that the β-values in all three cases are
statistically significantly higher than for three combined groups.
Therefore in summary, testing (i) the relative market dip during the
Bubble Period [Table I] and (ii) the contact with the market outside the
Bubble Period [Table II], we find that firms in our sample follow the sector
expectations offered a-priori and, in this sense, we offer these results as a
validation of the generalizability of our study. The implication is that we can
use this validated dataset to draw an inference relative to the question: Does
there seem to be different β “shopping” possibilities? We now address the
question by examining the four Partitions.

Partition I: The graphical presentations of β for the
aggregated time series
To provide a meaningful and instructive visual of the variation in β,
we offer the following figures as the context for the statistical analysis that
we will use in addressing the principal research question: Is it possible to
shop for the β that will serve a firm agenda? Consider now Figures 1-5.
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Figure 1: Macro— All the Firms Together, n= 58

Figure 2: New Economy [NE], n= 23
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Figure 3: Old Economy [OE], n = 15

Figure 4: Vice, n= 6

Figure 5: Other, n = 14
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As is clear from these figures, there are: (1) zones of systematic β
detachment as between the three β-sources [β-DL, β-C and β-CS] as one
observes the cross-section over the five summary graphs, (2) the average βvalues over the six computation measures sometimes appear to be different
blocking on various time periods and also appear to be different on an intergrouping basis—i.e., over time, and (3) rarely does there seem to be a
meaningful difference between the Median and the Mean characterization
of β controlling for source.

Partition II The Tukey/Wilcoxon Detachment Table for
the Macro dataset
To further elucidate these visual zones of detachment and
similarities, consider now the statistical mean β-comparisons for the Macro
β [Figure 1] tracking using the Wilcoxson overall p-value as the measure of
detachment. See Table III. In the p-value column we have indicated the
Tukey HSD Multiple Comparison Test [MCT], α = 0.05 differences. We give
first the Wilcoxon non-directional p-value followed by the number of HSD
differences. For example, 0.02[2] means that the overall Wilcoxon p-value is
0.02 indicating that there is likely to be differences among the β measured
from the three sources: β-DL, β-C and β-CS and that there are two (2) MCT
differences at the 0.05 detection level: one of which is always the smallest
and the largest β-value and one of the other possible combinations. A “[1]”
indicates that the only MCT difference was the largest from the smallest,
while a “[3]” indicates that all three were HSD different.

Year

Table 3: Macro β-Tracking 1984-2008 Median Values
β-DL
β-C
β-CS
p-value

1984

0.97

0.79

0.57

0.02[2]

1985

1.04

0.83

0.64

0.06[2]

1986

0.95

0.84

0.70

0.01[1]

1987

0.98

0.76

0.56

0.003[1]

1988

0.96

0.74

0.55

0.02[3]

1989

0.99

0.74

0.52

0.006[3]

1990

0.95

0.75

0.52

0.02[3]
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1991

0.97

0.80

0.60

0.002[1]

1992

0.93

0.78

0.54

0.009[1]

1993

0.95

0.76

0.60

0.009[1]

1994

0.92

0.79

0.65

0.07[1]

1995

0.92

0.83

0.72

0.19[1]

1996

0.86

0.78

0.68

0.09[1]

1997

0.76

0.72

0.59

0.07[1]

1998

0.76

0.74

0.58

0.16[1]

1999

0.72

0.64

0.49

0.07[1]

2000

0.70

0.60

0.50

0.06[1]

2001

0.70

0.57

0.48

0.04[1]

2002

0.72

0.62

0.53

0.17[0]

2003

0.75

0.66

0.54

0.41[0]

2004

0.85

0.71

0.66

0.62[1]

2005

0.92

0.77

0.79

0.27[1]

2006

1.00

0.88

0.95

0.62[1]

2007

1.03

1.00

0.96

0.76[0]

2008

1.04

1.06

1.00

0.81[0]

As an example regarding reading the information of Table 3, for
1990 the three measures for β are: β-DL = 0.95, β-C = 0.75 and β-CS = 0.52
and all three test to be statistically distinct using the Tukey HSD MCT.
Table 3 Results: For the Macro dataset there are only four (4) time periods
for which there are no Tukey-HSD MCT differences. This is a representative
table of the results for the industry groupings: NE, OE, Vice and Other,
where we find that more than 85% of the time there is β-detachment
between the Downloaded β and the Screened β. Finally, in Table 3, the
Bubble Period years 1996 to 2002 have been bolded. Here we see,
statistically, the evidence of the relative dip that was tested above and
displayed in Figures 1-5. In summary, the statistical results, which are also
visually evident from Figure 1, are clear: At the aggregate or the portfolio
level, there is evidence that various β values exist controlling for time period
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as the Null is rejected in 21 of the 25 test cases suggesting strongly that there
are sufficient variations in β to provide the context for shopping for the β
that serves the “agenda du jour”. To say this result in another way, for the
Macro-level, the results of which also extend to the four industry groupings,
there is strong statistical evidence that one can reject the Null hypothesis
that there is no difference in the values of β over the three sources: β-DL, βC and β-CS, providing support for the belief that there is source variation in
β further indicating that agenda serving possibilities exist.

Partition III The Time series characterization of the βtracked time series
We tested for time series structure in the various series as presented
in Figures 1 through 5, and also in the three series for each firm, n = 174 of
the β-tracked series. We are interested in ascertaining if there is structure,
presumably autocorrelation, as the underlying generating process. If this is
found to be the case, it will provide a way to calibrate one series from the
information in the other series as Transfer functions—the simplest being the
OLS regression. If we determine that there is likely to be structure that can
be modeled, as opposed to noise as the generating process, then we will be
able to use the related structure to suggest a way to create consistent
benchmarking information that can be used to address, and so to control,
the agenda serving gaming that could occur.
Results The time series analysis produces statistical results that are
clear and follow the visual information regarding structure of the generating
process which is unarguably autoregressive. Specifically, the two-parameter
linear exponential smoothing model offered by Holt as programmed in
SAS/JMP v.9 fits all of these mean/median time series, as presented in
Figures 1 to 5, over the three β-measures: (i) DownLoad [β-DL], (ii)
Computation [β-C] and (iii) Computation: Screening Modification [β-CS].
We used the Fisher’s Kappa [FK] test of structure in the spectral range of the
residuals as the criteria of an adequate fit. Specifically, we set the FK
screening test as: a FK p-value < 0.05 as rejection of the Null of no residual
structure. For all of the series in Figures 1 to 5 the FK p-value for the Holt
residuals was > 0.05 indicating an adequate fit for the Holt model. Further
we tested the 174 individual time series [58 x 3] and found that in all but
three cases of the 174 series the Fisher’s Kappa residual p-values > 0.05
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indicating that the Null of no-residual structure could not be rejected—i.e.,
the Holt fit left no structure in the spectra that could be modeled. As the
Holt model, which also is an ARIMA/Box-Jenkins (0,2,2), is the richest
characterization of a dynamic autoregressive process—i.e., level as well as
slope time-related modifications, one may interpret this Holt fitting
information as conclusive evidence both of structure and of structure
characterized as an autoregressive generating process. Also see (Box, Jenkins
and Reinsel, 1994).

Partition IV The Factor Structure
As related exploratory information, we conducted the Standard
Harmon Factor Analysis on the six variables for each of the five β-tracking
situations. The following Macro analysis is typical of the factor results for
the Macro and the Sectors:
Principal Components: on Correlations
Number

Eigenvalue

1
2
3

3.6359
1.9675
0.2326

Factor
Percent
60.598
32.792
3.877

Rotated Factor Loading [Using the Harmon eigenvalue rule of
rotating on the number of eigenvalues > 1.0] produces the following factor
Two Structure:
Factor 1
β-DL Mean
β-DL Median
β-C Mean
β-C Median
β-CS Mean
β-CS Median

0.128298
0.915773
0.812493
0.992456
0.926400

Factor 2
0.910077
0.991735
-0.121140
-0.241862
0.122567
0.112871

Using the Harmon variable loading rule of √.5 — these variables are
bolded above — we see the important information that the two central
tendencies [Mean & Median] of β from the download [β-DL] exhibit
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correlation and define a Factor and the Computations whether screened or
not [β-C and β-CS] define a different Factor. This suggests that the central
tendency computations, whether screened or not, are associated, and are
different from the basis of the computation used to compute the β that were
downloaded. This is also a related validity check, in that the β computation
used by the β-Download source is founded on (Scholes and Williams, 1977),
a three-period moving-average smoothing model which differs from the OLS
standard used by (Sharpe, 1964), (Lintner, 1965) and (Mossin, 1966) who
“first” offered β as the firm OLS regression response linkage to the market.
These Factor Results do offer as a possible future investigation following on
the work of Clare and Priestley (1997): What is the inference
jeopardy(ies)/effects in moving away from the standard OLS definition of β?
It is interesting also that the Median and Mean β download is the measure
that drives the detachment p-values from Table III as the β-DL magnitudes
are uniformly higher when there is detachment. This β-variable detachment
should pique research interest in the future investigations of the inference
effects of modeling variation—e.g., the Scholes and Williams smoothing
model compared to the Standard OLS regression.

Summary Points of the Principal Question and Related
Information
1.
From Table III and the related discussion, we find that indeed there
statistically distinct selection possibilities for β.
2.
As an indication from the factor results, we find the possibility that
models other than the standard OLS regression may produce differences in
the magnitude of β controlling for the dataset.
3.
From all of the Figures, 1 through 5, there is clear evidence that the
time track of β is being generated by a structural model, and that model is
functionally autocorrelation in nature. This has an implication regarding the
ability to translate the information from one time series to another. In fact,
this is the basis of the CAPM model where we compute β as the systematic
reaction of the firm return series given the market return series both of
which are usually autocorrelation in nature. The systematic nature of the β131
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time series as we find them in Figures 1 through 5 will be important for
creating benchmarking information.
Given these results, it certainly seems that the possibility of
shopping for β exists. Given the long and troubling list of firms that have not
only manipulated data to enhance their performance profile, but have
indeed fabricated data, one should expect that firms will try to game the
information set, and to shop for the β that serves their agenda. The next
section addresses possible pre-emptive actions that may take the gaming out
of selecting this important performance statistic.

Suggestions for refining the market information relative
to the possibility of β-shopping
From the information presented above, we conclude that agenda
serving selection behavior can be expected. The next question is: What is a
reasonable way to deal with this “information asymmetry” created by firm
manipulation of their performance profile in shopping for a β that sends the
“right” signal? Fortunately, there is precedent in how to deal with such
performance profile gaming. This is essentially the same problem that has
been faced by the Public Accountants in their role as certifying “agents” in
assuring of the reported results of performance of firms. According to the
AICPA, the rule setting organization for Certified Public Accountants in the
USA, one of the basic principles in the Assurance Audit under AS 5 of the
PCAOB, the licensing agency created under Sarbanes-Oxley: 2002 [SOX], is
the consistent application of the accounting principles in reporting the
results of operations of the firm. This is called the Consistency Principle. It
simply says that: Management cannot change Accounting Principles to
create the firm performance profile that serves their purposes. For example,
assume that in prior years management used FIFO to determine cost of
goods sold during which time prices happened to be rising; then prices
started to fall and so to maintain the favorable gross margin projection
compared to previous years, management changed to LIFO. This switch in
costing from FIFO to LIFO would create a “Consistency Exception” which
must be addressed by the CPA in certifying the current financials. We call
this the AICPA version of consistency monitoring; we offer that such
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“consistency” monitoring should be a part of the reporting in the Financial
Market place. Specifically, we propose:
If the firm reports their period Market-β, then they must provide full
disclosure as to its source and computation.
With such disclosure and the fact, as demonstrated above, that time
series of tracked β usually have autocorrelation structure that will allow the
creation of information from one time series to aid in understanding of
other time series—i.e., Summary Point 3 above, consistency benchmarking
of β can be done. To illustrate this idea consider the following scenario:
Assume that a firm uses Non-screened data to compute β; for 2010
the β-value reported was β = 0.8839. This year, 2011, management
computes/projects that the value of β will be 0.9173. However, assume that
management in 2011 wants to show a “better” relative-to-market-risk
compared to 2010. So they re-compute β using Screened return data; this recalculation gives a β of 0.8234 for 2011. In this case, by changing from Nonscreened return data to Screened return data management “creates” a
0.8839)]. Had management consistently used Non-screened data there
would have
0.8839)]. This we label as a β-consistency exception.
Under our proposal of full disclosure, in 2011 the firm will be
required to indicate that they used Screened data, and of course the nature
of the screening, to compute the 2011 value of β of 0.8234. With this simple
disclosure and the fact that β follows a structured time path [summary point
3] one can determine or estimate the correct benchmarking of β for 2011
relative to 2010 and therefore have reliable benchmarking information—i.e.,
the goal of making the consistency adjustment. There are two separate ways
to deal with this β-consistency exception: Re-calculation and Re-estimation.
Re-calculation The simplest way to create a consistent benchmark
for β follows the AICPA model where the β-information is part of the
assurance audit. In this case, the auditors are charged with requiring
management to report consistent β information. So management can use
Screened data for 2010 and 2011 and report those results OR they can use, for
2010 and 2011, Non-screen data and report those results. They just cannot
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mix Non-screened and Screened return data because it creates the βconsistency exception. If they used Screened return data for both years, they
would show essentially β-values of 0.7934 and 0.8234 for 2010 and 2011
respectively. These would yield an increase of risk of approximately 3.8%
[(0.7934 - 0.8234)/ 0.7934)]. Or they can use the Non-screened data in which
case the values of β reported would be 0.8839 and 0.9173 also yielding the
relative risk increase of 3.8% as shown above. Either would satisfy the β
consistency principle as we arrive at the same information; relative risk
between 2010 and 2011 increased by 3.8%. We call this the AICPA version of
the consistency benchmarking. However, if there were no requirement to
certify the consistency of the firm reported β-value and assuming that the
Screened firm return data is not publically available which is the likely case,
then we recommend using the Blume Conversion. (Blume, 1971)
Re-estimation The Blume Conversion is an OLS two-parameter
linear regression of the two series at issue to create information from one
series in order to re-calibrate the performance statistic of the other series.
This assumes that a group such as Bloomberg or Ibbtoson has run Blume
regressions or has time series information on some aggregate Macro or
Industry data for (1) Average Downloads, (2) Aggregate Screened Data and
(3) Aggregate Non-screened Data. From this information or data one may
produced a set of conversion formulae. There will be a number of
conversions formulae for the three-β calculations; in fact, there will be six in
total—3C2 x 2.
For example, let us assume that for the data reported in Table III
above that we run a Blume Regression on the Macro Screened Data [β-CS] as
the Independent Series and the Macro Non-Screened data as the Response
Variable. The results of that regression are in Table 4:
Table 4: Blume Conversion Non-Screened from Screened Return Data
Blume Regression
Conversion Formula
β-C R β-CS

β-Conversion(β-C) = 0.36 + 0.64 x β-CS

This regression relationship is relevant as the two time series are
structure-driven as indicated in summary point 3; additionally the intercept
[0.36] and slope [0.64] are both statistically significant at p < 0.0001
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suggesting a strong rejection of the Null of no association. Using the
conversion formula in Table 4, for the value of β-CS = 0.8234 we produce an
aggregate estimate of β from the Non-screened series [β-C] of 0.8870: [0.36 +
0.64 x 0.8234]. This then is a reasonable correction of the β reported
information. Specifically, management wanted to present as their 2011
market β a value of 0.8234, which looks like a reduction in market relative
risk of 6.9%. However, the actual change in the market-β was an increase of
3.8% as indicated above. Now using the Blume consistency correction, we
find that the 2011 reported value of β = 0.8234 from the Screened data
produces a converted value of β = 0.8870 for the Non-Screened data which
gives an estimated increase of .3% in relative risk compared to
management’s attempt to game the market information by merely switching
to a new scale by screening the return data and suggest that market risk
decreased by 6.9%. Therefore, either by re-calculation or re-estimation more
realistic and so reliable information obtains.

Conclusion and Summary
We have suggested that the issue of agenda serving β-selection can
be tempting, pervasive and endemic as β is a critical signal to the market.
See (Kryzanowski and Rahman, 2008) and (Au & Shapiro, 2010). We suggest
that this is the time to be pro-active in offering a way to refine the quality of
market related risk information. We have seen the dire consequence of
ignoring clear signals of possible problems as the “clear conflict of interest”
created by Public Accountants providing Consulting Services and Auditing
and Assurance Services. This was a “time-bomb” just waiting to go off and
went ignored by the AICPA, the SEC, as well as the Investment Banking
community. This time bomb of course finally went off in the Houston office
of the Arthur Anderson, LLP, the flagship of the Public Accounting
community, crashing “overnight” the largest Public Accounting LLP. The
point here is that pro-action was needed; it does little good to wait for
problems to appear and then to be re-active in trying to correct them.
In this regard, relative to the problem of firms shopping for a β that
serves their agenda to the detriment of the market to “truly” understand
what is the firm’s market relative risk, we have offered a simple proposal:
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If the firm reports their period Market-β, then they must provide full
disclosure as to its source and computation.
This requirement of full disclosure provides the possibility to make
the benchmark conversions where it is the case that there is a β-consistency
exception. To this end then, if there is a formal requirement that is part of
the AICPA audit rules then such β conversion will be accomplished as a recalculation—i.e., as part of the certification audit. If there is no requirement
to use the Audit as the consistency conversion of β, then the Blume reestimation conversion can be used. In either case better market information
is the result of the pre-emptive action of requiring consistent β information.
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Environmental degradation is another issue that highlighted the drawbacks of
the highly promoted economic relations in the last two centuries. In
conceptual terms its solution was found in a variety of models out of which
only sustainable development became a widespread support for policy making.
The paper examines how the basic underpinning stands compared with the
actual policies framed at global level and which are the prospects of success in
a world that is more and more influenced by globalization. It was found that
widening the scope of economy could bring in progress toward sustainability,
but this also supposes a shift in the drivers of demand from global to local.
Keywords: environmental degradation, sustainable development,
globalization, natural capital, EKC

Introduction
Sustainable development gave society the tranquility of a solved
problem. The clash of increasing resources demand with the limits of nature
was pictured four decades ago as unavoidable. Changing some of nature’s
laws is beyond human power, although there are countless attempts to do
so. The most powerful example, which also served for the development of
revolutionary concept, is the entropy law, which impacts on each
transformation, regardless its human significance [1]. Therefore, the change
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should be made in the patterns of resource demand. The twofold challenge
of increasing population and economic growth are the ones allowed to occur
within the framework of sustainable development. In other terms, society
will not exceed the limits of nature, despite growth, if the way of using the
resources is changed.
The last two decades witnessed a “sustainability” revolution, more
and more governments and sectors reframing their policies in accordance
with the perceived requirements of sustainable development. Although,
proponents and supporters of sustainable development stress the profound
and structural changes to be performed in order to respect sustainability’s
conditions [2], [3], the above mentioned revolution occurred in a very small
timeframe. Further, the wide variety of definitions and interpretations
reported by the literature and encountered in official documents suggest
sustainability is an attribute used on convenience. In other terms, policies
were not reframed, but rephrased, with no significant change in terms of
sustainability targets. Therefore, we consider that is worth to explore how
genuine is the change in policy making. In doing so, current sustainable
development policies will be compared with the significance of the concept.
The analysis of current policy framework should also consider the changes
that have little in common with environmental goals, but which had a great
impact on the economic, social, and political landscape. From these we
settled on globalization because it is comparable in scope with sustainable
development and because its deployment is occurring at rates that challenge
adaptation of many nations and a wide range of industries [4].

Economy-environment: from destructive to constructive
interaction
In 1972, the Meadows model demonstrated the clash between
economic and demographic growth and resources. The report in which it
was delivered rang the bell: growth cannot go on for good; there are limits
that could be foreseen within less than a century timeframe. Although the
report considered five variables (population, food production, industry,
pollution, and natural resources) the most powerful message was that
environment is destroyed do to the economic growth that support
development. The model was changed in several occasions and improved in
its technical and conceptual structure that delivered less pessimistic
141

Conceptual Milestones of Sustainable Development Policy in a Global World

Issue 5
August 2011

outcomes. Nevertheless the environmentally destructive economy discourse
persisted.
The solution pool for the global challenge developed slowly, since
the only fact supported alternative was to drop the conquests of technical
progress and increasingly powerful economic relations that replaced at
various degrees the dominance of political power. Amongst the earliest and
also most controversial solutions, is to be found the zero economic growth,
developed on the narrow logic derived from the meadows models variables.
In this vision, governments would enforce policies that restrain economic
growth and will improve the management of natural resources. Fact is it
remained in the conceptual area with no infliction on policy making. The
main counter argument was built on the huge development gaps recorded
amongst nations. Other components of the solution pool are presented in
Table 1.
Table 1: Visions on constructive economy-environment interaction
Crt.
no.
1

Name of the
model
Human
development

2

Entropic
approach of
economy
(Bioeconomy)

Nicolae
GeorgescuRoegen

3

Development
in accordance
with the
national
ecological
space
(ecological

Wuppertal
Ecological
Research
Institute

Initiator

Philosophy

Characteristics

UNDP

Human rights: the
right to
development is an
inalienable human
right which
represent one of the
basic freedoms of
man
Any human
transaction with
nature leads
inexorably to
environmental
degradation
(pollution, disorder,
resource depletion)
Resource
consumption
(measured by
ecological footprint)
should be correlated
with the supply of
resources (expressed

Simultaneity of
progress for
productivity, equity,
sustainability, and
participation through
national governance
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Using solar energy,
cessation of weapon
production,
stabilizing population
at the level that can
be fed by organic
agriculture, avoiding
energy waste
Each country should
build production and
consumption models
in correlation with the
availability of natural
resources, including
agricultural land
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4

Name of the
model
footprint)
Personalist
philosophy

Initiator

EU, UNDP

Philosophy
in biologically
productive hectares)
Man is the carrier of
cultural and
spiritual aspirations
in a national space
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Characteristics

The human feature of
population increased
from one generation
to another with lower
costs due to stronger
solidarity

None of the above mentioned models are mirrored as widely as
sustainable development in policy making. This concept was developed by
considering the notions of need and of limit is defined very broadly leaving
room for various interpretations. The definition (box 1) is constructed on the
assumption that development could be achieved by “walking” on different
routes and that one of these routes is featured by a constructive interaction
between environment and economy.
Box 1: Sustainable development – definition
Development that meets the needs of current generation without compromising
the change of future generation to meet their own needs [5].

Sustainability differs from other sciences fields in terms of structure,
method and content; thus, we may argue that it radically changed and
challenged traditional theories and models and urged for new approaches.
We may today discuss of a ‘sustainability’ science, which encompasses new
paradigms and models, mainly linked to nonlinearity, complexity and
discrepancies between socio-economic actions and their consequences [6].
In other sources, this approach is considered a new ‘paradigm’, envisaged as
modernization [7]. Further, it worth to mention that “everything needs to be
understood as both a necessity and a possibility of reordering social
institutions and economic mechanisms data in a new logic” [8].
Since environmental degradation is not the only failure of the
current economic model it is also assumed that sustainable development
should improve the social outcomes too. Thus, the most widespread mind
map represents sustainable development as a construct supported by three
pillars: economic, social, and environmental. The most important change
brought in by the concept of sustainable development is to have
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simultaneous progress on all three pillars. This would be possible by
enlarging the scope of the economic circle, which should incorporate both
environmental and social costs. In other terms, economy’s progress would
slow down, part of the added value being absorbed by the supplementary
costs.

Sustainable development policies
In the framework set by international organizations such as the
programs and commissions of the United Nations governments could find
the guidelines and technical support for policy making. The Bruntland
report (1987), Agenda 21 (1992) and the recent Green Economy (2011) could
be considered as milestones of sustainable development policy evolution. All
three are UN documents and gather the outcomes of prolonged
confrontations. The last one was issued for preparing the 2012 Earth
Summit.
A glance on the content of these documents reveals the persistence
of some issues (Table 2). For instance, poverty is not apparent in the first
two reports, while in the last one it is addressed distinctly and also in terms
of social equity.
Table 2: Sustainable development policy focus
Bruntland Report

Agenda 21

Green Economy

1987

1992

2012

A Threatened Future

1. International cooperation to

1. From Crisis to

Towards Sustainable

accelerate

Opportunity

Development

sustainable development in

An Era of Capital

The Role of the

developing countries

Misallocation

International Economy

Combating poverty

What is a Green

Population and Human

Demographic dynamics and

Economy?

Resources

sustainability

How Far are we from a

Food Security:

…

Green Economy?

Sustaining the Potential

Promoting sustainable human

How to Measure

Species and

settlement development

Progress towards a

Ecosystems: Resources

Integrating environment and

Green Economy
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for Development

development in decision-

2. A green economy:

Energy: Choices for

making

recognizes the Value of,

Environment and

2. Protection of the

and Invests in, Natural

Development

atmosphere

Capital

Industry: Producing

Integrated approach to the

is Central to Poverty

More with Less

planning and management of

Alleviation

The Urban Challenge

land resources

Creates Jobs and

Managing The

Combating deforestation

Enhances Social Equity

Commons

Managing fragile ecosystems

Substitutes Renewable

Peace, Security,

Conservation of biological

Energy and Low-carbon

Development, and the

diversity

Technologies for Fossil

Environment

...

Fuels

Towards Common

Safe and environmentally

Promotes Enhanced

Action: Proposals For

sound management of

Resource and Energy

institutional and Legal

radioactive wastes

Efficiency

Change

3. Global action for women

Delivers More

towards sustainable and

Sustainable Urban

equitable development

Living

Children and youth in

Grows Faster than a

sustainable development

Brown Economy over

…

Time, while Maintaining

Strengthening the role of

and Restoring Natural

farmers

Capital

4. Financial resources and

3. Enabling Conditions:

mechanisms

Establish Sound

Transfer of environmentally

Regulatory Frameworks.

sound technology,

Prioritize Government

cooperation and capacity-

Investment and

building

Spending

Promoting education, public

….

awareness and training

Employ Taxes and

…

Market-based

Information for decision-

Instruments

making

Invest in Capacity
Building, Training and
Education
Strengthen
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International
Governance
4. Financing the Green
Economy Transition

Efficiency, consumption patterns, energy are other issues that are
transferred from one policy stage to another.
Environment, as the turntable of sustainable development policy,
“experiences” a change in focus. In 1987, the most of weight is given to
demonstrate the existence and magnitude of environmental degradation. An
entire chapter debates the threatened environment, while others build up
on the utility of nature for humanity mind map (Fig.1) (Species and
Ecosystems: Resources for Development, Energy: Choices for Environment
and Development).

Formative influences

Nature

Individual and social
services

Human society

Products

Figure 1: Nature for humanity (Source: [9])
At the Earth Summit in Rio 1992 we could talk about developing
solution pools for numerous environmental aspects (protection of the
atmosphere, combating deforestation, managing fragile ecosystems).
Meanwhile, the social issue is treated separately in the same normative
manner, but with more options. The latest report is a renewed recognition
of the fact that economy’s scope should be expanded over various
environmental and social issues. Biodiversity and carbon markets, lowcarbon energy, efficiency are central in this new economy and are expected
to solve the problem of poverty too.

Globalization – sustainability engine or blocking circle
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Despite the increased concern in environmental protection, which
was approached on a global manner and then adapted to local and regional
patterns [10], there are other processes in deployment that are considered
important in terms of their impact on the shape, size and sustainability of
future society. Considering its potential in this respect, but also its high path
that challenge both theory builders and policy makers, we selected
globalization as the one that deserve a special focus. Meanwhile, all the
policy setting documents cited above (table 2) consider the international
dimension as important (by reserving special chapters or subchapters),
although the core idea is nuanced. Thus, the Bruntland report gives details
on the role of international economy, which in the Agenda 21 becomes
international cooperation aiming to help developing nations, while the last
report stresses the need for international governance.
Thus, the underlying question is whether globalization will help
humankind in achieving a sustainable pattern of functioning, corresponding
with the limits inflicting on it at different stages of development. Going
further with the analysis, we reach a highly debated subject on the literature,
which is what the environmental consequences of the globalization are. By
applying the co-integrated analysis on time-series of 50 countries for 50
years it was found that increasing trade and income is likely to improve
environmental quality in developed countries, but have adverse
environmental effects in developing countries. This pattern of the relation is
explained by referring to the environmental Kuznets curve (EKC) (Fig.2),
being in fact an empirical confirmation of it [11].
Environmental degradation

Turning point

Environment
worsens

Environment
improves

Income per capital

Figure 2: The Environmental Kuznets Curve (EKC)
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The turning point is a constant subject for enquiry, since there is
little consensus on its actual size in terms of income per capita. The
differences are determined by methodological settings, depending on the
indicators chosen for measuring environmental degradation, but also on
countries. One of the recent assessments found that for sulphur dioxide
emissions reached their turning points at 17501 USD/capita in USA (1969);
11391 USD in Japan (1970) and 15182 USD in France (1973) [11]. Meanwhile,
greenhouse gas emissions and energy consumption are environmental
indicators for which the turning point was not yet determined [1].
Globalization’s impact on environment is in fact intermediated by its
contribution to economic growth. Thus, even though globalization could
contribute to higher income rates, its actual effects on environmental
quality will depend on the position held by a certain country on the
development curve.
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Figure 3: Sulphur dioxide emissions and income per capital in very high
and high human development level countries (source of data: Undata, David
Stern’s datasite)
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MEDIUM HUMAN DEVELOPMENT
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Figure 4: Sulphur dioxide emissions and income per capital in medium and
low human development level countries (source of data: Undata, David
Stern’s datasite)
By examining the relation between sulphur dioxide emissions and
income per capita in randomly selected countries from four Human
Development Index clusters (very high; high; medium and low human
development) it results that the turning point is already achieved in
developing countries and that its value is much below the one recorded in
the above mentioned developed countries (Fig.3, Fig.4). This means, that the
level of income in absolute terms could not provide any indication on the
likeliness of turning point to occur or that there are country specific factors
that influence the level of the turning point.
Moreover, all these stand in case that globalization-income relation
is a positive one. But the opponents of globalization argue that this premise
is not true for many developing nations [2], [3]. For instance, in case of
financial globalization, it is difficult to establish a strong causal relationship,
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since there is no clear and robust empirical proof that the effect is
quantitatively significant [12].
Finally, it worth to consider some aspects such as [13]:
● What it is considered normal (continuous economic growth
mirrored by constant increase of material expectations) in fact is a
historical anomaly. Humankind records this pattern only in the last
two centuries, while for the rest of it the stable steady-state
economy is the one that holds;
● The expansion of human capital and social capital should
compensate the degradation of natural capital. Thus, the sense of
community should act as a guardian against the over-exploitation of
the natural capital for the sake of increasing private consumption;
● Sustainable economies are the ones that rely on local resources,
which motivate them to invest in their preservation and protection;
● Since trade is unavoidable for resource poor nations, it should
subject only essential and true ecological surpluses.
In the light of these observations, sustainability is a product of
something that is opposite of globalization: local or regional governance.
Global sustainability could be achieved by policies that encourages
dependence on local resources, investments in natural capital, and favors
the development of strong and diversified local economies.

Conclusions
Sustainable development is widely accepted frame for the future of
humankind. The vision came to be real several decades ago and although
researchers still debate its content and significance, policy making is no
almost unthinkable without referring to sustainability criteria. We examined
at what extent the conceptual underpinning is still represented in
sustainable development policies by referring to the framework set at UN
level. It resulted that in order to slow down economy at the progress path of
social and environmental issues it is necessary to monetize nature and other
capital elements which otherwise were outside the economic systems. In a
globalizing world sustainability is hardly a realistic outcome since it
increases the distance and time lag between cause and effects. This trend is
in contradiction with the requirements of sustainability because the need to
preserve manifests itself then the benefits of return relatively fast to the ones
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who invest in perseveration or then the effects of depletion or degradation
affects the consumer. The sense of community, which demolish the ideal of
ever increasing material wealth, should gain more interest in terms of policy
making, but also as subject of empirical research.
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Since January 1st 2002 in compliance to UNMIK (United Nations Mission
Interim in Kosovo) regulation no.1999/4, EURO (‘’EUR’’) is adopted as legal
currency in Kosovo and it became the de facto currency of the country. All
client accounts held in Central Bank of Kosovo (CBK) and in other commercial
banks were converted in EUR by un-converted exchange rate of DEM 1,95583
for a EUR. Consequently, in practice, since Euro has legal tender (which
means that a payment in Euro cannot be refused) and since accounts are kept
in this currency, almost all the transactions made in Kosovo are denominated
and paid in Euro. Utilization of a sustainable currency was important in
maintaining macroeconomic stability and played a key role in the
reestablishment of people’s trust in the financial sector. On the other hand,
CBK is not a money emission bank and in this way does not perform monetary
and exchange policies. The currency regime that Kosovo has adopted might be
very challenging given the absence of traditional monetary and exchange rate
instruments. The key concern, therefore, remains on whether the right policies
(such as fiscal and structural policies as well as those related to the financial
sector) will support this regime. The objective of this paper is to present the
costs and benefits brought to the Kosovo economy by the utilization of Euro
as its main currency in circulation, and to what extent are the costs
acceptable compared to the advantages that were brought by the introduction
of Euro in the Kosovo economy.
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Introduction
One of the challenges that Kosovo has faced after the conflict was to
choose the monetary structure. Having under consideration the rapid
reaction on possesion of cash for currency exchange and dissolution of
yugoslav “dinar” as a instrument of transaction, it was not a surprise that in
September of 1999, by its one of the first regulations “on the currency
allowed for use in Kosovo”, UNMIK legalised the use of German Mark and
other foreign currencies in Kosovo. In fact, it was the popullation of Kosovo
who adopted the German Mark as its common currency. UNMIK regulation
simply identified the German Mark as the currency by which the budget,
financial data and public institutions accounts, agencies and institutions,
and UNMIK itself would do be established. At the same time, this regulation
would offer the parties the freedom to any contract or other transaction of
will and to name such a transaction by a largely accepted and mutually
approved currency. Furthermore, this regulation would dissolve all controls
and limitations from possesion, use or decision on any currency into cash
money or in any bank account, held domestically or outside of territory of
Kosovo.
The German Mark was adopted in a one-sided manner, as a legal
currency de facto in Kosovo, and there was no negotiation with German
1
Bundesbank or with European Central Bank at the time . It followed two
decades of extreme monetary instability along with high level of unofficial
use of German Mark as a reserve value and instrument of exchange. In the
pre-conflict period, the German Mark was the most used currency; there
were high amount of cash money in circulation. Population was familiarized
with this currency. By adoption of DEM as legal tender in a unilateral
manner by the Organization of United Nations in Kosovo (UNMIK), the
change into the euro was a natural continuation implemented by the states

1

The fifth conference of the Bank of Albania, 24-25 March 2005 (Michel Svetchine, Kosovo

Experience with Euroization of its economy), page 252
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2

of European Union . Remittances sent by Kosovar diaspora in 2002 rated
over € 500 million caused a regular and considered fluctuation of money in
Kosovo over the years. This income was almost in form of physical money.
After the end of conflict, in absence of banking services in Kosovo major
part of the foreign direct assistance in Kosovo made the physical money
incomes necessary.
CBK always tries to implement financial policies, which will in a
near future be part of the system of the European Central Bank (ECB). Euro
is an official currency in Kosovo since February 2002 but Kosovo is not
member of Euro zone since as a precondition for a country to get included
in ECB, as well as in Euro System is joining of such a country into the
European Union (EU). The fact that ECB monitors and supervises the flow of
money, transfers, payments, and loans in Kosovo means in a way that CBK is
member of ECB although by not having equal rights (for example it has not
the right to emit money). This means that Euro should be announced as
legal currency in Kosovo, although Kosovo has not become part of EMU. But
one-sided Euroization will not be a possibility for side-skipping foreseen
steps by Tractate for adoption of Euro.
The beginning of 2009 marks the 10th anniversary of euro, the
currency that approached the economic and financial policies of hundreds
of millions of Europeans. Euro countries now enjoy a larger and safer market
with less risk from devaluation and inflation. Euro is now the largest
currency in Europe and among the strongest currencies in the world. Euro
provided Kosovo with a stable monetary environment; it alleviated
economic transactions with the key Kosovo trade partners etc. However, it
also provided a cost for the Kosovo economy such as loss of seignior age
income, loss of sovereignty over the monetary policy. However, the costs
may be considered acceptable compared to the advantages that were
brought to the Kosovo economy by the introduction of Euro.

2

http://www.bqk-kos.org/?cid=1,135&archive=true, Euroisation outside euro-zone: assets and

challenges the experience of Kosovo, page 1
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Costs and benefits of the joint currency
The costs of monetary union derive from the fact that when a
country abandons its national currency, it also gives away another
instrument of its economic policy, which means it losses the ability to
enforce its national monetary policy and exchange rates. In other words, in
the complete monetary union, the central national bank either ceases to
exist, or it has no real power. This means that the country that joins the
monetary union will not be able to change the price of its value (with
devaluation and evaluation), to determine the quantity of the national
3
currency in circulation, or change the short-term interest rates .
It is known that various countries have various norms of economic
development. Countries that usually have problems with trade balances, if
they join the monetary union, would not be able to cover the deficit in the
trade balance by means of devaluating the national currency, in order to
make products of that country more competitive in the external market.
Countries also differ due to the fact that they have different fiscal systems.
These differences often compel countries to use various combinations of
financing the budgetary deficit. The budgetary deficit may be financed by
borrowing and emitting currency or by increasing the inflation. Therefore,
countries with less developed fiscal systems, compared to the other
countries of the monetary union, will face a higher cost of increasing
revenues by increasing the tax norm even through it would be more
favorable to increase revenues by means of inflation. However, by joining
the monetary union, in case of countries with a lower inflation rate, which
they have to respect, they have to increase taxes, or allow their deficit to
increase furthermore.
While the common currency costs are more linked with
macroeconomic management, the benefits more often ocurre in
microeconomic level. The elimination of the national currency and
transition to the common currency brings along the expectation of benefits
in economical efficiency such as:
● Decreasing the cost of transaction of member countries
● Improving the allocation efficiency of the price mechanism

3

Paul De Grauwe (2003), Economics of Monetary Union, University of Leuven, Belgium
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●

Higher price transparency has an impact on the increase of
competition, by which means the consumer benefits
● Stimulation of integration in the other fields (financial,
institutional, political)
● Positive impact on the trade flow within the Union.
Elimination of the transaction cost toward another currency surely
represents the most noticeable benefit from the monetary union. These
costs diminish when the countries utilize the common currency. CE
Commission has pre-calculated the following benefits resulting up to the
4
number between 13 and € 20 billion in a year . This presents one of fourth up
to the half of one percent of GDP of the Community. This, at first sight
might seem not important. Although, it is a benefit that must be added to
the list of other benefits from the common market. Information in various
countries demonstrates that about 5 percent of bank revenues are fees that
are paid to banks during the exchange of national currencies. Therefore,
these costs diminish upon joining the monetary union.
Also, the elimination of transaction costs brings the indirect benefits (even
though these benefits are hardly measured). The introduction of euro
should bring along higher transparency as far as the prices, which means
consumers may see the prices in common currency units and are able to
make comparison and to trade deal better. Lower transaction costs and
greater transparency, according to many supporters of Euro are considered
two greatest benefits of using the common currency.
It is known that economic agents base their decisions related to
production, investments and consumption on information that is provided
to them by the price system. If the prices are uncertain, the number of
decision for the above purposes will decrease, meaning that the price system
becomes an indicator for undertaking the right economic decisions.
Therefore, with the utilization of the joint currency, which as a precondition
requires adherence to many criteria defined by the ECB, the risk of inflation
decreases and this provides a signal for the individuals to undertake
decisions on production or investment.
The existence of the joint currency also stimulates integration in the
other fields, whether financial, institutional or political. And, surely the

4

Paul De Grauwe (2003), Economics of Monetary Union, University of Leuven, Belgium, pg. 60
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existence of the joint currency stimulates greater trade cooperation within
the framework of the union countries.

Kosovo’s benefits from Euro - Support to financial sector
development
The financial crises in former Yugoslavia have eroded significantly
the confidence in the banking system of that time. Thus, with inflationary
experience and the collapse of Dinar, it would have been very hard to bring
back the confidence in the newly established financial sector in Kosovo,
without implementing a stable currency. The adoption of euro, therefore,
has been very helpful in increasing public confidence in the banking sector
and given that liabilities and assets of the banking sector are now
denominated in euro, banks are not at least exposed to the currency
mismatch risk (or exchange rate risk). As a result of euro being a strong and
5
stable currency, almost all deposits are denominated in euro .
Euroization supported the development of the Kosovo Financial
Sector, which had to be established from scratch after the conflict. Initially,
there were no banks in Kosovo and all transactions were practically carried
out in cash. For nearly two years the sole financial entity in Kosovo was
Micro Enterprise Bank (MEB), which was specialized in micro-loans.
However, two other years show an explosive development of the banking
sector in Kosovo. During the period of March – November 2001 six (6) banks
were established, which created the necessary competition in this sector.
In 2002 and 2003, seven trade banks in Kosovo got significantly
enlarged. Bearing in mind the low level of economic development in Kosovo
and negative experience with the banks in the past, the Banking System in
Kosovo is characterized with great participation of foreign banks.
Domination of foreign banks is evident with regards to their number and
the entire participation with funds in the banking sector. In 2009, foreign
banks represented six (6) of eight (8) commercial banks that operated in
6
Kosovo which make up 91. Six percent (91.5 percent in 2008) of overall
funds in banking sector. It is imported to be pointed out that the Banking
sector in Kosovo is continuously widening its activities. This is shown
5

http://www.bqk-kos.org/?cid=1,135&archive=true, Euroisation outside euro-zone: assets and
challenges the experience of Kosovo, page 31
6
http://www.bqk-kos.org/?cid=1,69, Financial Sector Bulletin, Prishtina, 2010, page 8
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through continuous increase of contribution to Gross Domestic Production
(GDP). The participation of the Banking sector Funds to GDP has increased
7
to 56.5 percent in 2009, from 47.0 percent in 2008 . The Banking sector
Funds has achieved an amount of € 2,1 billion in 2009, which represents an
increase of 21.5 percent compared to 2008. In volume, loans were increased
to 9.2 percent, and were financed mainly by the increase of deposits.
It is to be mentioned that all banks in Kosovo achieved to meet, and
large part of them exceed minimal amount of required capital of € 5 million
by bringing it in line with EU Instructions.

Reduction of physical cash in circulation
Reduction of physical cash in circulation was one of the main
objectives of the CBAK. This change ensured a unique possibility in order to
achieve this objective and, at the same time, helped in consolidating the
Banking System. The CBAK planned to exchange family amounts up to DM
1,000 for each person free of charge, and levied a tariff of 2 percent for
amounts between DM 1,000 to 10,000. This was also the maximal allowed
cash amount for exchange. Amounts exceeding DM 10,000 had to be
deposited in Euro as bank deposits.
Introducing maximal limits on exchanged amounts and determining
clearly the final term of double circulation of currency encouraged very
much holders of cash to deposit their money in banks instead of risking by
not exchanging their funds in due time. This strategy was stimulated by
banks, which had already improved and increased their services in order to
attract new clients to open bank accounts. Implementation of this project
was not that simple and it was followed by some problems. The greatest
problem certainly was the continuous lack of trust in the banking system. In
earlier times, trade banks of Kosovo had only 24 offices at their disposal,
while CBAK was operating through a network of 23 offices, of which more
than a half were small local agencies, which opened only during limited
working hours, and seven (7) mobile groups of banks. However, a three
months period, prior to replacement of cash currency, had marked an
increase of about € 300 million in bank deposits. The amount of deposits in

7

http://www.bqk-kos.org/?cid=1,134, Annual Report 2009, page 40
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the banking sector in 2007 reached to € 1.14 billion, which was 23.5 percent
more than in 2006.
Introducing Euro in circulation was completed successful in 28
February 2002. So, as of this moment Kosovo economy got “Euroized”
8
completely and efficiently . Euroization is often defined as adoption of Euro
to be a legal and official currency by a country outside the Eurozone. This
means that Kosovo does not maintain independent monetary policies and it
also does not control interest rates. It is a country that has accepted Euro as
its own official currency but it is still not member of the European Monetary
Union.

Monetary stability
Euroisation had brought to Kosovo the much needed monetary
stability. By lowering inflation and eliminating exchange rate risk,
euroisation has given to Kosovo, in a post war context, a stable monetary
environment, which is necessary for economic development, but of course it
is not sufficient.
At the time when Kosovo had chosen Euro, annual inflation was
over 40 percent. Its official currency (Dinar) was completely devaluated and
its use was almost inexistent. UNMIK was not simply replacing a national
devaluated currency but was placing a healthy monetary foundation
necessary for economic, social and political reestablishment for the coming
9
years .
Inflation in Kosovo did not disappear immediately after introducing
the DM and later Euro. In 2000-2001, Kosova marked double digits of
inflation in spite of being helped by foreign donations and private revenues.
As a result of this, inflation was evidently deferred and it is currently under

8

Myrvete Badivuku-Pantina: Costs and benefits of Euroization in Kosova, 3rd International

Scientific Session “Challenges of the Knowledge Society”, University “Nicolae Titulescu”, 2009,
Bucharest, page 8
9

Erdin Maloku, Politika monetare dhe Banka Qendrore e Republikës së Kosovës – avantazhet

dhe disavantazhet e përdorimit të euro-s në Kosovë, Prishtinë, 2010, page 66
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the Eurozone inflation percentage. Certainly, there are other contributory
factors in addition to Euroization, such as, for example, high level of
unemployment and low economic activities. Kosovo economy, in 2009,
recorded a deflation rate of 2.4 percent, which was mainly driven by the
decrease of import prices.
In general, adoption of Euro as a national currency established
monetary stability in Kosovo. Risk of devaluation of the national currency
disappeared. CBK, which acts as a fiscal agency to local administration, does
not take exchange risks while administrating official reserves. These reserves
are being invested mainly in Eurozone countries, in central banks and
financial institutions. In the same manner, Euroization in Kosovo has
hindered the possibility of having double norms of exchange of currency,
legal and informal. This in fact should lead to a lower cost of borrowings
and to an increase of investments, encouraging improvement of economy
and social welfare.
However, the global financial crisis which impacted the whole
globe, has had its effects in Kosovo as well, especially in attracting foreign
investments and remittances. Gross Domestic Product marked a growth,
economic growth decreased to 4.4 percent in 2009 from 5.4 percent in 2008.
Public expenditures marked a growth by 39 percent and represented about
14 percent of the GDP in 2009. Trade deficiency was 37 percent of the GDP
and exports represented only 8.6 percent of the imports and only 6 percent
10
of the GDP in 2009 .

Reduction of transaction costs
The reduction of transaction costs related to a lower number of
foreign exchange transactions is often considered to be among the most
11
important benefits of a monetary union .
Euroisation in Kosovo implies the elimination of transaction costs
with economic agents that also use euro but, of course, it does not eliminate
transaction costs with those using other currencies. The elimination of
transaction costs will be expected to ease foreign exchanges and more
10

http://www.telegrafi.com/ekonomi, Kriza ka goditur edhe kosovën

11

Jan Zika, IES FSV UK, Cost and benefits of a monetary union, European Economic Policies,

2005-2006, page 5
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broadly to increase the productivity of the economy. Moreover, the use of
euro added with no exchange controls, allow Kosovar entrepreneurs to trade
without being hampered by the burden of bureaucratic exchange control
rules. However, whether or not Kosovo can benefit from the reduction of
transaction costs depends on its ability to reallocate labor and capital previously employed in financing foreign trade operations- to more
productive purposes, such as other financial activities or other economic
activities. Anyway, the low transaction costs generated by the use of euro are
to be seen as an additional element to foster economic growth, but not as a
key factor. High deficit of trade balance keeps being a great challenge for the
economy of Kosovo. The high dependence of the Kosovo economy on the
import of goods and the low level of exports led to persisting high trade
deficit. As a consequence of the global crisis impact, in 2009, both imports
and exports declined, whereas the trade deficit marked a moderate annual
growth. High import rates have and an impact on the trade deficit in 2009
which was at € 1.7 billion (44.5 percent of GDP), while coverage of imports
12
with exports was merely 8.6 percent . As in previous years, the deficit was
mainly covered by remittances of Kosovo’s working abroad and by the donor
sector.

Macro-economic stability
Euroization in Kosovo also had some long-term policy objectives. It
is expected that Euroization in Kosovo will take care of economic stability,
and will solve the problem of credibility as well as mainly improve the fiscal
discipline by eliminating the possibility of emission of money in order to
cover budgetary deficits. Following a long period of time, when other
conditions are met, all these factors should have an impact in attracting
13
direct foreign investments for Kosovo . Also, it was thought that joining a
strong international currency shall result with a reduction of interest norms,
by making investments more attractive, which would result positively by
developing the local economy.

12

http://www.bqk-kos.org/?cid=1,134, Annual Report 2009, page 51

13
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Reduction of interest rates
Lower nominal interest rates in terms of the reference currency are likely,
14
thus promoting investment and growth . One of the supposed benefits of
euroisation is having interest rates similar to that of the issuing country. The
introduction of the euro to Kosovo was expected to lower the cost of capital
and to push for faster economic growth.
Table 1: Interest rates in EU and Kosovo in 2009
Commercial Banks Effective Interest Rates in (%) Average
(August - December 2009)
Interest Rates
Kosovo
EU
Deposits
Households : over 2 years
Non-financial corporations : over 2 years

Loans
Households : up to 1 year
Non-financial corporations: up to 1 year
(Sources: CBK, ECB 2009)

5.38%
4.58%

2.53%
2.77%

13.00%
15.44%

7.28%
4.17%

However, Table 1 shows a significant difference between the
prevailing interest rates in the EU and Kosovo. In particular, the interest
rates in Kosovo are notably higher than those of the EU. More importantly,
the interest rate spread in Kosovo indicates that households enjoy a
discount as compared to non-financial corporations, compared to the
interest rate spread in the EU, where non financial corporation’s enjoy the
discount, the financing priorities of the EU differ from that of Kosovo.
Specifically, it may be argued that the cost of capital in EU is cheaper for
non-financial corporation’s than households, whereupon investments in the
EU will be encouraged. Conversely, the cost of capital for households in
14

D.MarioNuti, Cost and benefits of unilateral euroisation in Central Eastern Europe, January,

2002, page 7
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Kosovo is cheaper than for non-financial corporations. This may further
explain the slow rate of investments in Kosovo.
Even if interest rates are sometimes considered to be high in
Kosovo, they would have been higher should Kosovo had its own domestic
currency, since interests rates would have to cover risks related to expected
inflation and to currency fluctuation, not to mention the costs of the
funding, which would have been very high with an unsecured and unstable
currency.

Reduction of currency risk
According to Eichengreen (2002), higher volatility in the domestic
currency leads to higher default or sovereign risk. Ultimately, this leads to
higher debt-servicing costs. Many countries having their own currencies face
higher borrowing costs due to default and sovereign risks. The euroisation in
Kosovo promises to eliminate the possibility of currency devaluation. As
such, the domestic risk in Kosovo has disappeared giving the domestic firms
the possibility to have higher access to both, domestic and international
financial markets. The theory prescribes that both investments and
economic growth are expected to increase in Kosovo as an emerging
15
economy due to the lower cost of credits .

Figure 1: Foreign Domestic Investments in Kosovo and economic
growth in Euro zone - Source: Annual Report of CBK (2009)

15

Erdin Maloku, Politika monetare dhe Banka Qendrore e Republikës së Kosovës –
avantazhet dhe disavantazhet e përdorimit të euro-s në Kosovë, Prishtinë, 2010, faqe 70
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In contradiction to the theory, euroisation in Kosovo neither helped
in lowering the borrowing cost neither in increasing the investments in
major scale. Compared to other western Balkan countries with their own
currencies, Kosovo has higher borrowing cost and lower economic growth.
Yet, borrowing costs and growth are not solely dependent on the choise of
exchange rates. Instead other institutional characteristics of the economy of
Kosovo greatly affect its economic performance, particularly the lasck of
stable state institutions. Moreover, neither the government nor domestic
firms can rely on foreign lending. Further, the lack of explicit guarantees
discourages foreign direct investments.

Shortcut of monetary integration into Euro area
One of the arguments for euroisation is faster economic integration
into the euro area. This entails an increased level of market integration
where it is expected that trade restrictions will be lowered. An improved
access to international financial markets is also expected.

Figure 2: Structure of trade by trading partners, in percent
Source: Annual report of CBK (2009)

Considering the data on Kosovo, trade with EU has considerably
increased as a result of the lower transaction costs associated with the use of
16
the euro. The European Union (EU) countries and CEFTA member states
remain the main trade partners to Kosovo, with which Kosovo conducted
16

Central European Free Trade Agreement
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74.4 percent of trade in 2009. Kosovo exports to EU countries during 2009
declined by 24.7 percent, which is higher than the decline rate in the exports
to CEFTA countries, reflecting the stronger impact of economic crisis in the
EU countries. However, the share of exports to EU countries in total Kosovo
exports reached at 41.5 percent in 2009, which represents a growth of 2.8pp
17
compared to 2008 .
The EU and CEFTA countries were the main trade partners of Kosovo also in
terms of imports, accounting for 38.7 percent and 36.0 percent of total
imports, respectively. The largest part of imports from EU countries consists
of products imported from Germany, which in 2009 amounted at € 235.4
million or 12.4 percent of total imports.

Euroization costs for Kosovo
Although Euroization, as outlined above, had a positive impact in
Kosovo’s economy, it also created costs. However, such costs may be
considered as resistible compared to its advantages. The following are
considered more evident costs to Kosovo’s economy:

Lost of seigniorage incomes
Seigniorage means incomes benefited by difference created between
nominal value of emitted money and real production costs of such emission.
The main and direct cost of euroisation in all countries is the loss of
seigniorage revenue from the issuing a domestic currency, because the
member states do not represent any longer the official currency issuer used
in the country. It is known that budget deficit may be financed by taking
loans and by emitting money or by increasing monetary basis (by increasing
inflation). With euroisation, economies do not have access to printing
money thereby cannot provide themselves with a source of financing in
18
emergencies . When a country joins a monetary union, it should naturally
maintain the inflation norm within limits determined by the Union. Hence,
if less developed countries join a union of more developed countries then
they have to reduce their inflation norms since developed countries
17

http://www.bqk-kos.org/?cid=1,134, Annual Report 2009, page 52
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maintain a low inflation. Hence, authorities are obliged to use different
kinds of polices such as emergency taxes in order to finance their
expenditures.
In transition economies seigniorage is usually fairly low, of the
19
probable order of 1-2 per cent of GDP (Schobert, 2001) .
In case of Kosovo, the lost of seigniorage incomes is considered as a
very low cost. If Kosovo would issue its own domestic currency, the
potential incomes from producing the money would be very low or even
negligible. As the matter of fact, Kosovo went through a double currency
system (DEM and dinar), and later went in use of the powerful of DEM and
then in to use of Euro, the use of domestic currency would be low having in
mind that people living in Kosovo would keep their savings in Eur. As a
result, with this high scale of euroisation the use of domestic currency would
be very low in Kosovo. In general, the costs caused by deficient sources
stemming from production of money for Kosovo is extremely left aside by
the stability and credibility brought by euroisation.

Loss of sovereignty over monetary policy
Adoption of a currency by a country, which is different from the
national one, makes the Central Bank of such a country not to maintain its
monetary policy since in this case this function shall be transferred to the
European Central Bank, which is responsible for keeping stable prices in the
Eurozone. But, some years ago, the CBAK had initiated a dialogue with the
European Central Bank, which resulted in signing a Memorandum of
Understanding (MoU) concluded between these two institutions. By means
of this MoU the CBAK was exempted of a part of financial obligations
dealing with transportation of Euro banknotes and currencies in circulation
in Kosovo.
The loss of independent monetary policy in Kosovo should not be
taken as a major cost. Since the economy of Kosovo is still in a state of
transition, it is quite beneficial to have a stable monetary policy. Having
gone through hyperinflation in its history, it would have been very difficult
for Kosovo to build its credibility with its own currency.

19

Domenico Mario Nuti, Albania and Euro, page 9
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Loss of “regulative powers” of national policies
Countries that apply completely free currency exchange rates and
do not belong to the monetary union have the possibility, based on their
policies, to devaluate their currency in order to generate possible benefits
based on the expansion of trade. When a country faces loss of
competitiveness of the local products, then it will, through devaluation of
local currency, influence in increase of competitive capabilities of local
20
products by creating possibilities to increase exports .

Difficulties in implementing “the lender-of-last-resort”
function
The stability of the banking system depends on the ability of the
central bank to provide short-term credits to bank and other financial
institutions in case of liquidity risk. Thus, euroisation removes tha capacity
of issuing money by putting difficulties in the lender-of-last-resort function.
21
However, Chang (2000) and Wojcik (2000) argue that there are three other
ways to substitute this function. First, the government could provide liquid
funds to commercial banks, either by accumulating foreign reserves or by
borrowing from international financial institutions.
Firstly, the lender-of-last-resort function in Kosovo is quite difficult
to be replaced. Given that the government of Kosovo is facting a current
account deficit of 16 percent of GDP, it has neither excess funds nor a huge
amount of foreign reserves.
Secondly, the huge presence of two foreign banks, with a market
share of deposits of 68 percent in the Kosovo banking system reduces the
need for a lender-of-last-resort function. Foreign banks can easily obtain
funds from their headquarters in case of liquidity risk.
Thirdly, the CBK has been continuously increasing the minimum
capital requirements for banks reaching a level of euro 5 million to be
applied in 2006. According to the Basel capital adequacy standards,
aggregate capital for the banking system has reached 17.9 percent of the risk20

Myrvete Badivuku-Pantina: Costs and benefits of Euroization in Kosova, 3rd International
Scientific Session “Challenges of the Knowledge Society”, University “Nicolae Titulescu”, 2009,
Bucharest, page 10
21
Jetmir Likaj, Euroisation in Kosovo : Benefits and costs, Amsterdam, July 2006, page 31

168

How Acceptable are the Costs Compare to Benefits Brought by
Euroisation of Kosovar Economy

Issue 5
August 2011

weighted assets as of 31 December 2009. This policy may be considered as a
substitute to the lender-of-last-resort.
In conclusion, the three alternatives to the lender-of-last-resort
function cannot be applied in Kosovo without incurring significant costs to
the economy as a whole.

Conclusions
Adopting a foreign currency as an anchor in the Balkans is not a
new phenomen. Sice the second half of the 20th century, former Yugoslavian
countries have used the DEM either as a first or second currency. By and
large, the political divorce of the Yugoslavian republics has further
commented the role of the DEM in these economies, resulting in
recommendations of unilateral official euroisation. However, unilateral
official euroisation has the potential for both considerable benefits and
sizeable costs.
The adoption of euro in Kosovo has been very beneficial in bringing
macroeconomic stability in the economy, which is of high importance. The
inflationary experiences accompanied with the collapse of the financial
system in former Yugoslavia during the 1990s have destroyed the confidence
in the domestic currency and as a result, led to the high degree of currency
substitution, in Kosovo as well as in its neighbors. Given Kosovo’s unique
political and economic situation, the need for a stable monetary
environment is crucial for building a healthy macroeconomic framework.
Therefore, adoption of euro as the legal tender of the Territory was very
beneficial.
Euro has brought to Kosovo the much-needed monetary stability by
reducing inflation, eliminating the exchange rate risk which, in turn, helped
reducing the transaction costs and promoting trade and investments.
Yet theory has promised much more. Regarding the reduction of transaction
costs, although trade with the EU has increased, international trade is still
concentrated on the neighboring non-euro countries. While currency risk
has been eliminated, Kosovo has yet to fully utilize this benefit due to the
luck of state status. Moreover, instead of reducing domestic interest rates,
euroisation has not managed to lower the rates. As it is, Kosovo has the
highest rates in the Balkans.
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Like any medicine, euroisation is associated with a few side effects.
The loss of independent monetary and exchange rate policy has been in the
forefront of arguments. Although the adoption of the euro entails a loss of
competitiveness regarding the exports, monetary policy has only a
temporary effect. Only permanent solutions, in the form of fiscal policies,
can pump up production and promote exports. The loss of seigniorage
revenues is immaterial in the case of Kosovo since Kosovo did not have its
own currency prior to euroisation.
To face possible constraints in the use of traditional monetary
mechanisms, a prudent banking supervision is of utmost importance.
Prudent measures are the best way to ensure financial stability, as part of the
broader macroeconomic stability goal. Special prudential measures form the
basis of a healthy financial system, which can become a promoter of the
broader growth and development goals in Kosovo.
The path to European integration foresees the adoption of euro in
the future. By having taken this step and with the help of the international
community, Kosovo will not just prepare itself for a possible EU integration,
but can actively use the euro as a tool to be ahead in the drive to join the
EMU.
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The information system shall represent the support of the put on and of the
simplification of rules and administrative procedures in order to ensure a
broad and non-discriminatory public access to public services and also to
reduce tariffs for these services, along with the operating costs and the
personnel costs.
IT&C market and the major brands have come up with new solutions
and new architectures: SOA (Services Oriented Architecture), S+S or SaS
(Software as Services) complex architectures, modulation, business solutions
designed to streamline information and it’s flow, to privilege the citizen access
to services, signifying furthermore a careful spending of public money lead to a
double vertical and horizontal integration of all services, transactions and
applications.
Keywords: distributed systems, web services, web technologies, Web 3.0
transition

The governance, whichever the level and the enforcement of
institutions, it is the most important investor and in the same time a user of
information technology. The public administration is certainly crossing
trough an important transformation process in the medium and long time
term and its availableness in terms of implementation of modern
information technologies is the key to this transformation. Since the
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strategies and public policies define the role of the citizen as an active
participant in governance and not only as a simple user, the public
administration will have to learn to reorganize their held information for
facilitating the transparency and democratic process of the making
decision, for the consensus building and for the dialogue and deliberation.
The most significant difference which proves the development based on
components is that none of the individual components are made in
accordance with other component that follows up their integrating services.
Each component is grownup in accordance with a general profile so it can be
integrated in different contexts and addressed to a larger market segment.
Therefore the generality of the components is an efficient action because it
allows software manufacturers to cover a wider market and in the same time
allows to the buyers the possibility to add features without initial
experience. But this is also an issue as these components have not been
created having as purpose”the integration”.
Taking in consideration all the above, one of the current objectives
of public administration is the integration of implemented applications in
order to increase their efficiency and the performance of the whole unit. The
compatibility is a major issue raised by these component-based systems
1
design. By compatibility, we understand the ability of two entities to
interact and this interaction should have a semantically meaning. For the
traditional software development any subordinated way newly created is
strongly customized according to requirements of the module super
ordinate. This module super ordinate incorporates and uses the
subordinated service. Therefore, all modules are compatible accordingly
with its own specifications and with parent module specifications. Computer
technologies meet these challenges offering various solutions, flexible and
efficient solutions Web-based, which provides access to information
2
anywhere and anytime in a secure environment . On the administration
level, web services are a valid alternative for consistent developing.

1

Colin Atkinson, Christian Bune, Hans-Gerhard Gross and Christian Pepper, Component-Based
Software Implement for Embedded Systems: An Overview of Current Research Trends, (Berlin:
Springer-Verlag Berlin), 2005, 2
2
Jackson Jeffrey C., Web Technologies: A Computer Science Perspective, New Jersey: Prentice
Hall, 2006
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Web services
The ability to switch data is an essential element for success. In the
same time at the level of one organization, we find implemented various
solutions for solving specific problems and for stoking and making data’s
switch and therefore the communication are not an easy one between them.
Web services have evolved as a practical solution, efficiency in terms of cost,
which provides the fusion of that information coming from several
applications, exceeding these barriers created by the use of the operating
systems, platforms and different languages.
A web service provides a defined set of features to achieve an
objective. If in the past a client could use only a application which was
installed on a local machine, today you can access an application from any
computer, from anywhere in the world by using different development
platforms such as C++, Web, Java or Borland Delphi and web standards such
as Hyper Text Transfer Protocol(HTTP), Extensible Markup Language
(XML), Web Services Description Language (WSDL) and Simple Object
Access Protocol (SOAP).
The web services objective is to provide any kind of application to a
client no matter what is the platform developed or the architecture
implemented, having in view to create an environment where every
customer, regardless the device used, desktop or mobile, has the ability to
identify a service network and use it as a local service.
Web services are widely used, to facilitate interoperability between
different hardware and software solutions, between different computer
architectures and application programming interfaces (API). Such
interoperability provides immediate benefits that enable faster integration
and lower costs of existing services.
Besides, it was mentioned statements for the development of
applications by combining multiple services into a single workflow. With
this functionality, the applications will be easier to adjust because the
services would be added or removed from that stream. Moreover,
interoperability will allow application developers to replace a service with
another one when technical or business reasons will require this. This
development perspective regarding SOA (Service-Oriented Architecture)
becomes reality through standardization and technology development
concerning web services.
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The service-oriented architectures implemented with web services
have fundamentally changed the business processes supported by those
distributed processing. These technologies bring to the forefront the
prospect of services available anytime, anywhere and on any platform.
Through web services operators can provide for their users high added-value
services, explore new business opportunities, increase their income and may
increase the degree of customer retention. There by expanding business
opportunities for developers allowing to promote their applications and
develop solutions that work in different environments and platforms.
In the present, the intense use of infrastructures and mobile
technologies is another trend that facilitates communication and
information access from any location at any time. Convergence of mobile
technologies and Web services, support the emergence of new business
service models and accelerates the development of fixed and mobile internet
technologies. Mobile technologies benefit from the advantages of
interoperability offered by web services. Interoperable messaging structures
lead to reducing time and integration costs, creating premises for the
embracement of Web services and opening new opportunities for
development.
The growing background of informatics systems brings together
various notions and elements. Between them, the code is right the final
language for expressing requirements. Languages can approach to the
requirements, the tools can help you parse and assemble these requirements
in formal structures but is always necessary the accuracy and therefore will
3
always need the code .
The use of information systems has contributed considerably to
streamline business processes. Yet over time, organizations were forced to
use more solutions for complete business automation and this resulted in
the emergence of limitations or blockages caused by incompatibilities and
lack of integration of the solutions used. This applications developed in
different technologies has become a standard communication need to be
independent of platforms and systems used until then.
Over the years, there have been several attempts, most of which
were representative:
3

Robert C. Martin, Clean Code: A Handbook of Agile Software Craftsmanship, New Jersey:
Prentice Hall PTR, 2008, 93
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●

DCOM – Distributed Component Object Model provided by
Microsoft
● RMI – Remote Method Invocation provided by the Sun
● CORBA – Common Object Request Broker Architecture provided by
OMG
In this context was necessary to define and impose an open
standard that does not belong to anyone and with the following main
features:
● The independence of architecture, operating systems, databases and
hardware such as PC, large machines or mobile devices
● Which can be used in every domain from simple solutions (P2P Peer to Peer) to systems EAI (Enterprise Application Integration)
and even systems B2B (Business to Business)
● To allow communication between applications running on low
speed connections
● To be modular
Possible solutions listed above do not meet fully the characteristics. In
this way has developed the web services (WS) standard. A web service is
based on SOAP, WSDL and UDDI. To be able to use these services we need
first a method by which to describe and organize data. This method is given
by XML.

Extensible Markup Language (XML)
To have an electronic communication it should be used a standard
trough it the information can be transmitted or received, plus it should be
understood by both parties and systems involved in communication. This
need has led to the definition of SGML (Standard Generalized Markup
Language). This standard is based on so-called markers, used to delimit the
beginning and end information. SGML standard was used for a long time
(more than 15 years) by large firms in very specific applications. Along with
the development of web technologies is required the use of a similar
standard, but to be more accessible and also to preserve its original standard
in describing fully the information contained. This is the definition of XML
as a derived standard from SGML as it is not belonging to any company and
it is an open standard used on any platform and for any type of data
transmission, preferable to implement web services.
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XML – Extensible Markup Language, is a specification of World
Wide Web Consortium (W3C) defining a meta-language for describing data.
XML provides the technological basis for Web services technologies.
Choosing XML for a project enables a large number of applications and
access to a community of experienced engineers. XML enables structured
data such as spreadsheets, contact lists, configuration parameters, financial
transactions or technical drawings. XML is a set of rules to create text
4
formats that allows data structure . XML makes it easy for a computer to
generate and read data, and ensure that the data structure is correct. XML
avoids common pitfalls in language design: it is extensible, platformindependent and supports internationalization and localization. XML is fully
compatible with Unicode character set.
Like HTML, XML uses tags (words between ‘<’ and ‘>’) and
attributes ( with form “name”=”value”). While HTML specifies what each tag
and attribute means and often, how they will appear the text marked with
these in the browser, XML uses tags only to delimit the data segment,
leaving the interpretation of these data into the application that read them.
Programs that produce spreadsheets, contact lists and other structured data
often keep the data on the hard, using a binary or text format. An advantage
of text format is that it allows the user to view the file if it is necessary, to
view the file without using the program that produced it the data can be
read with other text editors. Also text format makes errors debug easier for
developers. Like HTML, XML files are files that users are not forced to read
them, but may do so if it is necessary. Compared with HTML, XML rules
allow fewer variations. A forgotten tag or an attribute without quotes makes
an XML file unusable, while in HTML is permitted. XML specification
forbids to an application to try appreciating what the creator wanted to
make wrong, to a XTML file. If an error occurs, the application must stop
reading and report an error.
Because XML is a text format and uses tags to delimit data, XML
files are almost always higher than binary formats. XML designers have
taken this decision for some objective reasons. Text format advantages are
obvious and disadvantages can usually be replaced to a new level. Disk space
is cheaper than it was in the past. Compression programs can compress the
4

Floarea Nastase, Pavel Nastase, Web application technology: XML-DOM-ASP, Bucuresti, Ed.
Economica, 2002
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files very well and very quickly. In addition, communication protocols like
HTTP/1.1, basic protocol of the web, can compress data under way saving
bandwidth as well as binary format.
XML 1.0 is the specification that defines what tags and attributes
are. Beyond XML 1.0 is “XML family” is a set of modules (growing) that
provides useful services to meet important task and commonly used. XLink
describes in a standard way the addition of hyperlinks in an XML file.
XPointer is syntax in development, used to identify parts of an XML
document. A XPointer is similar to a URL, but instead to indicate a Web
document, this indicate a part of an XML file. CSS, Style Sheet language can
be used with XML as is used with HTML. XSL is advanced language Style
Sheet being based on XSLT, a transformation language used to rearrange,
add or delete tags and attributes. DOM is a standard set of functions for
manipulating XML (and HTML) in a programming language.
XML
Schemes 1 and 2 help developers to precisely define the structure of XML
files in the format they created. Other modules and utilities are still in
development.
XHTML the follower of HTML is an important application XML,
with the form of a document. XHTML has many of the HTML elements. The
syntax was partially changed to meet XML rules. A format based on XML
inherits XML syntax and a constraint in many ways (for example, XHTML
allows to use “<p>”, but not “<r>”); also adds understood to syntax (XHTML
said that “<p>” is “paragraph”, and not “price”, “person” or something else).
XML lets you define a new document format, by combining and
reusing other document forms. Because the two formats can use elements or
attributes with the same name, to eliminate confusion, XML has a
mechanism called namespace (domain for names). XSL and RDF are
examples of formats based on XML using namespaces. XML schema is
designed with this support for modularization. This modularity in the
definition of an XML document makes possible to combine two schemes to
form a third, which defines a combined document.

Resource Description Framework (RDF)
Resource Description Framework (RDF), defined of W3C, is a XML
text format that supports resource description and metadata applications
such as camera or photo collections. For example, RDF can allow people
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identification in a photo album (for web) using information from a contact
list; then mail client could automatically send an email to these people,
alerting them that their photos are on the web (on-line). Such as HTML
integrated documents, images, menu systems and forms, RDF are a tool that
allows a deeper integration to transform the Web to becoming a semantic
web.
Just as people need a convention to determine the meanings of
words also and computers need the same thing to communicate efficient.
Formal descriptions of a certain category (for example purchase or
production) are called ontology and are a necessary part of the Semantic
Web. RDF, ontology and representation enable computers to help people
work; these are a part of the Semantic Web Activity.

Web Services Description Language (WSDL)
WSDL is an interface that describes in detail the functions that
provide a web service. In other words, the WSDL is a description of
functions that are provided by SOAP servers starting from the indicated
UDDI.
WSDL can be seen as an XML document that describes the routines
used in applications, describes the web server location, data form that are
received from the communication routines and used parameters. Using a
WSDL document can automatically generate classes to access web service.
In this way the programmer is relieved from the duty to write these classes
manually. A WSDL file is an XML document that describes a Web service
using the six main elements:
● Port type - groups and describes operations that are performed by
service;
● The port - specify an address for a combination, for example defines
a communication port
● The message - describing the names and formats supported by
service
● Types - defines data types (such as were defined in XML schema)
used by the service for sending messages between client and server.
● The joint - defines the communication protocols supported by the
operations that provide services
● The service - specific URL address to access the service.
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WSDL document describing a Web service acts as a contract
between client and server web service. By adhering to this contract, the
service provider and consumer can exchange data in a standardized way
regardless of application and platform that operates.

Simple Object Access Protocol (SOAP)
To use a web service is necessary to use a way of data "packing"
organized in the form of XML's, to facilitate reading and interpretation by
the web server. In this way appeared SOAP (Simple Object Access Protocol)
standard that can be viewed as an envelope, containing information. The
media does not change from XML, and binary format is unconverted. Are
avoided past issues of inconsistency between different operating systems
and platforms used.
SOAP is an XML-based protocol defined by the W3C for exchanging
data over HTTP, being a simple and standardized method for sending XML
messages between applications. Web services use SOAP to send messages
between a service and its client/clients. Because all browsers and Web
services support HTTP, SOAP messages can be transmitted between
applications regardless of platform or programming language. This quality
provides web services their interoperability feature. SOAP messages are
XML documents that contain some or all of the following:
● The envelope - which specifies that the XML document is a SOAP
message that contains the message itself
● Header (optional) - contains relevant information related message,
such as the date on which the message was sent on authentication,
etc.
● Content - including message
● Error - carries information about an error occurred on the server or
client level in a SOAP message
Dates are sent between the client (clients) and Web service using
SOAP messages of request and response type, whose format is specified in
the WSDL definition. Because both the client and server adhere to the
WSDL contract when SOAP messages are created, guaranteeing that the
messages are consistent. SOAP protocol is being continuously improved and
standardized in order to achieve more effective interoperability.
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Universal Description Discovery and Integration (UDDI)
UDDI (Universal Description Discovery and Integration) makes
publication easy to search and locate available Web services to be called, is a
standard sponsored by OASIS (Organization for the Advancement of
Structured Information Standard). Often described as the Yellow Pages of
Web services, UDDI is a specification for creating an XML-based registry,
presenting information about organizations and web services they offer.
UDDI provides organizations a uniform way by which they can present their
services and discover services offered by other organizations. Although
implementations can vary, ussualy UDDI describes services using WSDL and
communicate via SOAP messages.
UDDI can be a private service within an organization or function as
a public service on the Internet. Registering a Web service in UDDI registry
is an optional step. To search a web service, a developer can query the UDDI
registry to obtain the WSDL for the service that wants to use. Developers
can also design their Web services so that customers receive automatic
updates on any changes of a service in a UDDI registry.

Service-Oriented Architecture (SOA)
SOA (Service Oriented Architecture - software architecture based
on services) is a type of software architecture that involves distributing
application functionality into smaller, distinct units - called service - that
can be distributed in a network and can be used together to create
5
applications for business . The large capacity of these services that can be
reused in different applications is a feature of service-based software
architectures.
These services communicate with each other by sending
information from one service to another. SOA is often seen as a solution to
distributed programming and modular programming.
SOA is a flexible, standardized architecture that contribute to better
connect the various applications and facilitates the exchange of information
between them. SOA unifies business processes by structuring large
applications in a collection of small modules called services. These
applications can be used by different groups of people both within and
5

Thomas Earl, Service-Oriented Architecture (SOA): Concepts, Technology nad Design, (New
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outside their company. Typically are implemented functionality that most
people would know that service such as for example: completing an
application online for an account, view a form or a bank account statement
online or make an order of an air ticket online. Main factors that ensure the
SOA projects success are evaluating technology options, design,
development, delivery and administration. In addition, the need to clearly
understand the service-oriented processing must be complemented by
understanding their own development environments, the constraints and
strategic objectives, to determine the optimal platform to achieve these
objectives.

Web services benefits
Between the main benefits, that Web services make available we find:
● integration of data and applications;
● versatility;
● code reuse
● reduce costs
Web services provide the interoperability premises that involve the
use of XML technologies that are independent of the developer, platform or
programming language and HTTP as a means of transport by which any
application can communicate with another. To exchange data with a service,
the client requests only the WSDL definition and no need for either party to
know how the other is implemented or in what format information is stored.
These advantages allow organizations to easily integrate applications and
different data formats. Web services are versatile by design. Can be accessed
by users via a web-based client interface or can be accessed by other
applications or Web services. A client can even combine data from multiple
Web services, for example to provide the user an application that updates
collections or ERP systems using a single interface-even if the systems are
incompatible. Because systems exchange information using Web services, a
change in the revenues for example, will not affect the web service. The
ability to reuse the code is another positive aspect of web services flexibility
and interoperability. The service can be used by many clients that engage
operations provided to achieve different objectives. Instead of creating a
custom service for each query unique, parts of service are simply reused, if
necessary. All these benefits translate into significant cost savings. Facilitate
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interoperability means eliminating the need to create custom applications
that involve high costs for data integration. Investments made in
infrastructure development and systems can be easily used and combined to
achieve a high added value. The benefit of using web services is that these
represent an independent standard of platform and the programming
environment used, and for the programming languages with included
support, these automatically occupy themselves of packing/unpacking SOAP
messages and the transfer of parameters/results. Thus, the programmer can
use the time to focus on the including method function and not on the
sending and receiving data.

eGovernment and transition to Web 3.0
The European commission has emphasize which are the main steps
that Europe needs to do for responding to the next wave of information
revolution, which will intensify in the next years, because of some trends
like social networking, the decisive orientation to online services, providing
services based on GPS and mobile TV, as well as the fast evolution of using
smart tickets.
The Europe lies in a position that allows it to exploit these trends as
a result of its politics that support the telecommunication networks opened
and oriented to competition, as well as the security and protecting personal
information. In the commission reports come up a new broadband
performance index which compare the performance from a national level as
regards of key elements like connection speed, price, competition, and the
coverage area. The internet of the future will radically change the society
where we live. The Web 3.0 concept signify availability anytime and
anywhere for the business and social environment, using the secured and
fast networks. Means the end of differentiation between fixed and mobile
lines. Webs 3.0 announce a significant increase in using digital technologies
until 2015. The Europe owns the know-how and the capacity at the network
level to accomplish this transformation.
The users from Europe have access to the improved and much faster
internet services: much more than a half of them had access to the
broadband internet over 2 Mbps, at the end of year 2007, a speed which is
two times bigger than a year ago and which support television over the
Internet. The broadband connections cover 70 % of rural population
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amongst those 27 member states, total coverage reaching 93 %. In the last
year the coverage of the broadband connections, in rural environment, in 25
member states, has increased by 8 %, prospects of increasing have
maintaining for the current period. This opens the way for a new generation
of Internet, and the potential for the European economy is clearly. While a
quarter of Europeans have used 2.0 websites in 2007, the bussines
applications for social networking will rapidly evolve. It is also stipulate an
worldwide increasing with 15% during 2006-2011, of a business web-based
software.
Small applications will need a total internet coverage. The concept
Internet of things represent a wireless interaction based on the Internet
between machines, vehicles, sensors and other objects. The evolution of
mobile devices allows the exchange of information or pay online by
accessing the internet. It is estimated that by 2015 over a billion mobile
devices will support such capabilities.
This context opens up new opportunities for business sector with
condition of maintaining the high level of investment in expanding access
areas to the high-speed connections and sustaining the work and research.
In the announcements of European commission it is specified that the
union.

Conclusions
Communication between processes is the key element of distributed
systems. This is based on sending messages to a lower level provided by the
network. The expression of communication through messaging is more
difficult than using primitives based on shared memory available on
undistributed platforms.
Modern distributed systems often consist of thousands or even
millions of processes spread across a network in which communication is
not secure, an example beeing the internet. Development of applications on
a wide coverage area is extremely difficult if the facilities of communication
primitive’s computer networks are not replaced with something else.
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Environment and tourism interact in very close terms, the relation being
strong and in many cases straightforward. The synergic interaction came into
reality in several forms of alternative tourism with a very dynamic evolution in
the last decades. Ecotourism, as the outmost of environment friendly tourism,
attracts more and more consumers and determines communities or
entrepreneurs to create a prolific economic framework. The paper explores at
what extent EU policies are prepared to harness the benefits of this
interaction. It resulted that tourism-environment combination is not only a
sector policy target, but also an important development levy for rural areas
and an effective protection means for nature conservation.
Keywords: EU, tourism policy, sustainable development, ecotourism, EDEN

Introduction
The last two decades revealed the importance of environmental
protection and that its accomplishment necessitates major changes in all
sectors of economic activity. In case of tourism, the environmental concern
induced changes on both sides: service consumers and service providers.
Eventually, it resulted in the emergence of new tourism forms, on the one
hand, and new approaches in the organization of tourism activities, on the
other.
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Tourism is amongst the most dynamic economic sectors and is
credited with a high potential for the start-up and sustainable development
at local level. Therefore, the question of how environmental objectives could
be integrated in tourism planning and organization becomes of great
interest for research. Indeed, the topic was widely approached in the
literature in a variety of settings, special focus being granted for market
segmentation, the ecological impact of visitors on wildlife, and community
based ecotourism [1].
The European Union’s leadership in terms of environmental
protection is well documented and widely recognized in the global policy
action. Meanwhile, Europe is the largest market for alternative tourism, 71%
of the eco-tourists originating in this area [2], [3]. It is easy to recognize an
overlapping that promises a synergic interaction. At what extent this
relation is acknowledged and transformed in specific policy measures in the
EU is the main question to be addressed by our paper. The first step is a
brief review of environment-tourism interaction in conceptual terms,
followed by an analysis of the European policy framework, focusing on
sector specific approaches, but also on the impact of other sector policies.

Environment-tourism interaction
Economy as a whole relies on nature and it could be expected that
internal feedbacks are sensitive enough to regulate the level of resource up
take in accordance with the laws that rule the processes of their formation.
In reality, this is not happening because the economic system is at certain
extent “blind” to the changes occurring in the natural environment [4]. This
is the basic cause of what we call today environmental degradation. If the
economic system is broken down to its components, it could be noticed that
the degree of “blindness” varies from one subsystem to another. The pattern
of this variation is given usually by the strength of the linkages between the
main driver of the economy – profit – and the state of the natural system.
Based on this logic, tourism is a good candidate for an environmental
supporter economic sector. Nonetheless, conventional tourism, also known
as mass tourism, found itself undermined by the same drivers that allowed
its spectacular development – natural resources.
The recognition of this self-destructive pattern came some decades
ago and induced a number of changes in tourists’ preferences on the one
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hand and in organization of tourism on the other hand. The environmental
upheaval played an important role by influencing potential tourists to
consider more and more seriously the criteria applied in their destination
selection. Keeping path with the general trend, in tourism was readily
adopted the concept of sustainability. Compared to other sectors, the
assimilation was easier because win-win situations were identified in many
areas (Fig.1).

Environmental
education

Global
understanding

Revenue
generation
Industry
replacement and
diversification

Cultural
exchange
Healthy living
(well-being)
Visitor
appreciation and
awareness
Biodiversity
maintenance and
improvement

NATURE TOURISM

Protected Area
justification and use
Employment

Livelihood
benefits

Regeneration of
local economies

Figure 1: Potential benefits resulting from nature tourism [4]
Sustainable tourism is defined by the World Tourism Organization
(WTO) as tourism that satisfies the needs of present tourists and host
regions, meanwhile protecting and enhancing the chances and opportunities
for the future. It is envisaged as a management approach that pursues the
total satisfaction of economic, social, esthetical needs, while cultural
integrity, essential ecological dimensions, biological diversity, and life
support systems are maintained. Sustainable tourism will focus on three
areas:
● quality – valuable experience for visitors and increased life quality
for host communities through cultural identity, poverty reduction
and environmental quality;
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continuity – exploitation is made at the optimum level that allows
the preservation and regeneration of the natural resources;
● balance between the needs of tourism industry, environmental
protection, and local communities by an equitable distribution of
benefits among stakeholders.
Besides the changes in terms of management of tourism,
sustainability brought also some structural transformations. The most
prominent one is the emergence and rapid development of the some
alternative forms of tourism. These forms are all forms of tourism that could
be not comprised within the conceptual scope of conventional tourism.
Although not all of them respect the tenets of sustainability (off-road trails
for instance) many rely on the close and intense experience in nature.
The highest degree of sustainability is in case of ecotourism, which
is just about to exceed the threshold of market niche and to be transformed
in a market segment that will soon account for a quarter of tourism market.
Although there are many definitions, three convergence areas could be
identified:
● attractions are based predominantly on nature;
● visitors interaction with attractions focus on learning and
education;
● experience and products management should follow the principles
and practices of ecological, social, and economic sustainability.
Most of the venues are in protected areas, but private land is
increasing in importance. The industry is dominated by small businesses,
which are quite volatile [5], especially then the partnership with the local
community is not well-managed [6]. Another challenging issue is quality
control and certification, since green washing is quite a widespread practice.
Other forms of alternative tourism that respect sustainability criteria are
agro-tourism and rural tourism, nature based tourism, camping. Rural
tourism is in fact the European translation of ecotourism, since in this area
nature is highly transformed giving little opportunity to experience genuine
wilderness. Instead, it is rich in cultural heritage with spectacular and wellpreserved traditions [2].
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Emergence of the European tourism policy
Tourism patterns as economic activity hindered its approach as a
public policy issue in general. Tourism products are much diversified and
highly fragmented. The type of tourism product is determined by the
combination of local tourism resources and local tourism services. Thus,
areas with similar natural or cultural resources could be providers of
different tourism product types and vice-versa. The tourism product is made
up by a number of components (travel agencies, tour operators, carriers,
hotels, restaurants etc.) and is consumed mainly at the site of tourism
destination. Thus, public policy approaches are less developed compared
with the social and economic importance of tourism [7].
This applies for the European approach too, where only in the last
decade there were undertaken steps towards a specific policy framework.
Since in this timeframe the environmental concern is widely recognized,
tourism policy approaches are developed by acknowledging sustainability.
Thus, the last three communications of the European Commission ([7], [8],
[9]) stress both the social and environmental implications of tourism
development and the potential of their streamlining towards sustainability.
Tourism has a special relation with sustainable development
because of the size of the sector, the straightforward relation with social and
natural environment, and its potential to become a tool for economic
regeneration and development. The size of this economic sector is outlined
by the indicators presented in Table 1.
Table 1: Size of tourism sector in EU (Source: [8], [9])
2005
2008
Indicator
Direct
Indirect Direct
Indirect
Number of businesses
2.0
1.8
(millions)
Employment (% of total)
12.0
4.0
12.0
5.2
Employment (millions of
jobs)
Contribution to GDP (%)

8.0

24.0

9.7

4.0

11.0

5.0
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Some of the trends recorded are also supportive. Thus, the sector’s
growth rate is beyond the average rate in terms of employment
opportunities. In addition, European tourism is prominent at global level,
being the number 1 tourism destination, but also the largest tourism market.
In 2008, there were recorded 370 million arrivals, representing 40% of the
world arrivals. This generated 266 million euro incomes, out of which 75
million were from outside EU. The demand for European destination is
increasing fast in developing countries with high economic growth rates.
Thus, the arrivals from BRIC (Brazil, Russia, India, and China) increased
from 4.2 million in 2004 to 7.6 million in 2008. What is relevant for
alternative tourism is the fact that the most significant growth is recorded
for health tourism and for natural and cultural heritage valuing tourism.
The main challenges for European tourism are the economic crisis,
international competition, demographic trends, and environmental issues
(climate change, water scarcity, biodiversity loss), and the integration of
information and communication technologies (ITC).
The European tourism policy will build on the action areas outlined
in the Europe 2020 strategy. The ones that are relevant for tourism are: An
industrial policy for the globalization era, Innovation Union, A digital
agenda for Europe, and An agenda for new skills and jobs. In 2010, April 14th
was held the Madrid Summit on tourism. The declaration adopted at this
occasion groups action in four areas:
● stimulating competitiveness in European tourism;
● promoting the development of sustainable, responsible and high
quality tourism;
● strengthening Europe’s image and profile as a collection of
sustainable and quality destinations;
● maximizing financial policies’ potential and the role of financial
instruments in tourism development.
Enhanced competitiveness of European tourism will be achieved by
the diversification of tourism services, innovation through the use of ITC,
improved professional skills, expansion of tourism season, and consolidation
of socio-economic knowledge base. The quality of tourism destinations is
strongly dependent on the state of natural and cultural heritage, while
sustainability will be pursued by considering environmental impact, use of
clean energy, protection of natural and cultural heritage, and quality of jobs.
In this respect, there are already in action some initiatives such as:
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●

Network of European Regions for a sustainable and competitive
European Tourism (NECSTour);
● European Destinations for Excellence (EDEN) – sustainable
development of tourism destinations.
Despite the strong commitment for the outlining and enforcement
of the European tourism policy its role remains complementary to local and
regional stakeholders who should take the lead in terms of action and policy
initiatives, since bottom-up approaches are the most appropriate for the
development of economic activities that are so strongly linked to local
specificities as tourism. This will be more prominent for the alternative
tourism activities, since the experience of authenticity necessitates local
approaches in accordance with the specificity of natural and cultural
heritage.

Sustainable destination as mechanism for sustainable
tourism development
The challenges to be addressed by sustainable tourism development
are numerous and divers. At European level, these include, but are not
limited to [10]:
● Seasonality of tourism demand;
● Tourism transportation environmental impact;
● Improved quality of tourism jobs;
● Maintaining and improving community wellbeing;
● Minimize resource use and waste generation;
● Preservation and valuation of natural and cultural capital;
● Increasing the accessibility of holidays;
● Using tourism as a tool for sustainable development.
Tourism destination is the main place where tourism products are
consumed. That means an opportunity for various tourism stakeholders to
meet physically, but also in terms of interest. Therefore, improving
sustainability will rely, amongst others, on how the interplays are managed
at this level. In order to develop a coherent policy it is necessary to undergo
the following steps:
● develop a policy mandate;
● situation analysis including resources assessment, tourism business
survey, visitors survey etc.;
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●
●
●

developing of strategic choices;
establishing an action plan; and
monitoring and review.
Based on this it was developed the EDEN project. It is based on
national competitions that take place every year and result in the selection
of a tourist “destination of excellence” for each participating country.
Through the selection of destinations, EDEN effectively achieves the
objective of drawing attention to the values, diversity and common features
of European tourist destinations. It enhances the visibility of emerging
European destinations, creates a platform for sharing good practices across
Europe and promotes networking between awarded destinations. The key
feature of the selected destinations is their commitment to social, cultural
and environmental sustainability. The recipients of the award are emerging;
little known European destinations located in the 27 Member States and
candidate countries.
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Figure 2: Annual index of tourism arrivals for EDEN
destination counties in Romania
In each year, the competition is performed under a thematic
approach. The EC establishes in collaboration with national representatives
a specific theme for competition and each participating country designate
an area that is considered the most representative one. Since 2008, Romania
193

Tourism and Environment – Towards a European Tourism Policy

Issue 5
August 2011

participated in this competition and obtained the EDEN designation for the
following areas:
● 2008: Horezu Depression for Tourism and local intangible heritage;
● 2009: Apuseni Natural Park for Tourism and protected areas; and
● 2010: Geoagiu Bai for Aquatic tourism.
The destinations are located in three different counties. The tourism
arrivals in these counties record high volatility, annual indexes ranging
between -21% and 29%. Although the impact of economic crisis could be
easily recognized, after 2009 each of these counties records a mild
improvement (fig.2). The interpretation of these patterns is biased by the
facts that other factors such as the economic and financial crisis impacted in
the same period and that the time frame from the designation moment is
very short. Therefore the patterns of this evolution could hardly be
interpreted as an effect of the EDEN destination yet. Nevertheless, this
neither means that the designation had no effect for the local tourism. More
in depth research, based on surveys could improve the knowledge on the
impact of the EDEN project in Romania.

Conclusions
Tourism is an economic sector in which the relation with
environment is manifested with enhanced intensity, strong enough to
permit the development of interdependencies between environmental
quality and the organization of economic activity. This special relation is
amplified by the recognition of the importance of environmental quality for
human wellbeing. Thus tourism is regarded more and more as a tool of
sustainable development. Meanwhile, a number of changes occurred, the
most prominent being the emergence of new tourism forms that strongly
depend on nature and cultural capital: ecotourism, agro-tourism, nature
tourism, camping etc.
The synergic potential of tourism-environment interaction is
recognized in the process of European tourism policy formulation.
Nevertheless, the main argument for approaching tourism as field of public
policy at European level is the economic one, based on the one hand on the
size of the sector, and on the other hand, on its dynamic pattern expressed
by the growth rates that are beyond average.
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European tourism policy goals are circumscribed to a basic request
– increasing competitiveness. Fulfilling this request means preserving
natural and cultural diversity, respectively promoting tourism forms that
permit the valuation of these resources in within the sustainability
framework. Since quality tourism is another distinctive note pursued to be
secured for the European tourism, it is important to develop the knowledge
base regarding this subject, especially considering the fact quality
certification in ecotourism is an area featured by paucity in contemporary
research.
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The financial sector in Kosovo after 1999 was almost non-existent. At that
time there were no banks functioning. On the 15 November on the same year
has been established the Central Bank of Kosovo entitled as the Banking and
Payment Authority of Kosovo (BPK). Now there are ten years past from the
establishment of the Central Bank of the Republic of Kosovo and the initial
functioning of Kosovo financial system. With the development of Kosovo
economical environment in general and its financial system development in
particular, the need for enlargement of objectives and functions of this
institution showed up. As a result of this on August 24 of year 2006, BPK was
transformed into Central Banking Authority of Kosovo – CBAK, through
which functions were increased, contemporaneous governing was applied and
“Kosovarization” process was made possible on CBAK governance. After the
declaration of independence on the 17 February, by entering into force of the
Kosovo Constitution on the 15 June 2008, the law on Kosovo Central Bank of
Republic of Kosovo became effective, by ensuring full functional, operational,
financial and personnel autonomy, by having one of the main objectives:
Foster the soundness, solvency and efficient functioning of a stable market
based financial system, encouraging market emergence of safe financial
instruments. The objective of this paper is to explain the role of the Central
Bank of the Republic of Kosovo in the establishment and the development of
the ten year old post-war Kosovo financial system, how and what should be
the mission and vision of CBK in function of further development of Kosovo
financial system.
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Introduction
The Banking and Payments Authority of Kosovo (BPK) has been
established in the summer of 1999 - immediately after the War in Kosovo,
after a great work done by a mixed group, consisted of both native and
international experts. It marks the first steps of the financial sector in
Kosovo. At that time, there were no banks functioning but only a few
months later, in December 1999 the first commercial bank in Kosovo MEB
(currently ProCredit Bank) was licensed. At this period of time when there
were no banks to undertake the payment function, BPK used to fulfill it
through its branches and sub-branches throughout the territory of Kosovo, a
function which has stopped completely after the establishment of other
banks in Kosovo. During the last 10 years the financial sector was built in
completely new foundations and it has reached a remarkable progress.
The legal ground on establishment of the banking industry came to
1
light with promulgation of UNMIK Regulation 1999/20 on Banking and
Payment Authority of Kosovo (BPK). Thus, the BPK was mandated to
licensing, regulation and supervision of financial institutions for further
incorporation into Kosovo market. This act provided for the basic legal
structure, which was sound at that time in licensing, regulation and
supervision of financial institutions.
2
UNMIK Regulation 2001/25 on Licensing, Supervision and
Regulation of Insurance Companies and Intermediaries promulgated in 2001
has enabled the exercise of supervision of five insurance companies
rendering motor third party liability insurance from UNMIK Pillar II. The
same year, the effective supervision and licensing authority was transferred
to the BPK.

1

UNMIK Regulation 1999/20 on Banking and Payment Authority of Kosovo

2

UNMIK Regulation 2001/25 on Licensing, Supervision and Regulation of Insurance Companies

and Intermediaries
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Nowadays, the Republic of Kosovo has a wide network of
commercial banks, insurance companies and other intermediaries. The
entire financial sector in the Republic of Kosovo is under private ownership
and the majority of them under foreign ownership.

Establishment of the Central Bank of the Republic of
Kosovo (CBAK)
The Banking and Payments Authority of Kosovo (BPK) was
established by UNMIK in 1999 in order to supervise the implementation of
the monetary and financial structure, in order to ensure an efficient and safe
system of payments, and in order to support the development of a sound
financial sector in the territory of Kosovo. Initially, in November of 1999, the
most important objectives of BPK were the supervision of the banking sector
and the conditions of payment services, which included the supply of a
sufficient quantity of banknotes and currencies. Later on the role of BPK
increased and broadened, including the licensing, supervision and
regulation of all financial institutions (along with insurance and pension
funds). In August of 2006 the Special Representative of the Secretary
General (SRSG) signed a new regulation by means of which the Banking and
Payments Authority of Kosovo (BPK) was transformed into the Central Bank
of Kosovo (CBAK). The key objectives of CBAK according to this regulation
are to:
● stimulate safety, the ability of payment and efficient functioning of
a stable financial system based on the market, by encouraging the
entry into the market of safe financial instruments, and
● support the general economic policies in Kosovo, with the aim of
contributing to the efficient distribution of resources in accordance
3
with the open market economy principles .
With the entry into force of the Constitution of the Republic of
Kosovo on June 15 2008, the Central Banking Authority of Kosovo has been
transformed into the Central Bank of the Republic of Kosovo (CBK). On the
27 July 2010, Kosovo Assembly approved the law no. 03\L-209 on ‘’Kosovo
Central Bank of Republic of Kosovo’’.

3

CBAK-Central Banking Authority of Kosovo, Annual Report 2007, page 86
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The CBK, a successor to the Banking and Payment Authority of
Kosovo and to the Central Banking Authority of Kosovo, shall be a public
legal subject based on Articles 11 and 140 of the Constitution and this Law,
having administrative, financial and managerial autonomy. As part of its
mandate to ensure a healthy financial bank, CBK supervises and regulates
the activities of banks and other institutions offering banking services. As
the regulator, it drafts regulations on the establishment of banks and other
institutions acting as banks, and its licenses their activity. As the supervisor,
CBK follows, discusses and monitors the activities of these institutions to
ensure that they are safe and that they act in compliance to the laws and
rules in force.
CBK main objectives, according to the law include:
● The primary objective of the Central Bank shall be to foster and to
maintain a stable financial system, including a safe, sound and
efficient payment system.
● An additional objective of the Central Bank, which shall be
subordinated to the primary objective of the Central Bank, shall be
to contribute to achieving and maintaining domestic price stability.
● Without prejudice to attainment of these two objectives, the Central
Bank shall support the general economic policies of the
Government.
● The Central Bank shall act in accordance with the principle of an
open market economy with free competition, favoring an efficient
4
allocation of resources .
CBK as a responsible institution for licensing, supervision and
regulation of financial institutions has taken measures to ensure an efficient
development of financial sector in Kosovo and to ensure a competitive,
sound and efficient financial sector based on the free economy. CBK
maintains the financial sector stability through supervising functions based
on off-site monitoring of reports submitted to CBK by financial institutions
and on-site inspection of activities of financial institutions.

4

http://www.bqk-kos.org/?cid=1,2
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Bank Supervision
Through supervising activities, the bank supervision ensures that
commercial banks, micro-financial institutions and other financial
intermediaries exercise their activity in compliance with the applicable legal
framework. Development of banking sector in Kosovo has had quite a
progressive trend. With the increase of trust in banking system, citizens
have constantly used banks for their savings which has an impact on the
increase of liquidation and consequently in creation of more opportunities
for banks to give loans from which benefits Kosovo economy.
MEB, established with the initiative of several internationally known
financial institutions, led the incorporation of financial banking institutions.
Establishment of financial banking entities went on further whereby after
the first three years, the banking industry was extended and consolidated in
dynamic manner to come to seven banks in total. Year 2009 defines the
banking industry with eight (8) commercial banks with full ownership or coownership from Slovenia, Austria, Germany, Albania, Turkey and Serbia.
Establishment of banks and development of branches and sub-branches
during this period was in function of bringing the financial products and
services closer to citizens.
Table below indicates in comparative manner the extraordinary
progress of the financial institutions in Kosovo:
Table 1: Trend of financial growth of the financial sector (in 000 EUR)
Description
Deposits Number
(banks)
Amount
Number
Loans
(banks)
Amount
Number
Loans
(MFI)
Amount
No. of bank offices
No. of IMF offices
No. of money
transfer offices
No. of exchange
agents

2004
580,741
697,146
65,106
370,492
22,286
39,856
213
50

2005
635,821
839,052
86,424
513,876
33,119
59,387
239
47

2006
687,457
923,900
102,717
610,016
35,541
57,723
220
47

2007
983,626
1,128,557
153,598
862,658
42,825
73,836
232
49

2008
1,207,729
1,443,938
242,099
1,158,146
50,127
93,648
274
53

2009
1,363,431
1,753,405
262,291
1,264,987
57,485
109,011
295
53

2

4

5

5

5

5

4

6

13

23

21

21

201

Role of Central Bank in the Establishment and the Development of
Financial System in Post-War Kosovo

Issue 5
August 2011

Source: Erdin Maloku, Politika monetare dhe Banka Qendrore e Republikës së Kosovës –
avantazhet dhe disavantazhet e përdorimit të euro-s në Kosovë, Prishtinë, 2010, page 17

On the above table it is indicated clearly that loaning activity by the
financial institutions has marked a growth. In addition to banks, the microfinance and nonbanking institutions have also been incorporated in
financial industry. The role of these institutions was crucial for business,
mainly agricultural businesses, and their contribution was critical in
extending financial support to different projects in segmented market in
those parts where banks were not present.

Supervision of Insurances and Pensions
Supervision of Insurances and Pensions is also conducted by CBK as
an integrated supervisor for all financial institutions. Supervision of
insurance companies was transferred from UNMIK pillar to BPK in 2001,
whereby 5 insurance companies supervised by UNMIK Pillar II were
transferred into BPK supervision to continue with licensing, supervision and
regulation of all existing and future insurance companies.
In 2006, the number of insurance companies came to nine, six of
which operating mainly with foreign capital whereas three of them
operating with entire local capital. The primary activity was the motor third
party liability product where 71.2 % of premiums were related to this
5
product whereas the other part was related to voluntary products .
Consolidation of Insurance industry continued in the upcoming years
whereby we have a presence of foreign capital in insurance companies such
as Joint Vienna Group, Grawe Insurance Group and UNIQA Group from
Austria, and New Sava from Slovenia. During 2007, there have been district
developments in legal regulative on Insurances and Pensions. A significant
moment in this period was the establishment of legal framework on life
insurance, which was followed by the licensing of the first company to
render Life Insurance services in Kosovo.
Pension system in Kosovo was established pursuant to UNMIK
6
Regulation 2001/35 (“Regulation”) which entered into force on 1 March
5

Monography of Central Bank of the Republic of Kosovo (1999-2009), Prishtina, 2010, page 17

6

UNMIK Regulation 2001/35 on Pensions in Kosovo
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2002. The Pension system in Kosovo according to this legal Framework is
composed of three categories:
● First Category – Basic or Seniority Pension
● Second Category – Compulsory Pension (Savings Pension – Kosovo
Pension Savings Trust)
● Third Category – Supplementary Employer
Pension and Supplementary Individual Pension First Category –
Basic or seniority pension is supervised by the Ministry of Social Welfare,
whereas the second and the third category are supervised by CBK.
With further development of market economy, there was an
emerging interest to license the Private Supplementary Voluntary Funds and
accordingly in 2006, CBK licensed the first Slovene-Kosovo Pension Fund as
an insurer of the individual voluntary pensions and Manager of pension
properties.

Registered financial institutions in Kosovo
Currently Kosovo financial system is composed of eight (8)
registered banks with 296 branches, fourteen (14) micro-financial
institutions, seven (7) non-banking financial institutions, twenty one (21)
registered offices for currency exchange, ten (10) general insurance
companies, one (1) life insurance company, one (1) provider for pension
7
funds and Assents Management .

The development of financial sector in Kosovo
The trend of growth of financial sector in Kosovo has continued
since its establishment, as per the number of the institutions as well as per
the value of assets.
Table 2: Number of financial institutions
Years

7

Commercial

Insurance

Pension

Financial

Banks

Companies

Funds

Auxiliaries

http://www.bqk-kos.org/?cid=1,7
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2002

7

8

5

5

16

2003

7

8

6

6

18

2004

7

8

6

6

16

2005

7

8

5

10

15

2006

6

9

7

18

20

2007

7

10

2

28

16

2008

8

11

2

26

16

11

2

26

14

2009
8
Source: Annual Reports of CBK

Banking sector remains the main pillar of the Kosovo financial
sector, managing around 74.8 percent of assets. On the other hand, as a
8
result of positive returns on KPST investments during 2009, the share of
pension funds’ assets reached at 13.3 percent of total financial sector assets.
Microfinance institutions represent another pillar of the Kosovo financial
sector, whose assets increased their share in the financial sector at 5.1
percent in December 2009. Insurance companies and financial auxiliaries
are presented with low participation within the total financial sector assets.
On the December 2009, these institutions participate by 3 percent
respectively 0.1 percent on the financial sector of Kosovo.

Structure of the banking sector
In the Kosovo banking sector operate eight commercial banks and the
structure of the banking system did not change with regard to ownership.
The banking sector is dominated by six foreign banks accounting for 91.1
percent of total banking sector assets, while two banks are owned
domestically (8.9 percent of total assets). The foreign capital mainly
originates from the EU countries, such as Germany, Austria and Slovenia,
whereas a smaller portion originates from Turkey and Albania.
The market structure of the Kosovo banking sector remains
9
characterized by a high degree of concentration, where three largest banks
manage 81.4 percent of total assets. A similar degree of concentration

8
9

Kosovo Pension Savings Trust
ProCredit Bank, Raiffeisen Bank and NLB Prishtina
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prevails also in the loan and deposit market. Compared to same period of
the previous year, it is noticed a decline in the degree of concentration. The
lower degree of concentration has primarily resulted from the faster growth
of assets of smaller banks, while larger banks were characterized with a
slower expansion of assets due to their more conservative lending policies in
the reported period.

Financial intermediation activity
Assets of banking sector in Kosovo reflected a growing trend during
the entire period under analysis, but by a slow rhythm in 2009. In December
2009, banking sector assets reached at euro 2.1 billion (56 percent of GDP),
indicating an annual growth of 21.5 percent.
The growth in financial intermediation during 2009 can be shown
by the growth of loans and deposits. In December 2009, total loans extended
by the banking sector reached at euro 1.3 billion (33.7 percent of GDP), an
annual increase of 9.2 percent. However, the growth rate of loans over this
period was lower compared to the same period of the previous year when
loans grew by 33.9 percent. The lower growth rate of lending activity reflects
new circumstances in the domestic economy as a consequence of the global
crisis. In this context, banks applied more conservative lending policies,
especially with regard to enterprise lending.
Deposits at the banking sector recorded an annual growth of 21.4
percent, amounting at euro 1.8 billion or 43.3 percent of GDP. The growth
rate of deposits until December 2009 was lower compared to the same
period of the previous year. The reduction of some important sources of
finance for the Kosovo economy (e.g. remittances) had a negative impact on
the level of national savings. Bearing in mind that the commercial banks’
lending activity in Kosovo is mainly financed from domestic deposits, a
further slowdown in deposit growth might lead to further credit tightening.
The growth rate of deposits during this period was higher than the growth
rate of loans. The continuous increase in deposit interest rates may have
contributed positively to this outcome. Nevertheless, a greater
inter‐institutional cooperation aimed at reducing the informality in the
domestic economy would contribute to the decrease of cash transactions,
with positive implications for the level of deposits at the banking sector.
This in turn would facilitate further expansion of banking sector lending.
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Banking Sector Balance Sheet
Within the structure of assets of banking sector, loans continue to
compose the largest part of the assets by a percentage of 56.7. Participation
of securities has continued to decrease and on the December 2009 was only
at 2.5 percent. The decline of investments in securities started to take place
at a larger scale early 2008 as a result of the partial shift of investments from
securities towards the credit to the domestic economy – characterized with
higher returns. Whereas, the recent decline in these investments is mainly
attributed to the negative developments in the international financial
markets. A growing trend is noticed on the participation of the external
commercial banks in December 2009 presented 21.5 percent of the total
assets.
Table 3: Structure of assets
Description

2004

2005

2006

2007

2008

2009

Cash and balances with CBK

14.6%

13.7%

12.8%

13.8%

12.6%

15.4%

Balance with commercial banks

23.3%

23.0%

22.1%

15.2%

17.8%

21.5%

Securities

14.1%

8.6%

9.0%

5.8%

1.1%

2.5%

Loans and lease financing

44.6%

51.1%

52.6%

60.1%

64.1%

56.7%

Fixed assets

2.0%

1.8%

2.0%

1.9%

2.2%

2.0%

Other assets

1.4%

1.8%

1.4%

2.9%

2.3%

2.0%

Source: Annual Reports of CBK

The exposure of banking sector assets to the external sector is
equivalent to 11 percent of GDP. The banking sector assets that are invested
abroad mostly comprise deposits at commercial banks and investments in
securities. Whereas, the major part of banking sector assets (89 percent of
total) is invested in the domestic economy. As a result, the Kosovo banking
sector was less sensitive to the turmoil that occurred in the international
financial system.
The structure of banking sector liabilities has not undergone
substantial changes compared to the previous periods. Deposits continued
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to constitute the largest part of the liabilities, accounting for 83.7 percent of
total liabilities or euro 1.8 billion. The second largest category of banking
sector liabilities are own resources, which account for 9.8 percent of the
total. The increase of the value of subordinated debt from euro 7 million in
December 2008 to euro 24 million in December 2009 represents a more
fundamental change in the structure of banking sector liabilities. One
explanation for the increase in the value of the subordinated debt may be
that commercial banks are taking advantage of the decline in the cost of
funds abroad. However, this could also be a response of banks to the
slowdown in the growth rate of deposits. Deposits continue to represent the
main source of finance for the banking sector, hence the exposure of
commercial banks to the fluctuations in the cost and supply of capital in
international market is considered as low.

Banking sector performance
The slowdown of the banking sector lending had a direct impact on the
10
profits . The net profit of the banking sector in December 2009 amounted
at euro 25 million, which is for 30.4 percent lower compared to the same
period of the previous year. This decline resulted from the lower growth rate
of revenue. The income of the banking sector recorded an annual increase of
9 percent. On the other hand, banking sector expenditures were less
responsive to the slowdown in the lending activity, recording an annual
growth rate of 29 percent. As a consequence of the lower profit, the
profitability indicators of the banking sector recorded a substantial decline.
In this context, the Return on Average Assets (ROAA) declined to 1.5 percent
(annualized) for year 2009 from 2.4 in 2008. The Return on Average Equity
(ROAE), which is also an important profitability indicator, stood at 12.8
percent compared to 20.2 percent in the same period of the previous year.
The decline in the value of ROAE is primarily attributed to the lower level of
profit before tax compared to the previous year. The lower profitability of
the banking sector was primarily driven by the decline of the banking sector
profit margin, which is a consequence of banking sector income increasing
at a lower rate compared to expenditures. Another negative impact on the
profitability of the banking sector was posed by the decline of the risk level,
10

Financial sector bulletin, Prishtina, 2010, Pg.17
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which reflects the slowdown in credit by the banking sector. Even though
the decline of the risk level had negative impact on the profitability, the
overall impact on the stability of the banking sector may be positive, since it
suggests that banks are undertaking lower risks.
The lower growth rate of banking sector is income is mainly
attributed to the lower rate of income from interest, and specifically to the
lower growth rate of interest income on loans. In addition, the decline of the
EURIBOR rate led to a lower level of income from the placements with
banks abroad. A lower growth rate was recorded also in other sources of the
banking sector income, such as fees and commissions. The main source of
the banking sector income continues to be represented by interest income
on loans, which in December 2009 accounted for 81 percent of total banking
sector income. The high reliance on this source of income reflects the
overall structure of the Kosovo banking sector assets, where loans account
for the largest share.
Table 4: Banking sector income statement, in millions of euro
Description

2004

2005

2006

2007

2008

2009

Income

74,199

95,356

115,025

155,697

193,859

200,762

Interest income

54,562

72,223

88,805

117,692

155,708

163,230

Non-interest income

19,637

23,133

26,220

38,005

38,151

37,533

Expenditure

64,167

82,376

94,859

122,625

157,490

175,462

Interest expenditure

9,717

15,432

19,910

25,826

38,097

52,174

Non interest expenditure

13,684

14,388

13,713

20,308

22,203

32,643

General and
administrative expenses

37,137

49,274

54,839

68,443

86,002

87,087

Net income before tax

13,661

16,262

26,562

41,120

47,557

28,858

Provisions for tax

3,629

3,282

6,396

8,048

11,188

3,560

Net profit /loss for period

10,032

12,980

20,166

33,072

36,369

25,298

Source: Erdin Maloku, Politika monetare dhe Banka Qendrore e Republikës së Kosovës –
avantazhet dhe disavantazhet e përdorimit të euro-s në Kosovë, Prishtinë, 2010, page 27
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Similar to the previous periods, interest expenditures have
continued to grow, resulting from the increase in deposits as well as the
increase in deposit interest rates. A growth has been occurred in the noninterest rate spending in December 2009 there was a participation by 19
percent of total spending of banking sector. The increase of non‐interest
expenditures is mainly attributed to provisions for loan losses, which in
December 2009, increased annually by 47 percent, as a result of the
potential increase of non‐performing loans. The higher growth rate of
banking sector expenditures compared to the growth rate of income led to a
cost‐to‐income ratio of 86.3 percent in September 2009 compared to 73.1
percent in September 2008, implying lower banking sector efficiency during
this period.
Banking sector indicators suggest that the Kosovo banking system
continues to have a high level of sustainability. Capital Adequacy Ratio
(CAR) is important indicators, which determine the bank’s capacity in terms
of meeting liabilities and cover the potential losses from credit risk. This
indicator is expressed as a ratio between the banks’ capital and
risk‐weighted assets. In December 2009, the CAR for the banking sector was
17.9 percent, exceeding the minimal requirement of 12 percent. All banks
operating in Kosovo are well capitalized with no difficulties meeting
minimum requirement for CAR.
Another important indicator for the assessment of the banking
sector soundness is the quality of loan portfolio. The Kosovo banking sector
traditionally was characterized with low levels of non‐performing loans
(NPL). The share of NPL to total loans averaged at 3.4 percent for the period
2006 ‐ 2009. However, the weaker performance of the real sector and
slowdown in lending, to some extent, reflected negatively in quality of loans,
thus increasing the share of NPLs to total banking sector loans at 4.3 percent
in December 2009. The commercial banks operating in Kosovo and the
Central Bank continuously applied a more conservative approach with
regard to the coverage of non‐performing loans by provisions for loan losses.
This may well describe the risk‐aversion of the commercial banks and the
Central Bank. As a consequence, NPLs have continuously been covered by
more than 100 percent with provisions, while this ratio reached at 140
percent in December 2009. Moreover, the results from the stress‐test
exercise conducted by the central bank based on different scenarios suggest
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that the banking sector in Kosovo is capable of sustaining even higher levels
of non‐performing loans.
Table 5: Non‐performing loans and loan loss provisions
Description

2004

2005

2006

2007

2008

2009

Problematic loans\loans

6.5%

7.1%

6.7%

4.8%

4.7%

6.60%

Non-performing loans\loans

2.4%

3.5%

4.1%

4.1%

3.3%

4.30%

204.1%

121.0%

124.0%

118.3%

136.8%

140.80%

Loan loss reserves\Nonperforming loans
Source: Annual Reports of CBK

From the data as of December 2009 it can be observed that the
Kosovo banking sector has a satisfactory liquidity position. Deposits, as the
main source of liquidity for banks, have continued to increase at a higher
rate than loans. The loan‐to‐deposit ratio in December 2009 was 72.1
percent, which is lower than the ratio of 80 percent recommended by the
Central Bank, suggesting strong liquidity position of the banking sector.
Table 6: Liquidity indicators
Description

2004

2005

2006

2007

2008

2009

Loan\Deposit

53.9%

61.2%

65.9%

76.4%

80.2%

72.10%

Liquid assets\Assets

50.2%

43.4%

42.6%

35.0%

31.5%

39.4%

Liquid Assets\Deposits

57.7%

49.8%

50.7%

42.2%

37.6%

47.1%

Liquid Assets\liabilities

54.7%

47.0%

47.0%

39.4%

35.4%

43.6%

Source: Annual Reports of CBK

The improvement in the liquidity position of the banking sector is
also shown by the share of liquid assets to total assets, which in December
2009 reached at 39.4 percent. The improvement of banking sector liquidity
position was mainly driven by the lower growth rate of loans. However, also
the anticipation of the withdrawal of PTK deposits, which from October
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2009 were transferred to the Government of Kosovo as dividends, might
have pressured banks to strengthen their liquidity position. The withdrawal
of these deposits can limit the banking sector capacity to expand lending
activity. Despite the turmoil in the external financial sector, all the banks
operating in Kosovo have had a good state of liquidity during the time when
global crisis evolved, servicing all their liabilities without difficulties.

Pension funds
The pension system of Kosovo continues to operate as a modern
scheme, which is organized on three main pillars. The first pillar refers to
the basic pension provided by the Government of Kosovo, which is paid to
all individuals over the age of 65. The second pillar is managed by the
Kosovo Pension Savings Trust (KPST) and consists of the mandatory
contributions, which are paid by the employer and the employee, each
contributing by 5 percent of the employee’s salary. The third pillar
represents the voluntary pension scheme where, in addition to the KPST,
also the Slovenian‐Kosovo Pension Fund operates.
Among the financial institutions operating in Kosovo, the KPST was
mostly affected by the global crisis. The impact of the crisis on the KPST was
mainly manifested with the decline of its share prices on the investments
abroad. In February 2009, the unit price of the KPST shares reached the
lowest level accounting for 0.796 euro per unit. The fluctuations in the value
of KPST investments were in line with the general developments in the
global financial markets.
The performance of the global markets began to improve after the
second quarter of the 2009. This improvement also reflected in the
performance of KPTS shares. As a consequence, by September 2009, the
value of the KPST share increased to 0.95 euro per unit. Positive
developments continued to take place also during the remainder of the year.
As a result, the KPST investments recorded positive returns on, which in
September 2009 reached the value of euro 35.6 million.

Insurance companies
In the insurance market of Kosovo currently operate eleven
companies, of which eight have foreign ownership and three are
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domestically owned. The insurance companies’ assets continued to grow,
reaching euro 80.1 million in December 2009. The structure of the assets
continues to be dominated by the deposits that compose 67 percent of total
assets. The liability structure is dominated by the shareholders’ capital,
which recorded an annual growth of 13 percent in December 2009 and
represented 51 percent of total liabilities. Another important category of
liabilities consists of the technical reserve which represents 44 percent of
total liabilities.
The insurance sector continues to show positive results, both in
terms of the number of insurance policies sold and the value of premiums
received. In December 2009, the number of insurance policies sold reached
404 thousand, which represents an annual increase of 8 percent. Whilst the
value of premiums received increased to euro 53 million in December 2009.
The increase of the value of premiums received was also supported by the
development of life insurance products. The value of premiums generated
by the life insurance products reached at euro 15 million in 2009 from euro 7
million in 2008. Nevertheless, the largest share of premiums received
continued to be generated by the insurance of motor vehicles through the
Third Party Liability (TPL) policies, which represented 53 percent of total
premiums received. The value of premiums received from TPL policies in
December 2009 amounted at euro 29 million, which is for 1.5 percent lower
than in December 2008. Another source of income for the insurance
companies comprises of border insurance policies. The value of premiums
generated by this type of policies amounted at euro 10 million in December
2009 (euro 9 million in December 2008).
The value of claims paid by the insurance companies reached at
euro 23 million in December 2009, which represents a decline of 2 percent
compared to the same period of the previous year. This resulted primarily
from the decline in the value of claims paid to the holders of TPL policies,
which in December 2009 amounted at euro 12 million that is for 12 percent
lower than in December 2008. As a consequence, the ratio between claims
paid and premiums received declined at 24 percent in December 2009 from
40 percent in December 2008.
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Micro‐Finance Institutions
The micro‐finance institutions (MFI) represent an important sector
in the Kosovo financial system, and are continuously increasing both in
terms of the number of institutions and in terms of the value of assets. In
December 2009, the number of micro‐finance institutions operating in the
Kosovo financial sector increased at 19 from 16 that were operating at the
same period of the previous year.
The total value of MFI assets reached at euro 134 million, which
represents an annual increase of 35 percent. The structure of assets is
dominated by loans, which in December 2009 accounted for 81 percent of
the total assets. The amount of loans extended by MFI reached at euro 109
million euro in December 2009, which represents an annual growth of 22
percent. Loans issued by MFI are predominantly small loans, a substantial
part of which is dedicated to the financing of agriculture projects. The
growth trend of loans issued by MFI was similar to the previous periods. As
a result, the share of loans issued by MFI to the total amount of financial
sector loans increased at 8 percent in December 2009 from 7 percent in
December 2008. The main source of finance for the MFI activity continues
to be represented by credit lines received from abroad, which in December
2009 reached at euro 80 million or 54 percent of total liabilities.

Conclusions
The Central Bank of the Republic of Kosovo, a successor to the
Banking and Payment Authority of Kosovo and to the Central Banking
Authority of Kosovo, is an independent juridical entity with full capacity as
an legal person under the law applicable in the Republic of Kosovo.
The CBK enjoys operational and administrative autonomy and
function outside the framework of the Kosovo governmental structures and
the Kosovo Civil Service. The CBK and the members of its decision-making
bodies are independent and are not bound by its instructions of the
government or any other authorities in carrying out their legally defined
tasks, nor may they seek their guidance or direction. The CBK is responsible
for the maintenance of the Euro currency, which is in use as the legal tender
in the Republic of Kosovo. The CBK manages and oversees the banknote and
coin circulation in line with the best practices and standards.
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The CBK maintains its financial independence through consistent
earnings with respect to cost efficiency of its activities and operations. Since
the CBK does not generate income through monetary operations, its
earnings are market determined. The CBK sets fees and charges related to
the provision of its services according to the best standards and practices.
The primary objective of the CBK is to preserve the value of its financial
assets and maintain its capacity to support the liquidity of the financial
sector jointly with the Treasury of the Ministry of Economy and Finance.
The mission of the CBK is to safeguard the financial and monetary stability,
to ensure an efficient payment system, and the supply with cash, to provide
economical advises to public entities through development of the financial
market, and to contribute to the sustainable economic development of
Kosovo.
The vision of the CBK should be to offer particular and valuable
contribution to development and sustainability of the financial sector in
Republic of Kosovo, in order to be on the group of the efficient and effective
national banks and to contribute on the process of full membership of
republic of Kosovo in the institutions of European Union. In all of its fields,
it should make efforts to achieve the highest level of excellency,
competency, integrity, efficiency and transparency.
In compliance to the vision and it mission, the CBK should build
and implement strategies, which enable to promote and ensure financial
stability and to contribute to the growth and successful economic
development of Republic of Kosovo in the future. The objectives of this
strategy should be:
●
●
●
●
●

To promote and foster financial stability in the Republic of Kosovo
To support general economic policies to achieve sustainable
economic growth in the Republic of Kosovo
To ensure development of contemporary interbank systems and to
provide effective banking services to customers
To promote sound development of the financial sector in the
Republic of Kosovo
To contribute to the processes for integration into European Union
and other international institutions
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Humans dependence on nature is beyond doubt one of the most powerful
evidence that supports the thesis of environmental protection. This relation is
manifold and it was approached in various frameworks. The paper focuses on
the conservation of nature in its narrow sense, meaning natural ecosystems
and biodiversity. Although this topic is among the top priorities in
environmental policymaking, the progresses recorded to date are not
reflecting this position. The analysis aims to highlight the main policies and
strategies and the developments for new actions targeting improved
effectiveness.
Keywords: biodiversity, multilateral agreements, Natura 2000, Athens
message, action plans

Introduction
Increasing population and the accelerated economic growth in a
number of developing countries are the main drivers of environmental
degradation. One of its forms is biodiversity loss, meaning the depletion of
genetic resources, species variety, and natural ecosystems coverage. These
processes accompanied the entire human history and reached a point, which
is considered to be critical for the safety of human society. Thus, 60% of the
ecosystem services are used unsustainably and the path of extinction is
comparable with the rates of historical mass extinctions [1]. Meanwhile,
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biodiversity is a dependent variable of climate, and the current global
concern on anthropogenic change justifies further threats to biodiversity [2].
Despite prolonged efforts invested in nature conservation going backs as far
as the XIXth century, biodiversity is still threatened.
These facts pushed biodiversity on the top of environmental
priorities and fostered the policy making to seek for innovative approaches.
We address these approaches by analyzing the most important nature
conservation policies at two levels: global and European, in order to create
the framework for identifying the relations between policy measures and
biodiversity protection outcomes.

International agreements and conventions
Natural ecosystems and, generally, the variety of life forms that
cohabitate with humans are inscribed in a complex network of
interdependencies which has connections that are far from being identified
and explained. Although scientific explanations, and even more economic
information, are not always available, the conservation idea was applied
from early times with the establishment of the first national park – the
Yellowstone National Park (USA) in 1872. Along time, the nomination and
objectives of protection categories changed in accordance with the legal and
institutional framework from each country.
Since ecological interdependencies are related mostly with the
physical patterns of space and less with their economic, social, and political
“architecture” it became obvious the need of international collaboration that
allows integrated approaches, global and regional action plans. This need
was addressed by establishing in 1948 the International Union for Nature
Conservation (IUCN) (Box 1).
Box 1: The International Union for Nature Conservation – IUCN
IUCN – The World Conservation Union
After an international conference organized at Fontainebleau (France),
in 5 October 1948, it was established the International Union for Nature
Protection (IUPN). In 1956, the organization changed its name,
becoming the International Union for Nature Conservation and Natural
Resources (IUCN), and since 1990, it is shortened to IUCN – The World
Conservation Union.
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Resources (IUCN), and since 1990 it is shortened to IUCN – The World
Conservation Union.
The union comprises member from 140 countries, representing 70 states,
100 governmental agencies, and 750 NGOs. In the six global commissions
work together more than 10000 scientists from 180 countries. The
members are involved in 500 projects, creating a genuine “green
network”, that comprises:
● partnership network: among institutions and people for the
surveillance of conservation and ecosystem restoration;
● innovation network: concentrates the economic incentives and
the social power for conservation;
● action network: promote the equitable distribution of nature
conservation costs and benefits among stakeholders.
Mission: to influence, encourage and assist societies throughout the
world to conserve the integrity and diversity of nature and to ensure that
any use of natural resources is equitable and ecologically sustainable.
Vision: a just world that values and conserves nature.
Activity:
● policy consultancy and technical support for global secretariat
and for partners of international conventions;
● assessment of new sites proposed by governmental partners for
World Heritage;
● monitoring species at world level and publishing annually the
“red list”
● technical assistance for the elaboration of National Biodiversity
Strategies and Action Plans;
● collaboration with partners in forest ecosystem and watershed
protection;
● technical support for national environmental law and natural
resources management strategies;
● knowledge spreading and expertise.
Commissions:
Species Survival Commission (SSC): advises the Union on the technical
aspects of species conservation and mobilizes action for those species
that are threatened with extinction.
World Commission on Protected Areas (WCPA): promotes the
establishment and effective management of a worldwide representative
network of terrestrial and marine protected areas.
Commission on Environmental Law (CEL): advances environmental law
by developing new legal concepts and instruments, and by building the
capacity of societies to employ environmental law for conservation and
sustainable development.
Commission on Education and Communication (CEC): drives change for
219 through leading communication,
the co-creation of sustainable solutions
learning and knowledge management in IUCN and the wider
conservation community.
Commission on Environmental, Economic and Social Policy (CEESP):
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Commission on Education and Communication (CEC): drives change for
the co-creation of sustainable solutions through leading communication,
learning and knowledge management in IUCN and the wider
conservation community.
Commission on Environmental, Economic and Social Policy (CEESP):
provides expertise and policy advice on economic and social factors for
the conservation and sustainable use of biological diversity.
Commission on Ecosystem Management (CEM): provides expert guidance
on integrated ecosystem approaches to the management of natural and
modified ecosystems.
Source: IUCN

Other organizations that had and continue to have important
contributions in the elaboration and implementation of nature conservation
strategies at global level are World Wide Fund for Nature (WWF), United
Nations Environmental Program (UNEP), and also the permanent
committees and secretariats of some international agreements and
conventions (for instance, the permanent committee of Ramsar
Convention). The work of these organizations in various assessments
provided the input for a number of international conventions and
agreements signed by numerous countries with different development
levels. Initially these focused one certain species because scientific evidence
indicated the imminent threat of extinction. This category is represented by
the Convention on whale hunting (1946), the Convention of polar bears
protection (1977), but also the Washington Convention regarding the
international trade with endangered flora and fauna species (CITES, 1973 –
Box 2).
Box 2: The CITES Convention
The convention pursues to reduce the contribution of international
trade with specimens of wild plants and animals to biodiversity loss and
it is ratified in 175 countries. The convention’s structure comprises the
Conference of the Parties, as periodical meeting, permanent committee,
secretariat, which sustains the relations with the UNEP and two
commissions, for animals and for plants.
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The convention controls the international trade with wildlife (import,
export, re-export and introduction of marine species). Species to be
traded on international market should obtain authorization through a
license system. Signatory states establish Management Authorities and
Scientific Authorities. The regime of the convention covers 30000
species, which are divided in three categories: annex I- species
threatened for which the permits are issued only in extraordinary cases;
annex II – species that are not threatened, but for which the trade should
be controlled in order to avoid uses that incompatible with their
survival; and annex III – species that are protected at least in one of the
signatory countries.
Subsequently, such agreements were completed for the protection
of species environment (ecosystems). These agreements adopt regional
approaches (the Alger Convention regarding nature conservation and
natural resources in Africa, 1968; the Barcelona Convention regarding the
ecosystems of the Mediterranean Sea, 1976; the Bern Convention regarding
wildlife conservation and natural environment in Europe, 1979; the Salzburg
Convention for the protection of Alps, 1991 etc.), but also ecologic ones,
envisaging the protection of certain habitat types (the Ramsar Convention,
1971).
At global level the response to the issue of biodiversity loss is
addressed by the Framework Convention on Biological Diversity (CBD),
which was formulated at the Rio de Janeiro Earth Summit (1992) and signed
by 168 countries at Nairobi (1994). The goal of this convention is threefold:
the conservation of biological diversity; the sustainable use of the
components of the biological diversity; and the fair and equitable sharing of
the benefits arising out of the utilization of genetic resources.
Increasing interest for biodiversity protection could be noticed by
considering the designation of the 2011-2020 period as the United Nations’
Decade on Biodiversity, after the eventful 2010 year of biodiversity. This
supports the implementation of the Strategic Plan for Biodiversity and the
accomplishment of the Aichi Targets. These targets are grouped as follows:
● Address the underlying causes of biodiversity loss by mainstreaming
biodiversity across government and society;
● Reduce the direct pressures on biodiversity and promote sustainable
use;
221

Nature Conservation Policies and Strategies

Issue 5
August 2011

●

Improve the status of biodiversity by safeguarding ecosystems,
species and genetic diversity;
● Enhance the benefits to all from biodiversity and ecosystem
services;
● Enhance implementation through participatory planning,
knowledge management and capacity building.
These new targets are breakdowns of the CBD goals by considering
the evolution of knowledge and social-economic framework. Major
contributions in this respect were brought by the adoption of the Ecosystem
approach principles in 2000 and the accomplishment of the Millennium
Ecosystem Assessment project.
It is worth to notice that an increasing attention is given to the
economic approach of biodiversity. Thus, the use of ecosystem service
concept, which has a very short history starting around the early 2000s [3],
became widespread. Moreover, there are already available the results of
several assessments made at different levels. For instance, the carbon
storage service of national parks in Canada was estimated to value between
11 billion and 2.2 trillion USD, depending on the evolution of the carbon
market.
The protection of biodiversity is a complex issue, since many
nations depend for basic needs on the health and size of natural ecosystems.
Therefore, it was soon recognized the need to combine protection measures
with development policies [4]. Meanwhile, uncertainty features many
aspects of biodiversity protection. There is incomplete knowledge on basic
elements such as the total number of species that inhabit the Earth and far
less on the potential value of each species. Nevertheless, it is hardly
questionable the necessity of biodiversity for humans wellbeing and even
survival. Research could reduce uncertainties and its results found a number
of applications in conservation policies.
Protecting biodiversity is eventually a question of balancing benefits
and costs [5]. But, the degree of knowledge on benefits and costs is
unbalanced. For instance, the benefits of development are well-known.
Agricultural production, hydropower potential, and harvested wood have
values that could be established in quite a great detail, while the benefits of
nature conservation are more difficult to compute and in most cases need
long periods to take effect.
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The European strategy of nature conservation
Nature conservation in the European Union (EU) is an important
preoccupation characterized by continuity and improvement from one stage
to another. Nevertheless, the co-ordination and coherence needed for a
European strategy were met only in the 1990s. The first initiatives in this
field were in legislation by the adoption of some directives and by the
recommendations addressed to Member States (MS) regarding the
participation in certain international conventions. Thus, after the Bern
Convention (1979) it was adopted the so called Birds Directive and the
European Commission recommended the adhesion to the Paris Convention
on natural and human heritage protection and to the Ramsar Convention.
After the Earth Summit in 1992, the changes in ecosystem
management were up taken at European level, and the focus moved from
species to ecosystems and the social component of protection gained more
weight. These changes are to be found in the European strategy on
biological diversity and landscapes under the motto of “A Common Vision
for Europe”. The goal of the strategy is to prevent and diminish the action of
the factors that contribute to the significant reduction and loss of
biodiversity. This goal will be achieved by the creation of a pan European
ecological network that allows the free movement of species. The Bern,
Bonn, Ramsar, Alpine Conventions and the diplomas granted by the
European Council for natural sites of protected areas are the initiatives that
contributed to the emergence of the pan European ecological network
concept. This concept is already materialized initially as the EMERALD
network, and currently as the Natura 2000 network.
The EMERALD network was developed by the application of
Resolution nr. 3 of the Bern Convention. Today, its role is to prepare the
implementation of the Natura 2000 network’s principles, the definition of
sites, the completion of forms, research, and encouragement of public
participation. The monitoring is performed through the EUNIS codes that
are organized in three systems: species, habitats, and sites.
The Natura 2000 network is a legal and administrative instrument based on
bio-geographic regions and represents the juridical expression of the new
nature conservation paradigms. The construction of the network adopts a
bottom-up approach in which consulting the population is a key
requirement in each stage. These stages are:
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●

preparation of national lists of candidate areas for Natura 2000 by
the scientific assessment of habitats and species;
● selection of community interest sites that will be included in the
network; and
● designation of Special Conservation Areas in six years after the
selection of a site as being of community interest.
The management of Natura 2000 is performed in accordance with
the provisions of two directives: Birds Directive (BD) and Habitat Directive
(HD). The area protected under these directives represents 18% of EU’s
surface, being of 778 thousands square kilometers. From one MS to other
the proportion of protected areas under all designation types (EU and
national) varies between 9% in Denmark and 36% in Slovenia (fig.1). In
Romania, there were selected 273 sites of community importance (HD) and
108 special protection areas (BD), representing almost 18% of the country.

Figure 1: Proportion of protected areas in MS
Source: European Environmental Agency

Conservation means to maintain the favorable status of
conservation and the application of a set of measures that satisfy the
ecological requirements of species and habitats. Conservation measures
could have different forms, which are usually divided in two categories:
statutory, administrative or contractual measures and management plans.
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Priority is given to the first category, management plans being considered a
supplementary measure then they are justified. It is the MS responsibility to
establish these conservation measures.
The pan European biodiversity strategy is constructed as series of
five year action plans since 1996. The latest action plan was adopted in 2006
and it envisages halting the loss of biodiversity by 2010 – and beyond. The
action plan is supported by a fourfold argument for the importance of
biodiversity: economic; ecologic; emotional; and ethical. The economic
reason highlights the role of ecosystems in avoiding material damages with
high financial impact due to natural hazards, while the emotional one
stresses the contribution of nature to the cultural identity of Europeans.
The actions are grouped in several areas: biodiversity in EU; EU and
global biodiversity; biodiversity and climate change; and knowledge base.
The plan also provides a list of indicators that allow proper monitoring of
progress. These report on the state and trends of biodiversity components,
threats to biodiversity, state of ecosystems, and sustainable use.
In 2009 was held the Athens Conference in order to assess the
progress made against the Biodiversity Action Plan (BAP). The
confrontation of results with the experts’ opinion resulted in the “Athens
Message” that summarizes the main conclusions of the conference, also
considered as priorities for action. These are grouped in several topics as
follows:
● A common vision that answers the question of “Why is biodiversity
important?”;
● A better understanding of the present and of what is to be done
further, with a special focus given to the need of improved
accountability based on more comprehensive indicators;
● Accomplishment of a functional protected area network;
● Increased interest and effort for biodiversity protection outside
protected areas;
● Integration of climate and biodiversity policies;
● Reduction of Europe’s “biodiversity footprint”;
● Integration of biodiversity protection in sector policies; and
● Enhance financial resources, especially by attracting private finance
and removing subsidies that undermine biodiversity.
The conference revealed that the goal of BAP was not met, but this
recognition created a window of opportunity for increased interest in this
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subject matter, which, eventually, will result in improved and more effective
policies.

Conclusions
Nature conservation is a central focus in environmental policy
making. The paper made a short overview of the main policies and
strategies, providing also some indications on the linkages between global
and European approaches.
Although the policy action in nature conservation dates back in the
middle of the twentieth century, coherent approaches, in accordance with
ecological needs were developed only after the 1992 Earth Summit. The CBD
signed in this occasion remains the reference of policy action for both global
and European strategies. The progress of knowledge brought by several
global projects had an important impact on policy making, many new
concepts being acquired and transformed in action frameworks. Economic
approach of biodiversity and ecosystem services is amongst the most
prominent innovations and important progress was made in performing
such assessments at different locations.
The evolution of nature conservation policies and strategies in EU is
mirroring the global developments. Although there were several initiatives
in terms of legislation and recommendations on the behalf of the European
Commission, the coherence and co-ordination needed for a strategy were
met after 1992, following the participation in CBD. The implementation is
made through legislative measures and action plans that are assessed
periodically. The Birds Directive and the Habitat Directive are the main
juridical instruments and on their basis in EU was established the first
international network of protected areas – Natura 2000 – covering 18% of
EU’s surface. The policy making is engaged in a continuous improvement
cycle, periodical assessments of action plans providing valuable inputs for
further development.
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