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The use of individual coaching ensures a forming experience for managers from 
the medium and higher levels. When we coach managers it is highly important to 
consider not only the development of their personal aptitudes, but also their awareness 
and self-knowing capacity. A successful manager creates a distinct and personal man-
agement style which is in the same time compatible to the organization. 

The change of organizational reality depends on the actions and practical ap-
proaches which truly responsible managers undertake. In each manager’s personal 
path three defining elements should be taken into consideration: his aspirations, emo-
tions and personal history. Considering one’s personal universe can provide both the 
coach and the manager with the possibility of identifying the universe of the personal 
dimension which then becomes the credo in which individual and organizational suc-
cessful combinations will be created. 

In his personal development, a leader also has to undertake his past, because 
connections in our personal history and the circumstances of the present and future 
are profound and potentially transforming. The existence of connections between the 
past, present and future free the leader and allow him to explore new management 
styles which belong to the learning area. We can actually talk of the possibility for 
the one experimenting of making the distinction between “to be” and “to do”, in which 
an important role is played by four dimensions of existence and creation: the physical 
dimension, the emotional dimension, the rational dimension and the trans-personal 
dimension. 

Prof. Ph.D. Paul Marinescu

Coaching as Organizational Chance 
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Introduction

The paper presents itself as a theoreti-
cal and practical approach to the phenom-
enon that characterizes communication and 
the means it is achieved through, without be-
ing endangered by unforeseeable factors that 
would alter the information flow. All along 
human history, both the desire and necessi-
ty of confidentiality in communication have 
perfected the science of secret writings, to-
day known as cryptography. Now more than 
ever, cryptography is a safe method of main-
taining the secret character of a communica-

tion. Messages were often intercepted dur-
ing the communication process between two 
persons, thus jeopardizing the communica-
tion itself. In order to keep information se-
cret, mankind has sought to develop various 
techniques by which meaningful information 
would be rendered meaningless during the 
time of its travel to the recipient. The recipi-
ent then, using similar techniques, would re-
store the message back to its original intend-
ed form, resting assured of its secrecy. 

Currently, information plays a crucial 
role in the establishment of inter-human re-
lations. Thanks to IT development, people on 

use of Cryptography 
in communication

Abstract:This work envisages the presentation and analysis of important cryptographic systems in 
the field as well as the way these systems have been applied during the course of time. The work presents 
the advantages and disadvantages that derive from the use of cryptography while also emphasizing the im-
portance cryptography has had along the way. Not least, the present article shall analyze the “Pretty Good 
Privacy” model – a widely used system nowadays, whose decryption key has yet to be found.

Key words: code, message, communication, privacy, technological revolution

~ University Junior Assistant Ioana-Julieta Vasile (University of Bucharest)
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different continents can immediately inter-
act through e-mail, videoconference or chat 
programs. Also due to technological devel-
opment, people’s way of communicating has 
changed, and the exchange of information is 
accessible to everyone, fast and up to date. 
Along with the development of communica-
tion channels however, various methods of 
intercepting (e-) mail and phone conversa-
tions have also emerged. Information confi-
dentiality has become an intensively debated 
topic these days in the wake of illegal inter-
cept of communication. As such, cryptogra-
phers around the world have tried to create 
powerful encryption systems, which an un-
wanted party would not be able to decipher. 

Evolution of cryptographic systems

From the very beginning, one must 
mention the confusion within the terminol-
ogy of the cryptography field. The notions of 
“code” and “cipher” are often used to desig-
nate one and the same thing, although the-
oretically there is a clear difference between 
the two.  “Code” refers to the word-level sub-
stitution, whereas “cipher” is the letter-level 
substitution. In daily life though, people use 
one of these terms to represent the meaning 
of the other, and the most utilized one is the 
“code”.

Cryptology is the science that deals with 
information security, and its purpose is to 
fulfill four security criteria: confidentiality, au-
thentication, data integrity and non-repudiation. 

Confidentiality makes sure that nobody 
apart from the recipient may “read” the mes-
sage. Currently, this criterion is more and 
more highlighted by human rights promoters 
and any attempt to breach one’s confidenti-

ality is harshly criticized and even more so 
– punished. In the past, the indiscretion that 
a received letter might also have been read 
by the recipient’s relatives or close friends 
was easily overlooked; today however this is 
more than blameworthy since modern soci-
ety emphasizes the individual and his / her 
privacy. 

Authentication implies the possibility of 
identifying the information source, thus pre-
venting a forged signature on the message. 
Letters that had been sent to kings or queens 
have every so often been intercepted by en-
emy spies who tampered with the content 
of the message, thus manipulating the judg-
ment of the consignee.  This is why in past 
times as well as today, every piece of infor-
mation is personally signed so that it would 
not raise questions on the recipient’s part. 
Still, even if a king has a custom seal applied 
on hot wax poured onto the letter, or even if 
an electronic authentication should provide 
enough credentials to the recipient, sender 
authentication is more or less credible, bear-
ing in mind the various methods of forging 
the sender’s signature.

 Data integrity enables the protection of 
the sent information. Just like authentication, 
data integrity guarantees the truthfulness of 
the message being sent. If it is intercepted 
and if the content of the message is altered, 
unauthorized persons are able to modify the 
information content, misleading the recipi-
ent. Data manipulation may entail processes 
like insertions, delays, or substitutions. 

Non-repudiation is the fourth security 
factor of cryptography. This deals with the 
denial prevention of previous engagements 
or actions. It refers to actions by individu-
als seeking to inflict moral or material dam-
age (mostly) through the use of the Internet, 
but also through letters; it also pertains to 
the impossibility of convicting these indi-
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viduals due to lack of proof. Currently, the 
latter is no longer an issue, since every piece 
of e-mail, and any bank transfers are made 
via the Internet, any intruder trying to breach 
the network and alter the data would easily 
be detected and pursued through the viable 
electronic address track down systems. 

If all of these factors are observed, infor-
mation transmission is secure. Let’s not for-
get the fact that along with the development 
of the data security field, counter measures 
have also gained momentum, in the form of 
various groups acting towards breaching the 
security barriers of the data transmission. 

The first secret writings go back to an-
cient Egypt and Babylon, but also Greece. The 
first tangible piece of evidence as to the use of 
secret writing is recorded during the reign of 
the roman emperor Julius Caesar, who also 
was the creator of the cipher that bears his 
name. Still, before this cipher, in Herodotus’ 
testimonials1  one may observe an early form 
of the writing used by Julius Caesar.

Herodotus tells us of the disputes be-
tween ancient Greece and Persia in the 5th 
century B.C., of Greece’s war for freedom, 
and Persian oppression. From Herodotus’ re-
ports, the use of secret writings by the Greeks 
had been decisive in repelling a surprise at-
tack by the Persians. An exiled Greek named 
Demaratos, living in the Persian city of Susa is 
said to have observed the Persians’ prepara-
tions for war. In his desire to warn the Greeks 
of the inherent attack, and in order to keep 
the message secret from the eyes of the road 
guards, Demaratos carved his message on a 
writing board, and then covered it in wax, 
thus rendering it blank again. It is said that 
when the board reached Greece, Cleomenes’ 

1 Herodot, Istorii, vol. II, Cartea a VII-a, editura 
Științifică, București, 1964

daughter Gorgo was the one who discovered 
the secret behind the blank board.  The wax 
was removed, and the message was spread 
around the country. 

Thanks to the secret note, Greece suc-
cessfully defended itself against the Persian 
attack. 

Another of Herodotus’ examples pres-
ents a similarly clever strategy of hiding a 
message. Hystaeus, a Greek citizen of king 
Darius’ court used an original method of 
concealing his message, upon delivery of a 
secret message to Aristagore, his substitute 
in Miletus. The message was to contain in-
formation intended to persuade Aristagore 
to start an uprise against the Persian king. 
To send his message, Hystaeus had one of 
his slaves shave his head and then,  using a 
short pointed dagger carved his message on 
the slave’s scalp. He waited for the hair to 
grow back and cover the message, and then 
he sent the messenger who delivered the pre-
cious information. Such writings have been 
reported ever since Herodotus, describing 
various techniques of hiding messages. Ap-
parently, the most utilized one is the writing 
in invisible ink. Different recipes have been 
used in writing invisible messages, of which 
we name but a few: the secretion of a plant 
(Thithymallus), used by Pliny the Elder, an 
ancient Roman nobleman, scientist and his-
torian. The substance, when applied to paper 
and then reheated, turns a brown color. An-
other example is the one used by Giovanni 
Porta, who described a method of hiding a 
message inside a boiled egg.  Using a sub-
stance mixed from 30 grams of alum and half 
a liter of vinegar, he would apply it on the 
boiled egg’s shell. The sponge-like surface 
would allow the substance to impregnate on 
the egg white while remaining invisible on 
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the outside.  The recipient would only have 
to peel the egg and read the message. Such 
recipes for invisible ink types are also de-
scribed by Roman authors. In his work, Vic-
tor Udrinschi2  shows the formulae for mul-
tiple types of invisible ink, and moreover, 
the substances that would reveal the hidden 
message, rendering it visible again. 

The secret writing, by which informa-
tion is hidden, is called steganography. The 
word comes from the Greek „steganos” 
which means „cover”, and „graphein” mean-
ing „to write”. The use of steganography has 
proved to be safe to a certain extent, although 
a thorough checking of the messenger lead to 
the discovery of the message. This is why in 
order to render a message useless to the un-
intended party, cryptography has evolved 
alongside steganography. (from the Greek 
„kryptos” meaning „hidden”). Cryptogra-
phers deal with the design of encryption 
systems intended for safe delivery of infor-
mation. As opposed to steganography, cryp-
tography does not hide the message itself but 
its meaning through encryption: “in order 
to render a message meaningless, it will be 
encrypted by a special protocol, upon which 
both sender and recipient previously agree. 
This way, the recipient is able to reverse the 
encryption, giving sense to the message once 
again.”  Even if the enemy intercepts the mes-
sage, it will be very difficult if not impossible 
to decrypt it.  To better secure the informa-
tion, cryptography and steganography can 
be used together just as the Germans did dur-
ing the Second World War: “German agents 
in Latin America would shrink a text page by 
photocopying it, down to the point where its 
diameter would be less than a millimeter in 
2 Victor Udrinschi, Criptografia. Diverse procedee de 
a coresponfa cifrat, Editura Tipo-Atkis, Bucuresti, 
1996, p. 116-123 

size and then hide it in the top side of an ap-
parently normal letter” .

On the other hand there are cryptana-
lysts, the ones who intercept and decipher 
secret messages. Often cryptanalysts are very 
well informed as to the encryption methods, 
and so manage to reproduce encrypted mes-
sages using cryptographers’ patterns. This 
has determined the cryptographers to con-
stantly develop more and more complex en-
cryption systems and keep them secret for as 
much as possible. 

Pretty good privacy (PGP)

Currently there is a method by which 
sent messages remain safe up to the point of 
delivery. The PGP software encryption pro-
gram launched in 1991 by Phil Zimmermann 
has caused an ample debate around the exis-
tence of such an encryption system. The ideas 
of creating a powerful enough encryption 
system and its development have proven to 
be two different phenomena. Along with the 
launch of the PGP, two sides have emerged, 
the pros, and the cons. On the one hand, the 
side that supports the use of PGP is made up 
of common people and human rights activ-
ists, who see this program as the ideal plat-
form for enforcing the right to confidentiality. 
On the other hand, the side against the PGP 
is made up of government institutions and 
security agencies which argue this program 
enables communication between evil-doers 
and therefore should be banned from use. 
Two consequences arise from the creation of 
PGP. First off, PGP is more and more used by 
normal people because it provides security 
to the message. Secondly, the vehement reac-
tion of the security agencies pertaining to this 
program has once again demonstrated their 
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inability to break PGP encrypted messages. 
On the other hand, the use of encryp-

tion systems also simplifies the way we com-
municate. We are right in stating that the 
communication process is hardened by dis-
turbing factors such as noise, which, in the 
Internet environment translate into absten-
tion, or rather selective communication due 
to the fear that a third party may be eaves-
dropping or intercepting information. Today, 
more than two billion people use the Internet 
and are able to organize electronic meetings 
(of various sorts), in real-time, manage finan-
cial transactions, talk to friends or relatives 
no matter where they are in the world.  The 
use of powerful encryption systems such as 
PGP is absolutely necessary to the wellbeing 
of the communication process. 

In the economic field, encryption sys-
tems play a crucial role. Every so often a com-
pany is harmed by another company which 
has gained access to sensitive information 
and used it malevolently. The development 
of client-company relationships in the last 
decades requires constant data communica-
tion between the two parties, and encryption 
systems have offered a proper environment 
for this purpose. For example banks can im-
mediately receive client reaction and if neces-
sary adjust marketing strategies and modify 
program elements according to client prefer-
ences. Of course all these elements are con-
fidential, as they are destined to the client-
bank relationship. 

The positive impact that PGP has had, 
has spread over cryptography in general, and 
the usage of this program as well as many 
other encryption programs has become indis-
pensable when viewed in the context of In-
ternet communications. The fate of cryptog-
raphy nowadays depends on the arguments 

one can produce, be they pro or against it. As 
for the PGP software encryption program, it 
now enjoys an ever-growing number of users 
and the PGP Corporation has created addi-
tional encryption services intended for digi-
tal telephony and chat programs. 

In Romania the PGP encryption system 
has not made that big an impact on society as 
it has done in the developed countries. The 
number of PGP users is limited and those 
who have even heard of it are reluctant to use 
it since they don’t see its necessity. Although 
PGP or other encryption programs are free 
to download from the Internet, those who 
use encryption systems in Romania remain 
banks, corporations, or military forces. One 
of the main reasons why users of e-mail or 
digital telephony rely solely on the respective 
programs’ security methods is NSA’s, or oth-
er agencies’ relative lack of interest toward us 
. One must add that the necessity to use PGP 
or other encryption software is up to each in-
dividual in part and if someone really wants 
his or her information to remain secret he or 
she will previously make sure of that.

Conclusions

The need of confidentiality in messages 
has determined the emergence of cryptogra-
phy. Along with the first encryption systems, 
cipher and code cryptanalysis techniques 
have also evolved. The fight between the two 
(cryptographer and cryptanalyst), has con-
tributed to the evolution of cryptographic 
systems and to the ever-growing people’s 
interest in information confidentiality.   Cur-
rently there is no answer on cryptanalysts 
side to such a powerful system as the PGP. As 
we have seen along the way however there is 
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no unbreakable or undecipherable code. It’s 
probably only a question of time. In fact this 
is the most elegant aspect of the PGP: it’s not 
the complexity of the system that baffles the 
cryptanalysts but the time needed to deter-
mine the values that lead to the decryption of 
the program. 

In the future we can only hope that a 
new technological revolution will contribute 
to the decryption of programs such as PGP, 
and researchers claim that quantum phys-
ics will have something to say about it. Ac-

cording to theorists this new field will totally 
change the way computers function, boosting 
their performance by several orders of mag-
nitude. Even if quantum computers will be of 
great help to cryptanalysts, the emergence of 
this new technology will also lead to the de-
velopment of new and far more powerful en-
cryption systems. And so the battle between 
cryptographers and cryptanalysts will go on 
and a total success on either side is improb-
able. 
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For most of us, traditional holidays (Eas-
ter and Christmas) represent the most beauti-
ful time of the year. We wait for them impa-
tiently in order to give and receive gifts, and 
to be with our loved ones. Although for some 
they don’t have the same spiritual content 
as they used to have, for multinational com-
panies they tend to become more and more 
an important business opportunity, an acerb 
competition for conquering market suprema-
cy. Holidays have always been of large social 
importance. Even in ancient times, commu-

nity leaders used to “get down” among the 
citizens, both in order to enhance the con-
nections with them, and to show their power 
and greatness. Today, more and more com-
panies give small parties for their employ-
ees at the end of the year or on Easter on the 
company’s expense, and that is precisely in 
order to enhance socialization between em-
ployees. In the search for various occasions 
for communication, for promoting their im-
age, companies have started to even enter ar-
eas which until not long ago used to be a part 

Greeting cards – instrument in 
promoting company image  

Abstract: The present paper attempts to emphasize the more and more eloquent tendency for compa-
nies to use religious, traditional holidays (Easter and Christmas) and the events organized upon such occa-
sions in order to promote their image. For this purpose, the greeting cards and presents (either customized 
or not) sent by companies to their business partners, employees, clients etc. The conclusion of this study is 
that greeting cards and presents accompanying them represent besides a way of promoting the company’s 
image a mean of reinforcing inter-human relations, in the same time answering to politeness and good man-
ner norms. 

Key words:  greeting card, organizational communication, habits and mentalities, image 
promotion. 

~ Lecturer Ph.D. Niculina V@rgolici (University of Bucharest)

~ Lecturer Ph.D. Oana Iucu (University of Bucharest)
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of inter-personal communication. Thus, reli-
gious or traditional holidays, various names 
days etc. which not long ago used to be cel-
ebrated rather in family or with close friends, 
have become in the last decay events mark-
ing more and more companies’ life.

From various commercials with specif-
ic message for the holiday, to an entire sig-
naling system regarding the moment in in-
ter-companies communication, these are all 
means for increasing visibility, to which com-
panies allocate larger and larger resources.

That is why we consider important to 
bring to discussion a tool used by all company 
managers but in the same time avoided and 
minimized in the specialized literature. That 
is greeting cards – either customized or not – 
used by companies upon various traditional 
holidays. For organizations, companies, po-
liteness rules impose for greeting cards to be 
sent to business partners, collaborators, cli-
ents and even employees. Some managers 
ask themselves if it is useful to send greet-
ing card on birthdays or name days of their 
business partners or employees. Although 
this would mean both a financial and time ef-
fort, we consider that on a long run the gain 
for the company is proportional to the invest-
ment. Why? Because they represent a way 
of enhancing employees’ loyalty and also of 
reinforcing the relations with business part-
ners. They  allow for positive association by 
connecting the company’s name to festive 
moments. In this respect, it is important for 
any company to have a updated data base, 
in order for the greeting card to not become a 
communication error. 

In order to ensure a better understand-
ing of its function and role in communication, 
we will recall for a number of milestones in 
the history of printed greeting card, so that to 
underline the senses added in current usage, 

as mean for promoting a company’s image. 
It appears that the custom of sending 

greeting cards is quite old. In ancient China, 
Chinese used to send greeting cards contain-
ing good wishes, on the occasion of the New 
Year. Ancient Egyptians also were sending 
small greetings to each other, yet on papyrus. 
The oldest greeting card dates back in 1400 
and was sent on Valentine’s Day, but the true 
habit of sending greeting cards didn’t start 
until in 1800s. It was pretty expensive to send 
a greeting card at that time, and that is why 
such was the privilege of the rich. The tradi-
tion of Christmas cards originates in England 
by the middle 19th century.

Predecessors to Christmas cards are con-
sidered special letters sent to the loved ones 
in the eve of winter holidays by the boys who 
were being educated in internship schools, 
far from home. These letters, named “Christ-
mas Pieces” were particularly laborious and 
proved to the parents how well their children 
had learned to write and draw throughout 
the school year. 

The first mass marketed greeting cards 
appeared in 1843. The English business man 
Sir Henry Cole, too occupied in order to write 
traditional letters to his friends and business 
partners, asked the well known London art-
ist J.C. Horsley to draw a greeting card which 
was then printed in black and white and col-
ored by hand. The suggestive drawing was 
accompanied by the text “A Merry Christmas 
and a Happy New Year to You” (the original 
is exposed at Victoria and Albert Museum in 
London). A total of 1000 copies were made 
and sold by a shilling a piece. The idea was 
taken over by other traders also, so that by 
1860 Christmas cards were produced and 
sold on a quite large scale.

In the USA the first Christmas and New 
Year greeting cards were made by a German 
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lithograph Louis Prang in 1860. They had 
a simple design and the greeting “Merry 
Christmas”, they were colored and represent-
ed scenes from winter tales. As time passed 
by, the habit of sending greeting cards on 
various occasions developed throughout the 
world, becoming a real industry.

As it is known, in our country the first 
illustrated greeting cards occurred in the 
second half of the 19th century. In develop-
ing the cards industry an essential role was 
played by “private enterprisers”, who in-
troduced a significant number of illustrated 
greeting cards in the postal circuit (especially 
on Christmas, Easter and New Year). How-
ever, time has transformed greeting cards 
in a genuine epoch document, remaining an 
open window towards the world of knowl-
edge. We are in the 21st century, the century 
of mobile telecommunications, fax, Internet, 
and classic correspondence by means of let-
ters and greeting cards has unfortunately be-
come unfashionable. Who today has the plea-
sure of writing down on a piece of paper a 
few greeting words for the loved ones and 
then of taking it to the postal office? Maybe 
only our grandparents, who don’t know how 
to use the Internet and who are still living 
with the nostalgia of the times when send-
ing a greeting card meant correct wording, 
choosing the right word, because they were 
out in the view and anyone could read them.  
The material support of the greeting card de-
termines a way of writing, so that the free-
dom of expression, independency of the rhet-
oric plan should be reconsidered.

 Nowadays, a few tens of billion greet-
ing cards are sold each year worldwide and 
that given the fact that the ever growing of-
fensive from the electronic version is becom-
ing obvious.

As a general tendency we can say that 
printed greeting cards are becoming more 
and more the advantage of organizational 
communication, whilst its electronic form 
seems to gain land on the level of inter-per-
sonal communication.

In the following we will try to discuss 
the reasons for such tendency. 

Printed Greeting Card versus 
Electronic Greeting Card

 According to statistics, during the 
past years the evolution of printed greet-
ing cards sales has registered a transforma-
tion emphasizing the change of the greeting 
card’s statute as inter-personal communica-
tion tool.

 For instance, the manager of a well 
known book shop in Bucharest said in an ar-
ticle published in Ziarul Financiar that last 
year on Christmas 10,000 greeting cards were 
sold, out of which most of them were pur-
chased by companies. This shows that in in-
ter-personal communication greeting cards 
are more and more replaced by SMS, MMS 
or e-mail, sometimes accompanied by imag-
es. We live in the speed century, in the era 
of advanced technologies, so that Internet 
has become a daily instrument, almost indis-
pensable relating with time and space. 

 We can notice that in our country also 
more companies are using the electronic ver-
sion of greeting cards (either customized or 
not), also known as e-cards, because the offer 
is really diversified and attractive, because 
they are usually for free and comfortable to 
use. Situations however exist in which com-
panies forget to send greeting cards and they 
choose in the last minute the electronic form 
– better than nothing.
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 The question is why most companies 
still prefer the formula of printed greeting 
cards. There are at least two answers for this 
question:

 First of all, politeness norms im-
pose for printed greeting cards to be sent by 
post or courier, and using more comfortable 
means, for instance e-mail or fax is perceived 
as a symbol of lack of respect.

 Secondly, transmitted in physical 
form, greeting cards become a way of mak-
ing the company’s identity elements visible. 
Bearing the company’s logo and colors, be-
sides its protocol function the greeting card 
also has the function of providing a way of 
recalling or reminding the brand’s name in 
positive associations with the holiday’s feel-
ings. In other words, we are referring to its 
company image promotion function, cor-
responding to a general tendency by which 
greeting cards have become rather a brand 
communication tool, than as shown in its his-
tory, a tool of inter-personal communication.

That is why most companies are print-
ing special editions of greeting cards the de-
sign of which is ordered to more and more 
numerous advertising agencies. These agen-
cies are receiving an increasing number of or-
ders for greeting cards in “business class”, of 
a more elegant tone, with quality finish lines 
and special colors, which brings them out of 
anonymity. 

The problem occurring is that of choos-
ing the visual elements, representing the key 
of the greeting card. In this respect, we can 
notice two major tendencies:

The first one is the one by which the 
company makes a choice regardless the type 
of holiday (Easter of Christmas), elements 
which are very close to its identity. This is the 
case of companies using as key image of the 
greeting cards the logo or colors represent-

ing them. The only interventions recalling 
the context of offering the greeting card are 
a number of formal referrals. For instance, on 
Christmas the greeting card shows the logo 
transformed into a globe, and in the case of 
the Easter greeting card – by the presence of 
cuts suggesting the form of an egg. This type 
of greeting cards is gaining more and more 
land on the market.

The second refers to greeting cards that 
are extremely focused on the religious con-
text and which only tangential get in touch 
with brand identity elements. This is the case 
of a greeting card of a profoundly religious 
nature sent by a well known institution on 
Easter last year, printed on manually made 
special paper. The greeting card presented 
the image of Jesus Christ, actually represent-
ing an icon.

Another greeting card of this type, sent 
by the state president on the Easter also a 
few years ago represented a glass icon, enti-
tled “Jesus agony”, today one of the valuable 
pieces of the Brukental museum in Sibiu.

The problem with sending this kind of 
greeting cards is very delicate, because the 
rapport between  the receiver and the greet-
ing card is extremely special, dictated by 
its content. If most usual greeting cards are 
thrown away after a while, such greeting 
cards impose a certain attitude arising from 
our religious belief.

In respect with the greeting cards’ text, 
there are some companies and even institu-
tions which take upon a neutral form, so that 
various religious groups would not be dam-
aged by the Christian content of the greeting 
cards. Thus, the formula of Merry Christmas 
or Happy Easter has been replaced by Happy 
Holidays. Under this circumstances, we must 
recall that a few years ago the White House 
officially announced that it renounced the 



17Comunication, PR and Advertising

No. 7 ~ 2008

traditional greeting of Merry Christmas,    re-
placing by a more general (formal) formula 
Happy Holidays.

However, we consider that the greeting 
cards referring to the Easter or Christmas (as 
theme) produce more joy, have a larger im-
pact over those receiving them, because as we 
all know, Easter and Christmas, at least in the 
case of the Romanians are the most impor-
tant religious holidays. Nonetheless, regard-
less the chosen greeting card, the tone, the 
addressing manner (the second person in sin-
gular or politeness plural) are different from 
one addressee to the other, depending on the 
business relation between the two parties.

Also, there should be remembered 
that these printed greeting cards should be 
signed by hand by the one sending them and 
that they should even have a few words writ-
ten by hand, so that to make communication 
closer and to eliminate the series sensation; 
even the address on the envelope should be 
written by hand, avoiding the printed labels. 
Time might be saved by such, but potential 
business partners can be lost.

Another tendency that can be noticed 
in the companies’ communication on holi-
days is that of giving “weight” to the greet-
ing card by adding customized presents or 
promotional materials. Generally their con-
tent is decided by the communication de-
partment of each company, depending on 
its specificity and marketing strategy, as ap-
proved for that respective period. Usually, 
a budget is established within the limits of 
which presents to be customized are selected. 
One can even speak of a number “fashion” 
trends that existed on the Romanian market 
in respect with types of materials selected by 
companies. While a decade ago writing ob-
jects, calendars represented favored presents, 
nowadays due to the occurrence of more spe-

cialized companies a wide variety of such ob-
jects accompanying the greeting card can be 
noticed. Lately, the habit also occurred of of-
fering baskets with traditional products, spe-
cific to the respective holiday (pound cakes, 
ginger bread, red eggs, Easter cake, choco-
late bunnies, flowers, pine trees, customized 
labels wine bottles etc). Last year’s “fashion-
able” present for foreign partners was the 
“Romanian Spirit” box, containing CDs with 
songs from the Romanian culture and a small 
bottle with our traditional drink.

In the same time, in other countries the 
practice exists of offering baskets with olive 
oil, cheese, etc. elements which in our country 
are considered to be of a too personal nature 
and which are therefore hardly assimilated to 
the promotional or traditional presents.

We find it relevant to emphasize some 
potential mistakes or communication errors 
in case a certain company decides upon mak-
ing presents which do not correspond to the 
relation habits in that respective country. 
Also, over-appreciation of the present ac-
companying the greeting card can lead to 
rejections, refusal. Not-customized presents, 
very expensive presents or on the contrary 
ones without esthetic value can damage the 
relation with the addressee and that is why 
it is very important for the company’s man-
agerial team to make the best decisions and 
even to include the objects accompanying the 
greeting card in the company’s communica-
tion strategy.

In this respect, organizing the process 
of purchasing and distributing the greeting 
cards and the presents accompanying them 
should be started two or three months in 
advance, because many agencies providing 
such presents often finish their stocks long 
before the holidays. Also, free days marking 
the religious holidays are most times the rea-
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son why sending the greeting cards must be 
scheduled so that the said to reach their ad-
dressee before the short vacations for holi-
days.

It is known that the courier market has 
strongly developed in Romania and that 
more and more companies call for these com-
panies’ services in order to send presents to 
the employees, clients, business partners etc. 
The first step to these measures is commu-
nicating with the courier company, in order 
to establish the details regarding the quanti-
ty and type of deliveries, packaging modal-
ity. Moreover, the sender should choose ad-
equate packages, because many gifts call for 
special attention.

Either sent personally, by courier or by 
post, greeting cards and presents accompany-
ing them should achieve their purpose aimed 
by the communication specialists, namely of 
best portraying the company, its values and 
not least, of answering to the addressees’ 
tastes. Also, there should not disregarded the 
fact that politeness rules impose that for any 
received greeting card, one should answer ei-
ther in written or by phone.

Traditional holidays are also a good oc-
casion for large companies to organize events 

in order to collect amounts of money for char-
ity purposes and to which usually there are 
invited TV stations, journalists, VIPs. In the 
end, this is also about promoting the compa-
ny’s image.

In February 2008 the problem was 
raised of regulating the tax on promotional 
materials, which would lead to a change in 
the policy of offering presents accompanying 
greeting cards. This will be finalized when 
the process of regulating is finished on a na-
tional level, and financial departments will 
consider their budgetary consequences. The 
practice on a global level has demonstrated 
however the importance of these presents in 
the companies’ communication and conse-
quently we do not believe that these legisla-
tive measures will influence the amount or 
frequency in making holiday presents.

In conclusion, there can be said that 
printed greeting cards sent upon religious 
holidays are becoming more and more a way 
of promoting companies’ image, while in the 
same time they are a way of strengthening in-
ter-human relations, due to the fact that they 
have an important role in reflecting our beau-
tiful feelings, without excessively subjecting 
such to modernization. 
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Role of Enterprise Strategy

Ever since the days of Adam Smith’s 
“indivisible hand” the idea that a free and 
decentralized market economy will generate 

a socially optimal allocation has been alive 
among economists.

Obviously the successful businesses are 
those that are able to well-formulate their 
strategies (Grant, 2005) for innovations or op-
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erations; after this, implementation and mea-
surement follows.

Strategy is the way in which a company 
orients itself towards the market in which it 
operates. It is a plan formulates by a compa-
ny to gain advantages over the competition. 
There is a central strategic issue: why differ-
ent companies, facing the same environment, 
perform differently?

Successful companies are those that fo-
cus their efforts in a strategically way that’s 
why strategy should be a stretch exercise, not 
a fit exercise. It is a necessity for every com-
pany to have a successful strategy that must 
add value for the targeted customers over the 
long run by consistently meeting their needs 
better than the competition does.

In the mean time, every strategy has to 
answers to some questions, like these one:

- what are the sources of the compa-
ny’s sustainable competitive advantage?

- how a company will position itself 
against competition in the market over the 
long run to secure a sustainable competitive 
advantage?

- what are the key strategic priorities?

Strategy is an agreed-on guide to action 
that should lead business to success in the 
marketplace by satisfying customer needs 
better than the competition does.

New Goals for Strategic Planning 

Our days are characterized by a busi-
ness environment of rapid changes, height-
ened risk and uncertainty. That why is 
critical to develop an effective strategy. Exec-
utives must be prepared in order to face the 
strategic uncertainties ahead and serve as the 

focal point for creative thinking about a com-
pany’s vision and direction. 

However a lot of companies get little 
value from their annual strategic-planning 
process, which should be redesigned to sup-
port real-time strategy making, to encourage 
creativity and so to meet new challenges.

To make sure that decision makers have 
a solid understanding of the business, its 
strategy, and the assumptions behind that 
strategy, a good way is to build prepared 
minds which must to respond swiftly to 
challenges and opportunities as they occur in 
real time. So, to increase the innovativeness 
of any company strategies it’s important to 
provide a strategic focus that creates culture 
for and drives strategic creativity. 

The SWOT Analysis

One of the most common and popular 
framework to formulate strategies for the 
business units of an entity is the strengths, 
weaknesses, opportunities and threats 
(SWOT) analysis. 

Frequently utilized even though in an 
intuitive manner and without knowing its 
technical definition, with the SWOT analy-
sis an entity may obtained benefit. This kind 
of analysis is like a tool which allows us to 
know the real situation of the entity as well 
as the risks and opportunities that the mar-
ket offers.

The SWOT analysis means: S: strengths; 
W: weaknesses; O: opportunities; T: threats.

The strengths and weaknesses are 
meant to be within the internal side of the en-
tity. The threats and opportunities are always 
the external side of the entity.
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Within the context of the knowledge 
economy (KE) and given the continuously 
changing times, it is believed that this analy-
sis is insufficient to formulate a reliable, ro-
bust, and flexible strategy that takes into ac-
count the intangible assets of the entity as the 
departing point.

The core industries in the new informa-
tion economy are characterized by imperfect 
competition, asymmetric information or ex-
ternal effects.

Competitive strategies in the fast-chang-
ing information economy are distinct from 
strategies in more traditional sectors of the 
economy.

Today, the reason the entity must con-
sider their intangible asset is because it sup-
ports and gives coherence to the strategy it-
self, and if strategically exploited can be a 
source of sustainable competitive advantage 
through time. For Teece et al. (1997) the enti-
ty’s strategy should be formulated consider-
ing the most fundamental aspects of the en-
tity’s performance, i.e., intangibles resources 
and capabilities.

Hall (2000) has incorporated a particular 
type of intangible asset, e-capital, into an ex-
tended model of technology and productiv-
ity growth in order to explain how the stock 
market boom simply reflects the market val-
ue of this e-capital. In Hall’s model e-capital 
is defined as the general business methods based 
on computers. This e- capital is exhibited in the 
body of technical and organizational know-
how created by well-educated human capi-
tal.

Going a step farther the SWOT frame-
work does not encompass a deep scrutiny 
considering the information provided by, for 
example, a business intelligence process. This 
implies that the competitor analysis might be 

short-sighted and as a consequence, useful 
pieces of needed information might be miss-
ing.

For Mintzberg et al. (1996), effective 
formal strategies contain tree essential ele-
ments:

1. The most important goals (or objec-
tives) to be achieved.

2. The most significant policies guiding 
or limiting action.

3. The major action sequences or pro-
grams that are to accomplish the defined 
goals within the limits set.

Since strategy determines the whole di-
rection and action focus of the organization, 
its formulation cannot be regarded as the 
mere generation and alignment of programs 
to meet predetermined goals; the essence of 
strategy formulation is to deal with competi-
tors. However, goal development is an inte-
gral part of strategy formulation.

Strategy deals not just with the unpre-
dictable but also with the unknowable. Con-
sequently, the essence of strategy is to build a 
posture that is so strong, but in the same time, 
potentially flexible in selective ways that the 
organization can achieve its goals despite the 
unforeseeable ways external forces may actu-
ally interact when the time comes.

A well-formulated strategy gathers and 
allocates the organization’s resources into a 
unique, viable, and winning posture based 
on its relative internal competencies and pit-
falls, anticipated changes in the environment, 
and contingent moves by its competitors. The 
strategy states how the entity will be better 
than its competitors and how effectively de-
ploy its resources to achieve this end. The 
strategy itself frames the organization’s ma-
jor goals, policies, and action programs into 
a coherent unity.
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Last but not least a well formulated 
strategy will consider (include) a flexible po-
sition as a key issue.

The dynamic capabilities (Teece et al., 
1997) approach assumes the exploiting of 
existing internal and external firm specific 
competences to address changing environ-
ments. They are named dynamic because of 
the naturally given characteristic of evolving 
(renewing) through the environmental (in-
ternal and external) changes. They are called 
capabilities because they stress out the point 
of strategically managing, adapting, integrat-
ing and reconfiguring the internal and exter-
nal skills, resources (tangible and intangible) 
and competences to face efficiently and effec-
tively the continuous evolving environment.

Barney (2002) defined a strategy as an 
entity’s theory about how to compete suc-
cessfully. Under this view, successful strate-
gic theories address four aspects of the set-
ting within which an entity operates:

1) An entity’s strengths.
2) Its weaknesses.
3) The opportunities in its competitive 

environment.
4) Threats in that competitive environ-

ment.
It can be thought of these four aspects as 

a SWOT analysis.
The direction and scope of an organi-

zation over the long term, which achieves 
advantage for the entity through its config-
uration of resources and activities within a 
changing environment and to fulfill stake-
holder expectations for Johnson and Scholes 
(2002) is a strategy.

As a consequence the business unit 
strategy is about how to compete successful-
ly in particular markets.

The New Information Economy and 
its Strategic Instruments

For firms operating in the innovation-in-
tensive core industries of the new information 
economy the timing for the implementation 
of irreversible investments, like the adoption 
of new technologies, represents a crucial stra-
tegic instrument, the importance of which is 
emphasized through the presence of network 
effects. Typically this type of irreversible in-
vestments has to be made in the presence of a 
substantial degree of uncertainty.

According to Grant (2005) strategy is 
not a fully depicted plan; instead it is a uni-
fying logic that gives coherence and direc-
tion of the actions and decisions of an indi-
vidual or an organization. He claims that a 
business strategy is concerned with how the 
entity competes within a particular industry 
or market. If the entity is to prosper within 
an industry or market, it must establish a 
competitive advantage over its competitors. 
Hence, this area of strategy is also referred to 
as competitive strategy.

The new economy is bringing the chal-
lenge of leadership to the fore. Firms need to 
change their business models their products, 
markets, distribution channels, organization-
al structures, cultures, and more. This revo-
lutionary change can occur only when every-
one in the company becomes involved in the 
strategy.

The creative process will point out win-
ners and not-winners in the global market-
place; the winning firms will be those that 
can demonstrate timely responsiveness and 
rapid and flexible product innovation, cou-
pled with the management capability to ef-
fectively coordinate and redeploy internal 
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and external competences (Teece et al., 1997). 
Conversely, those firms that cannot achieve 
this will, at best, be followers.

The concept of Strategy in the 
Innovation Economy

In the innovation economy, human 
imagination becomes the main source of val-
ue. The critical challenge for any company 
in the knowledge age is to create a climate 
where innovation is prized, rewarded, and 
encouraged. Growth in the innovation econ-
omy comes from small and medium-sized 
businesses rather than large corporations or 
governments. The new economy required edu-
cational systems that teach and motivate students 
to learn and be creative, rather than recall infor-
mation. Governments and regulatory frame-
works must help liberate the human spirit for 
invention and creation.

Strategy can be succinctly described as 
an abstract concept. It enunciates a general 
vision of the business environment of the en-
tity. This implies to plan, direct, coordinate, 
and execute. It considers incomplete and un-
certain information. Strategy requires strate-
gic feedback for a better strategy re-formu-
lation. It establishes objectives and socially 
responsible policies for the entity. Answers 
the question: in which businesses must the 
entity engage?

Strategy gives sense and coherence to 
the direction the entity must take consider-
ing its internal environment, resources and 
capabilities, and its external environment, 
unknown and hostile. It indicates the tactics 
to fulfill in order to accomplish within a time 
frame the objectives previously established. 

It is a systematic way of thinking and acting.
Occasionally the strategy can be ex-

changed with the goals. The strategy re-
volves in a complex environment. It is a pro-
cess that does not present immediate and 
tangible results; however, it is costly in terms 
of time and resources (human and economi-
cal). Strategy must be a process with both, a 
flexible and enduring posture. It should be 
focused on the business processes, especially 
if its role is to establish how to gain and sus-
tain a competitive advantage to face competi-
tors. Strategy also seeks to establish and rank 
strategic projects.

Nowadays, the traditional way of see-
ing and understanding the economy has 
changed. The traditional resources, meaning: 
work, property and money spending, which 
used to be the prime sources of wealth have 
dramatically changed to a knowledge econ-
omy. An economy based on knowledge. 
Therefore, those companies that harness, pro-
duce, and utilize more intelligently the available 
knowledge, will gain a sustainable advantage.

In order to make the real options ap-
proach particularly useful as a way of model-
ing competition in the new economy, it needs 
to be generalized in two important dimen-
sions. Firstly, in order to analyze industries 
where firms in possession of market power 
compete with each other we ought to incor-
porate imperfect competition so that there is 
strategic interaction between the adoption 
decisions of competing firms. Secondly, in or-
der to capture a complementary system and 
network effects we should incorporate ben-
efits from adopting a new technology when 
competitors also do so.
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The Knowledge Economy and its 
Specific Characteristic

In the knowledge economy (Foss, 2002), 
authority relations will continue to exist as 
efficient coordination mechanisms, defining 
the limits of entities in terms of asset owner-
ship is entirely meaningful, and complemen-
tary relations between coordination mecha-
nisms will obtain, so that transactions will 
tend to cluster in discrete structural forms 
(i.e., governance structures).

In the knowledge economy (1995 to 
date), the best strategy is to invest in connect-
ing power. Competitive advantage accrues to 
those who invest more than their competitors 
to connect to more people and share knowl-
edge faster and farther.

One important role for science is col-
lecting, defining, categorizing and classify-
ing knowledge (Hubka and Eder, 1996). It in-
cludes finding relationships, structuring, and 
systematizing. This is because the main issue 
that distinguishes science from practical, ev-
eryday work is the rigor of its methodology 
(Andriessen, 2004). Human creative imagina-
tion gives an important direction for science. 
Given the importance of science it has to be a 
point of reference from where the structure 
of theories and models, new or existing ones, 
is to keep on blooming. It sets the ground 
from where the theory and its corresponding 
model are going to be constructed. 

Thow (2003) believes that the value of 
information and as a consequence knowledge 
in the organizations will be high because of 
the globalization of the world’s economies 
and the transformation of the industrial 
economies into knowledge economies. Not 
to long ago, information was rarely regarded 
as an asset to business operations. Our days 

few managers can afford to ignore the im-
portance of information, and in particular, of 
knowledge. Knowledge is now managed as 
a critical resource, similar to capital or mate-
rials. This is for real because information is 
more than a normal physical resource; it is a 
conceptual resource that can help to bind or 
break organizations. However, while infor-
mation plays a role in knowing, it is worth 
highlighting that many organizations are 
plagued by poor-quality information, which 
can have a negative impact on knowledge-
based activities (Peppard, 2005).

Another important aspect of knowledge 
in a “new economy” is its specific characteris-
tic as a factor of production that has grown in 
importance in relation to the other factors of 
labor and capital (Evers et al., 2004). Whereas 
other goods are succumbed to the law of di-
minishing returns, with knowledge happens 
the opposite, i.e. it actually experiences ris-
ing marginal utility. The more expert a group 
of consultants or an organization knows, the 
more valuable they become the individual 
pieces of knowledge; or to put it differently: 
knowledge is needed to utilize knowledge ef-
fectively.

The Knowledge Economy as a 
Distinctive Form of Learning

Generally speaking, vertical or horizon-
tal integration tends to be pro-competitive 
as long as the decisions of firms are strategic 
complements in markets with imperfect com-
petition. Further, mergers or strategic allianc-
es can be expected to promote innovation ac-
tivities which make use of complementary 
system components to create new products 
or new value-creating combinations of exist-
ing system components. In this respect in-
creased concentration tends to enhance the 
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innovation performance of industries. On the 
other hand, increased concentration enables 
firms to exploit bundling strategies in order 
to extract the increased willingness of con-
sumers to pay for more integrated bundles of 
products or services.

Tracey et al., (2004) believe that the 
knowledge economy is a distinctive form of 
learning utilizing intellectual capital in mutu-
ally reinforcing institutional environments.

So it can be concluded that in the knowl-
edge age organizations will learn, remember 
and act based on the best available informa-
tion, knowledge, and know-how (Dalkir, 
2005).

The Knowledge Society

Knowledge society is much more than 
informational society and informatics so-
ciety. Actually, the last two mentioned ones 
are included in the knowledge society. From 
the moment when Internet intervenes, with 
its great advantages (e-mail, electronic com-
merce and electronic transactions, Internet 
market), by including in the electronic infor-
mation area as many citizens as possible, the 
shift is made towards informational society. 
Knowledge is meaningful information and 
acting information. That is why knowledge 
society is not possible unless connected to in-
formation society, of which it is inseparable. 
In the same time, it is much more than infor-
mational society by the major role of infor-
mation – knowledge in the society. The best 
meaning for knowledge society is probably 
that of informational and knowledge soci-
ety.

The name of knowledge society is now-
adays used worldwide. This name is short 
for knowledge based society.

Entities develop and maintain competi-

tive advantage because the ability to continu-
ously improve, innovate, and upgrade their 
competitive advantage through time. Up-
grading is the process of shifting advantages 
throughout the value chain to more sophisti-
cated types, and employing higher levels of 
skill and technology. Successful entities are 
those that improve in ways that are valued 
not only at home but elsewhere. Competitive 
success is enhanced by moving first in each 
product or process generation, provided that 
the movement is along a path that carries 
evolving technology and buyer needs, and 
that these early movers continuously upgrade 
their positions rather than rest on them.

This theory assumes that entities have 
considerable discretion in relaxing external 
and internal constrains.

The implementation of competition policy 
might in general be more difficult in the core 
industries of the information economy than 
in “traditional” industries. In the new econ-
omy the competition policy concepts and in-
struments always need to be modified so as 
to fit not only traditional and static views of 
competition, but also the dynamic features 
of competition in the high-tech network in-
dustries. Similarly, antitrust evaluations of 
switching costs are bound to be industry-
specific. If long-run competition in the form 
of introductory offers or commitments to 
loyalty programs represents the empirically 
relevant type of competition switching costs 
seem to imply no major antitrust concerns.

As we can see, technological progress, 
network externalities and international com-
petition all represent disturbances relative to 
the common wisdom outlined above. With the 
innovation intense competition typical for the in-
formation economy, innovation is increasingly 
driven by firms that win temporary monopoly 
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power, but enjoy it only for a moment before 
being replaced by a company with a better 
product that itself gains a short-lived monop-
oly position. This suggests that the informa-
tion economy may feature more monopolies 
than the traditional sectors of the economy, 
but that these monopolies may harm con-
sumers only for a limited period of time. In-
deed, if these market dynamics encourage 
innovation, consumers might actually bene-

fit from the dynamic efficiency generated by 
high market concentration. Analogously, the 
presence of network externalities offers addi-
tional strategic instruments whereby incum-
bent firms might be able to abuse dominant 
market positions. Finally, the presence of ex-
port revenues in imperfectly competitive in-
ternational markets, in its turn, means a shift 
in the tradeoff between consumer and pro-
ducer interests. 
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A major cause of poverty

Cutbacks in health, education and oth-
er vital social services around the world have 
resulted from structural adjustment policies 
prescribed by the International Monetary 
Fund (IMF) and the World Bank as condi-
tions for loans and repayment. In addition, 
developing nation governments are required 
to open their economies to compete with 

each other and with more powerful and es-
tablished industrialized nations. To attract 
investment, poor countries enter a spiraling 
race to the bottom to see who can provide 
lower standards, reduced wages and cheaper 
resources. This has increased poverty and in-
equality for most people. It also forms a back-
bone to what we today call globalization. As 
a result, it maintains the historic unequal 
rules of trade

Poverty – a major economical problem

Abstract: Poverty is the state for the majority of the world’s people and nations. Yet there is plenty of 
food in the world for everyone. The problem is that hungry people are trapped in severe poverty. They lack 
the money to buy enough food to nourish them. Being constantly malnourished, they become weaker and of-
ten sick. This makes them increasingly less able to work, which then makes them even poorer and hungrier. 
This downward spiral often continues until death for them and their families.

Why is this? How is to blame? Poor people for their own predicament? Have they been lazy, made 
poor decisions, and been solely responsible for their plight? What about their governments? Have they 
pursued policies that actually harm successful development? Such causes of poverty and inequality are no 
doubt real. But deeper and more global causes of poverty are often less discussed. This article explores vari-
ous poverty problems in more depth.

Key words: poverty, states, economy, crisis, nations
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One of the many things that the pow-
erful nations (through the IMF, World Bank, 
etc.) prescribe is that the developing nation 
should open up to allow more imports in and 
export more of their commodities. However, 
this is precisely what contributes to poverty 
and dependency.

The impact of these preconditions on 
poorer countries can be devastating. Factors 
such as the following lead to further misery 
for the developing nations and keep them de-
pendent on developed nations:

• Poor countries must export more in 
order to raise enough money to pay off their 
debts in a timely manner. 

• Because there are so many nations 
being asked or forced into the global market 
place—before they are economically and so-
cially stable and ready—and told to concen-
trate on similar cash crops and commodities 
as others, the situation resembles a large-
scale price war. 

• Then, the resources from the poorer 
regions become even cheaper, which favors 
consumers in the West. 

• Governments then need to increase 
exports just to keep their currencies stable 
(which may not be sustainable, either) and 
earn foreign exchange with which to help 
pay off debts. 

• Governments therefore must: 
spend less  ◦
reduce consumption  ◦
remove or decrease financial regu- ◦
lations
and so on. ◦

• Over time then: 
the value of labor  ◦ decreases 
capital flows become more  ◦ volatile 
a spiraling race to the bottom then  ◦
begins, which generates 
social unrest, which in turn leads  ◦

to “IMF riots” and protests around 
the world

• These nations are then told to peg 
their currencies to the dollar. But keeping the 
exchange rate stable is costly due to measures 
such as increased interest rates. 

• Investors obviously concerned about 
their assets and interests can then pull out 
very easily if things get tough.

As seen above as well, one of the effects 
of structural adjustment is that developing 
countries must increase their exports. Usu-
ally commodities and raw materials are ex-
ported. But as Smith noted above, poor coun-
tries lose out when they

• export commodities (which are 
cheaper than finished products) 

• are denied or effectively blocked 
from industrial capital and real technology 
transfer, and 

• import finished products (which are 
more expensive due to the added labor to 
make the product from those commodities 
and other resources)

This leads to less circulation of money 
in their own economy and a smaller multi-
plier effect. Yet, this is not new. Historical-
ly this has been a partial reason for depen-
dent economies and poor nations. This was 
also the role enforced upon former countries 
under imperial or colonial rule. Those same 
third world countries find themselves in a 
similar situation

Exporting commodities and resourc-
es is seen as favorable to help earn foreign 
exchange with which to pay off debts and 
keep currencies stable. However, partly due 
to the price war scenario mentioned above, 
commodity prices have also dropped. Fur-
thermore, reliance on just a few commodi-
ties makes countries even more vulnerable 
to global market conditions and other politi-
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cal and economic influences. Poverty is more 
than simple economic issues; it is also an ide-
ological construct.

What means to be poor?
 Poverty around the world.

Third World countries are often de-
scribed as “developing” while the First 
World, industrialized nations are often “de-
veloped”. What does it mean to describe a 
nation as “developing”? A lack of material 
wealth does not necessarily mean that one is 
deprived. A strong economy in a developed 
nation doesn’t mean much when a significant 
percentage (even a majority) of the popula-
tion is struggling to survive.

Successful development can imply 
many things, such as (though not limited to):

• An improvement in living standards 
and access to all basic needs such that a per-
son has enough food, water, shelter, clothing, 
health, education, etc; 

• A stable political, social and econom-
ic environment, with associated political, so-
cial and economic freedoms, such as (though 
not limited to) equitable ownership of land 
and property; 

• The ability to make free and informed 
choices that are not coerced; 

• Be able to participate in a democratic 
environment with the ability to have a say in 

one’s own future; 
• To have the full potential for what the 

United Nations calls Human 
The Overseas Development Institute 

(ODI) describes poverty reduction as a twin 
function of

1. The rate of growth, and 
2. Changes in income distribution.
The ODI also adds that as well as in-

creased growth, additional key factors to re-
ducing poverty will be:

• the reduction in inequality 
• the reduction in income differences
A few places around the world do see 

increasing rates of growth in a positive sense. 
But globally, there is also a negative change 
in income distribution. The reality unfortu-
nately is that the gap between the rich and 
poor is widening. For example:

• About 0.13% of the world’s popula-
tion controlled 25% of the world’s assets in 
2004. 

• 20% of the world’s population con-
sumes 86% of the world’s goods while 80% 
of humanity gets just the remainder 14%.

Today, poverty is no more then an eco-
nomical problem it is also an ideological con-
struct. A lot of people die every day and we 
have to do something to stop this crisis. We, 
the government, we all can do something to 
help from the economical side of view the 
poor states. 
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The fast increase of the economic inter-
dependence among nations – as a significant 
characteristic for the last centuries globaliza-
tion – became visible, particularly, through 
a tangible rise of the developing countries 
which took part into the international trade 
and financial flows, fact to generate a better 
division of labour and, as a result, a more fair 
distribution in the earnings and investments 
around the world. But such an outcome can 
be achieved only by putting into practice at 
national level stable and judicious macro-
economic policies and a set of „extrovert” 

comercial policies, meaning, to be targetted 
mainly towards abroad and, particularly, for 
supporting the exports.  

According to circumstances, the indus-
trial policy reforms in the developing coun-
tries and the tranzition economies will be 
based more and more on aggregate measures 
to support the increase in the production di-
rected to exports, and the governments of 
these countries have to committ themselves 
to a selective interventions policy in future, 
carefully oriented to facilitate the industrial 
restructuring. Under these circumstances, a 

The impact of the globalization and
 liberalization processes on transition 

economies competitiveness

Abstract: Under the conditions of internationalization and globalization of the world economy and 
of intensification of international trade, the question of the integration into the world economy is vital for 
Romania, as well as for other East-European countries and it consists not only of economic advantage, but 
also of structural connection with the industrialized states and of gradual approach to the productivity and 
competitivity standards.

Key words: Globalization, Reforms, International Trade, Industrial Policy
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special accent is going to be put on promot-
ing the SMEs and the small entrepreneurs in 
the less developed regions, including the rural 
ones, so that to facilitate an increase in the la-
bour force employment degree and the rise of 
the incomes for the more vulnerable segments 
of the population, especially the women.  

The essential issues for which the prop-
er solution determine the accomplishment of 
a competitive national industry are enumer-
ated, in brief, as follows: 

Today, the main engine of globaliza- h
tion is the opportunity of extending the prof-
it-generating sources from the national to 
the planetary level. The liberalization of the 
international trade as a result of the differ-
ent negotiation „cicles” practically opened 
all markets, companies being   determined 
to renew their strategies so that these would 
allow them the use of all available competi-
tiveness sources – as the cost of labour force, 
capital and row material; the geographical 
advantages; the presence of partners a.s.o. – 
in the countries chosen for conducting capital 
direct investments (CDI).Theoretically, the 
international competition gives a stimulus 
to a better distribution and a more efficient 
utilization of resources, encouraging the de-
velopment in this way. Nevertheless, the ex-
perience of the last ten years proved, mainly 
in developing countries, that the uncondi-
tioned exposure to the competitive asalt of 
import products of certain imature and par-
tially non-existent markets compared to the 
exigences of the capitalist economy did not 
stimulate these countries’ development, but 
led to the quasi total evanescence of differ-
ent industrial sectors which – under mature 
capitalist economy circumstances – would 
have benefited of survival chances. It is the 
case for the most Romanian industries which 

have changed even under the circumstances 
of evident competitive advantages, not being 
prepared to cope with the sudden liberaliza-
tion of the trade in Romania.             

The globalization, restructuring and 
change of the world economy changes the 
rules of the game for all the players but, 
in this process, the gap becomes more and 
more evident between those nations which 
reached the necessary critical industrial 
mass in order to become competitive with-
in a globalized economy, on one hand, and 
those      left behing, on the other hand. The 
development in revolutionary technologi-
cal fields as, for instance, informatics, bio-
technologies and new material, has a major 
impact on products and processes and also 
on industrial policies and management.        

 Enterprises – despite their size – are in  h
the middle of this globalized economy. Ideal-
ly, these should have the capacity to quickly 
adapt with flexibility to the dynamics of the 
technological innovation, the demand evolu-
tion and the constant arrival of new competi-
tors on the market, fact easy to be seen with 
no doubt in many developed countries and 
which remains only a desired goal for most 
of the developing countries (DC) as well as 
for those in transition (TC).   

 The international competition as well  h
as the direct foreign investments (DFI) can, 
for sure, improve the competitiveness, but, 
for part of them, as in the case of many Ro-
manian companies, there is a risk for an op-
posite situation: some economic operators in 
the industrial field could lose their stability, 
going down by being confronted with the 
international competition and strong rivals 
brought in the country by the DFI. Theoret-
ically, these companies should have as top 
priority getting a production and export ca-
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pacity so that to allow them to face the inter-
national competition without endangering at 
the same time the political and social internal 
stability.    

It is known that, in the broaden sense  h
of the term, competition is synonymous with 
„let the most capable to survive”; it is also 
said that, actually, „competition kills compe-
tition”. That is why, the state intervention is 
necessary to assure the fairness of the com-
petitive environment fr om the structural and 
operational points of view. In other words, 
we need efficient industrial policies and le-
gal measures in the competition field if we 
want globalization and liberalization to lead 
to an increase in the competitiveness and 
to sustainable development, so that the ad-
vantages provided by the reduction of tariff 
and non-tariff comercial restrictions not to be 
cancelled by the obstacles generated by some 
companies with dominant position or by oth-
er measures, taken by the public authorities 
which can affect the free competition on the 
market. Such an example could be represent-
ed by the completely exceptional facilities 
provided, at the moment, by the Romanian 
Government to the Renault holding when 
the holding acquired the major stock shares 
of the Dacia factory in Pitesti.  

 Although the majority of the special- h
ists in the field of the development economy 
agree with the principles exposed above, they 
are equally in favor of the idea that competi-
tion should be mantained in a differentiated 
way, by specific means which must take into 
consideration the characteristics and prob-
lems every country has, depending on the re-
spective country’s development level.       

In this respect, we consider it is neces-
sary to underline an extremely important 
aspect in starting a sustainable industrial 

development: while „competition” usual-
ly stimulates static efficiency earnings, on 
a short leg, the public authorities have the 
duty to take fair decisions on a long leg, ac-
cordingly with the national interest, regard-
ing the best adapted market structures for 
the specific of each economy, structures ca-
pable to produce dymanic efficiency earn-
ings, obtainable in the long run.        

Similar issues appear, at international 
level, for example, in connection with the se-
curity for intelectual rights  One can draw a 
conclusion that politics and the legislation 
for the domains of competition should be 
harmonized with other general-type ob-
jects and instruments, in order to promote 
sustainable industrial growth and devel-
opment. Politics and competition legislation 
should also be closely correlated with the ob-
jectives regarding the labour force occupancy 
and with those regarding the attenuation of 
disparities among incomes of different social 
categories, the state going to be actively in-
volved in the income redistribution process. 

 Under the circumstances of econo- h
my globalization, in general, and industry 
globalization, in particular, and taking into 
consideration the trade and investment lib-
eralization, the big international enterprises 
behave within the global economy as act-
ing on a single market and production en-
vironment. Within this climate, we speak 
now about „competitionable” or „disput-
able” markets, taking into consideration not 
only the effective competition in the field of 
goods and services for a certain part of the 
world, but also the potential competition 
among companies financed through DFI. 
All these issues reloaded the controversies 
on big companies international investment 
growth effect over the competitiveness of na-
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tional markets. Considering these realities, 
it becomes more and more evident that the 
sustainable industrial development implies 
raising awareness on the necessity to imple-
ment, at the national level, a competition 
policy able to stop the concentration on the 
market and the abuse in using a dominant 
position as well as taking firm measures tar-
getted directly to improve national compa-
nies’ competitiveness. As we expected, the 
industrial production globalization generat-
ed new cooperation forms, on one hand, but 
also new rivalry types among companies, on 
the other hand. For example, the cooperation 
agreements and the strategic alliances be-
tween big companies in the CS-DT field can 
contribute to the technologic and technical 
progress accelaration despite the subsequent 
competition as concerns the utilisation of the 
obtained results, but, at the same time, these 
agreements and alliances can also amplify 
the already existing obstacles when, mainly, 
the developing countries or those under tran-
sition process enter on the world market. In 
these cases, the national policies and legisla-
tion on the competition domain should gen-
erate the appropriate conditions so that those 
who wish to establish themselves on the mar-
ket to be able to improve their competitive-
ness in order to overcome the shortcomings 
gathered due to a late arrival on the market.  

 When drawing up a competitive indus- h
trial development national policy one should 
also take into consideration, among other 
aspects, the globalization impact on compe-
tition processes since there are preasures in 
favor of an „equal weapons”-based compe-
tition when enterprises carry international 
operations on which presumes strengthen-
ing the multilateral comercial discipline and 
its compulsoriness for all countries as well as 

the negociation of rules in new fields of inter-
est, as the industrial and social policies are. In 
this situation, stands also as an opportunity 
the regional agreements targetted towards a 
close integration which wouldn’t be possible 
to be accomplished on a multilateral level in 
order to allow companies to develope region-
al production networks.   

 Reaching the competitive industrial  h
development objectives implies, on behalf of 
the countries which chose this top goal, con-
sistant efforts directed towards operational 
industrial policies so that to allow reaching 
high efficiency levels (as a result of trade and 
investment liberalization, of deregulation and 
privatization) meant, at the same time, not to 
compromise the accomplishment of major 
socio-economic objectives. It is also necessary 
that their acces to the world market not to be 
blocked by anti-competition practices.    

Therefore, the main difficulty which 
should be overcome in order to reach the 
chosen goal consists of harmonizing the trade 
and investment liberalization with measures 
by all means necessary in providing a healthy 
industrial growth.          

Without fetishising the virtues of indus-
trial growth itself, we consider that for Roma-
nia it is not acceptable a so called „negative 
growth” or „zero growth” on a medium and 
long term (as it happened in the last years); 
this way of calling the dramatic decline of 
the national industry suggests, actually, the 
idea of a quality growth under the terms of 
a quantity decrease.              Unfortunatelly, 
this phenomenon was far away not the case, 
no solid modifications being visible in the 
quality of the national industry structure and 
so, consequently, „the negative growths” are 
nothing but a pretext for attenuating a more 
and more cruel reality.        
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As a matter of fact, it is known that the 
governments of the countries which went be-
yond the critical point in their national indus-
try evolution managed to find the appropri-
ate ways and to take the adequate measures 
for making competition (national or interna-
tional) serve certain development objectives.   

As a conclusion, we close by stating, at 
least in this paper’s concept, that the sustain-
able industrial development implies, among 
others, an appropriate answer from the na-

tional industries as regards the efficiency for 
major issues raised by globalization, by the 
fierce competition as never was before (treat-
ed as a state policy), the acute need of gen-
erating and maintaining competition in the 
national and international areas of special-
izations and by the viable long term develop-
ment ensured by taking into account the ne-
cessity of preserving environment conditions 
at a level capable to secure the survival for 
future generations.
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Capital should flow from rich countries 
to poor countries — because in the neoclas-
sical model, the marginal product of a unit 
of capital is much higher in poor countries 
that are typically labor abundant and capital 
poor. Second, more productive poor coun-
tries should attract more foreign capital be-
cause they have the ability to use it better. 
And third, because it adds investible resourc-
es, and because of the collateral benefits of 
foreign capital such as bringing in new tech-
nologies of production and control, greater 
use of foreign capital should be associated 
with more growth.

Capital does not flow from rich to poor 
countries in the relative quantities it used to 
— surprising given that financial markets 
have been getting better. Moreover, it is not 
also true that amongst non-industrial coun-

tries, the most productive get the most capital 
inflows. Finally, for non-industrial countries, 
there does not seem to be a positive associa-
tion between growth and reliance on foreign 
capital. In fact, there is generally a negative 
correlation suggesting that non-industri-
al countries that are more reliant on foreign 
capital grow less. For industrial countries, 
though, there is a positive association.

Correlation is not causation, and indeed 
there are both benign and malign explana-
tions of these correlations. What seems to be 
clear is that non-industrial countries do not 
have tremendous absorptive capacity for 
foreign capital in general, though particu-
lar forms of foreign capital such as FDI may 
be useful. Put differently, the relatively low 
use of foreign capital by successful develop-
ing countries may have more to do with their 

The effects of foreign capital on the 
economical system

Abstract: Foreign capital plays an important role in the importance of the economic growth. It has 
gained importance in the recent years because of the curios, pattern of global imbalances, whereby capital 
seems to be flowing “uphill” from poorer to richer countries. In the next article we examine the effects of 
foreign capital on the economical system.

Key Words: foreign capital, domestic capital, economic growth, economic system, financial 
system
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low demand for foreign capital than with a 
willingness of developed country creditors to 
supply it.

One reason for the low demand may 
be their financial system is underdeveloped 
so that when they have growth opportuni-
ties, the extra domestic savings they generate 
are largely adequate to cover the investment 
that can profitably be financed. This is a be-
nign explanation for the limited role of for-
eign capital in development. More malign is 
if foreign capital inflows cause overvaluation 
of the exchange rate, thus reducing the com-
petitiveness of the economy, and thus reduc-
ing manufacturing exports and undermining 
a traditional stepping stone to growth. There 
are also concerns about foreign capital we 
do not address, such as its potentially higher 
volatility, which may make countries other 
than the really needy stay away from it.

Our conclusion is therefore that in the 
long run, capital account opening is unlikely 
to help poor countries grow by providing re-
sources in excess of what is available in the 
domestic economy — notwithstanding ex-
amples of foreign capital led booms and busts 
-- though it may help in other ways. Foreign 
capital is no panacea for capital-poor coun-
tries. Put differently, the current patterns of 
flow of capital in the global economy, though 
seemingly perverse, may not be so, at least 
given the financial and institutional con-
straints non-industrial countries have. That 
does not mean these flows are optimal, safe, 
or sustainable in the long run.

We observed that foreign capital helps 
indirectly—by disciplining policymakers or 
by promoting reforms that improve the fi-
nancial system. The authors say it is possible 
to make the opposite argument and find in-
direct costs. Plausibly, lifting restrictions on 
capital flows could undermine the domestic 
financial system because spendthrift govern-
ments can tap a larger pool of funds abroad. 
Also, the well-off have less incentive to lobby 
for reforms at home if they are free to store 

their wealth overseas.
Perhaps, then, the gains from globalised 

finance are latent and will be unleashed once 
catalyzing reforms are in place? Maybe they 
will. But the wish list of complementary mea-
sures is difficult to tick off. Economies might 
reap the benefits of foreign capital more ful-
ly if property rights were stronger, contracts 
were more enforceable, and if there were 
less corruption and financial cronyism. But 
the authors point out that if poor countries 
could carry out such ambitious reforms “they 
would no longer be poor” and financial glo-
balization would be “a clearly dispensable 
sideshow”. With so much else to do first, lib-
eralizing capital flows would not be an obvi-
ous policy priority.

Foreign capital ought to be good for 
countries that have profitable ventures that 
lack funding because of low savings at home. 
But Messrs Rodrik and Subramanian argue 
that for many countries, it is not low savings 
but a shortage of good investments that is 
the binding constraint. Weak property rights, 
poorly enforced contracts and the fear that 
profits will be siphoned away make it hard 
to conceive of ventures that might generate 
a reliable return. When investment opportu-
nities are scarce, capital inflows simply dis-
place domestic savings and encourage con-
sumption.

The Effects of Foreign Capital on 
State Economic Growth 

U.S. Bureau of Economic Analysis data 
show that the nation’s rate of yearly output 
growth between 1995 and 1999 was more 
than 50% higher than for the period 1987 to 
1994. Using state-level data, this study exam-
ines foreign capital’s contribution to this up-
turn in growth. Pooling data for the 50 states 
in a regression framework showed that for-
eign capital accounted for 2.6% of overall 
state output growth for the full period. For-
eign capital made no contribution between 



37Economy

No. 7 ~ 2008

1987 and 1994 but accounted for 3.7% of out-
put growth between 1995 and 1999. Further-
more, estimates show that foreign capital had 
a much larger impact on the manufacturing 
sector, accounting for more than 16.7% of 
state manufacturing output growth between 
1995 and 1999 so taking the case of U.S. poli-
cy we can se the effects of the foreign capital 
upon the Economic Growth. 

But why is the attracting of foreign capi-
tal unsuccessful sometimes?

Without inviting foreign investors in 
some developing countries, foreign compa-
nies have not responded to their invitations. 
The reason can be the political and econom-
ical instability in the host country. The one 
reason is that objectives and organizational 
characteristics of state-owned enterprises’ 
differ greatly, but it is possible to identify 
common factors. The main reason in many 
less developed countries was a distrust of 
private enterprise, combined with the social-
ist ideological beliefs. The Indian government 
explicitly stated its intention to retain control 
over the ’commanding heights’. A related 
factor was the desire to decolonize the coun-
try’s commercial sector. Many Latin-Ameri-
can countries strove to avoid dependency or 
the dominance of foreign economic powers.

Other characteristics of state-owned en-
terprises also influence the content of their 
investment promotion materials. They have 
a much broader coalition of members than 
most private enterprises, including their man-
agers, boards of directors, government min-
isters, civil servants, parliament and politi-
cians. Their managers must take into account 
the expectations and various interest groups. 
They are expected to balance the social as 
well as the commercial costs and benefits of 
their projects with a much greater emphasis 
on the social side than in private companies. 
Their goals and objectives tend to be broader 
more than in private companies. 

The characteristics of less developed 
countries are the high rates of unemploy-

ment, huge disparities between rich and 
poor, the relative inefficiency and low pur-
chasing power of domestic market, the low 
levels of technology, and so on. In addition, 
many governments are influenced by the 
’ideology of development’, a belief that the 
government has to take a very active role in 
the country’s economy in order to hasten the 
pace of development. 

At the personal level many managers in 
state corporations face career environment 
more similar to civil service than to the re-
sult-oriented competition of American com-
panies. The environment may reward them 
for caution rather than risk-taking. There 
is a difference concerning subordinates as 
well, in the American companies there is an 
assigned real and limited responsibility to 
quite junior trainees, in the large organiza-
tions in developing countries often practice 
a kind of ’training by hanging around’, in 
which junior managers are supposed to learn 
their jobs mainly by observation. Often they 
are given only small tasks under close super-
vision until they have been with the orga-
nization for several years. It also makes top 
managers overloaded as they have to spend 
too much of their time reviewing on minor 
matters. They may not be able to rely on their 
subordinates, so they may not be able to de-
vote sufficient effort and attention to the dif-
ficult and strategically important tasks of 
planning their organizations’ futures. 

An important difference between Amer-
ican executives and state corporation manag-
ers in LDCs is that the former tend to strive 
to increase their own and their organizations’ 
power and independence, while the latter of-
ten deliberately subject their organizations 
to the guidance and control of government 
ministries or boards. The managers of Amer-
ican companies assume the bigger risk in the 
hope of bigger result, but managers of state 
owned enterprises do not, because they want 
to avoid the possibility of any failure being 
attributed to their own errors. 
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These cultural and environmental char-
acteristics strongly affect the language of 
documents drafted by state corporation man-
agers to attract and influence foreign compa-
nies. They are afraid of foreign companies. 
Managers of the state owned companies of-
ten do not understand the competitive at-
mosphere and the pressure for financial re-
sults that confronts executives at all levels in 
American companies. 

It would be a long, slow and difficult 
process to try to change the ingrained atti-
tudes and practices of the State owned en-
terprises to make their investment literature 
more marketing-oriented. However, they 
know the way how to introduce news with-
out great changes in the organizational cul-
ture. They see only the following: ’what you 
must do for us’, rather than ’what we can do 
for you’. The least developed country has to 
be concerned primarily with its own welfare, 
with obtaining the coming foreign capital. 
But that country should be more effective in 
attracting desirable capital.

Another problem is that the corpora-
tions owned by the state do not understand 
prospective investors’ needs, and leave the 
saying out of consideration: ’You catch more 
flies with honey than with vinegar.’ They 
would be better to welcome to all proposals. 
It should communicate its eagerness to make 
it easy as possible for foreign companies to 
follow through on their plans. This does not 
mean that hospitality of the corporation or 
the country should allow itself to be exploit-
ed or abused by foreign companies. The ques-
tion is, whether state rules make good policy, 
as rules are intended to guard against finan-
cial and other abuses which the country may 

have suffered in the past, while on the other 
hand they may well be less necessary as the 
local economy becomes more developed and 
the government’s regulatory powers grow 
more sophisticated.

Corporation personnel would not be in-
volved in the formative stages of the project, 
but would only see the completed documents. 
They would consider only one proposal at a 
time if several were to be submitted. They 
need to understand the competitive bidding 
so it is quite possible that confidence comes 
from the state owned corporations’ manag-
ers. 

For several reason this is not the best 
way. Proposal evaluation is too important to 
be slighted in this way and careful attention 
should produce some good rewards. They 
could have much more confidence in a feasi-
bility study. Finally they would want to have 
some of their own people working with the 
prospective investor while the study is be-
ing carried out. Otherwise, it is too easy for 
the investor to manipulate the study so as to 
make the proposal look better for the host 
country than it really is. If the management 
were overloaded, they could assign more ju-
nior people to work intensively with the for-
eign company. 

Having submitted one investment pro-
posal at a time also has many disadvantag-
es. Maybe the state owned enterprises’ peo-
ple would be better able to recognize the 
strengths and weaknesses of a given propos-
al if they took the time to work through sev-
eral of them and could compare them. They 
can increase their ability to bargain for bet-
ter terms if they had proposals from several 
competing foreign companies.
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The economist Edward Castronova real-
ized that in online virtual-world games, peo-
ple were creating new economies that were 
as good as real to millions of participants. His 
studies eventually drove him to write an en-
tire book about the subject, Synthetic Worlds: 
The Business and Culture of Online Games, pub-
lished in 2005. 

The growth of online games, from the 
No. 1 World of Warcraft to Linden Lab’s open-
ended virtual world, Second Life, has hap-

pened even faster than he predicted in his 
book. 

In 2005, Castronova found that, on aver-
age, a typical person spending a typical hour 
in Everquest produces goods and servic-
es roughly equivalent to the value of goods 
and services produced by a typical Bulgarian 
spending a typical hour in Bulgaria. 

Now a follow-up analysis has shown 
that online gaming in virtual worlds also has 
a total economic impact just as big as some 

The impact of virtual world economy 
in real world economy 

Abstract: Internet technology is transforming the way we define nation-states. It has created “virtual 
states” in which parallel communities are formed and political agendas are executed. Due to the emergence 
of Internet technology, visions of “techno-imperialism” and “electronic warfare” are causing nation-states 
to enact regulatory measures to preserve political, economic and cultural integrity. While the information 
infrastructure is the heart of the economic stability for most nations, the possibility of “viruses” or “elec-
tronic bombs” bringing ruin to an economy is real indeed. This means that architects of the “nation-state” 
will have the gargantuan task of re-examining existing politico-economic paradigms and fully integrate 
technological initiatives in its apparatus to prevent imminent marginalization.

Key words: virtual economy, virtual economies, MMOG, virtual markets
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real countries, although smaller ones than 
Bulgaria

Many economists thought that virtu-
al economy it was a fake economy. But lat-
er they realised that it really didn’t feel fake 
at all when they saw how it connected to the 
real economy. As you can see clearly in Sec-
ond Life with its translation of Linden dollars 
into real dollars, and then you imagine how 
big this phenomenon could get, it started to 
have real-world macroeconomic implica-
tions. In economy, there is no difference be-
tween reality and fantasy.

For people born after 1985, there isn’t 
any such thing as virtual reality. There’s just 
another way that you talk to people. This 
business of having characters and buying and 
selling stuff for gold pieces it’s very natural.

These products like Second Life, and the 
way that World of Warcraft broke out, have 
just shocked the hell out of me. I thought the 
big impact might take until maybe 2010. 

The philosophy of Virtual World Econo-
my is that ownership and the ability to liqui-
date the value of your virtual holdings, would 
in theory spark economic development. If you 
let people capture the value of what they cre-
ate, they’re going to create a lot more.

The economy is everywhere. Its laws 
are applicable even in societies that don’t ex-
ist, which are inhabited by people that are not 
real. It is what has happened in several on-
line games like World of Warcraft, Hattrick 
or Second Life that have suffered diverse eco-
nomic problems with monetary losses that 
impact the real world sometimes.

World of Warcraft is an online role-
playing game where the player participates 
in a fantastic universe similar to The Lord of 
the Rings. It has more than 10 million regis-
tered users, according to the programming 

company (Blizzard). About half of them are 
in Asia. In fact, the problem came from Asia: 
in this game, the most valuable currency is 
the gold, very difficult of getting, and for that 
reason, some people and companies decided 
to make business, mainly in China. They got 
“gold” during 24 hours a day, then they sold 
it to the other users who didn’t want to get 
it by themselves. The transaction was carried 
out to exchange “gold” for real money in auc-
tions websites like Ebay (for example, if you 
want to buy 5000 gold coins, then you need 
about 150 Euros). This way, a scarce thing be-
gan to be plentiful, the gold was devaluated 
and the inflation was caused by this. In this 
game, the cost of “living” was radically in-
creased. For this reason, the company closed 
the accounts of 114000 people who were mak-
ing money by this method.

Something very similar happened in 
another video game: “Final Fantasy XI”. The 
owner closed more than 4000 accounts  of 
players who exchanged virtual assets for real 
money. This situation also caused inflation. 
The action of the programmers was defini-
tive. They reduced the money flow by elimi-
nating several millions in order to decrease 
prices: the European Central Bank dream.

Some virtual worlds have a surprising 
similarity with reality. Second Life has cases 
of real estate speculation and financial crisis. 
This game uses the linden dollars as curren-
cy to buy properties and virtual objects. It is 
possible to exchange them for real money in 
a market implemented by Linden Lab (a pro-
grammer). In this market, a dollar is equal to 
about 250 lindens. The business opportuni-
ties are always present: there is a story about 
a Chinese woman (her nickname is Anshe 
Chung) who appeared on Business Week cov-
er. She won $250000 when she sold “lands” 
where she built hotels and apartments.
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Around the globe, a real-world trade 
has emerged around virtual assets. Estimates 
vary wildly, but some analysts put the world-
wide real-money trade in virtual assets at 
more than $2 billion, most of which changes 
hands in South Korea and China.

Some virtual currencies are used to buy 
property, tools and other assets in virtual re-
ality worlds, such as Second Life. Most, how-
ever, have been designed to reward gamers 
and allow them to upgrade their play. Even 
though many game publishers technically 
forbid trading their online currencies for real 
money, gamers dubbed “gold farmers” try 
to make money by winning online assets and 
selling them for cash to less successful play-
ers.

Economists say virtual currencies work 
like any other currencies, so long as people 
trust the institutions behind them. The U.S. 
dollar, which lost its gold backing in 1971, 
survives because people trust the U.S. gov-
ernment.

Virtual Worlds – Fiction or Reality’, mus-
es on the impact of virtual worlds on differ-
ent generations, and asks how this world of 
immediate access, limitless social skills and 
unrestrained behaviour influence our moral 
framework. 

All this fretting over artificial environ-
ment mores is a sign that virtual worlds are 
gradually being accepted as extensions of the 
real world.  The social and economic evolu-
tion of these worlds raises challenging ques-
tions about their governance; in particular, 
how they can be developed in a sustainable 
and desirable fashion as both economies and 
communities. 

Virtual Worlds Serve As 
Economic Laboratories

One problem that economists face is the 
gnawing fact that humans often don’t act ra-
tionally, potentially undermining many ba-
sic theories. It would be nice if economic the-
ories could be tested in a lab setting. While 
there is a burgeoning field of behavioral eco-
nomics, tests are costly and difficult to carry 
out. Professor Edward Castronova has made 
a career studying the economics of virtual 
words, MMORPGS like Ultima Online and 
Everquest. He has made some interesting 
insights by looking at how players react un-
der various economic conditions. For exam-
ple, in worlds with little scarcity, people are 
bored. When too many players want to be a 
wizard (or anything else), the profitability of 
that profession decreases. Neither of these 
insights differ from what you’d expect in the 
real world, though therein lies the allure. 
Theoretically, these worlds could act as labs 
to test economic models, like socialism, the 
third way, or a flat tax scheme. As the games 
get more advanced, perhaps they could be 
used to study more complex concepts like 
unionization, school vouchers, and single-
payer healthcare. The experience of games 
designers could help test for the unintended 
consequences of regulations, something that 
would be a help in public policy. While econ-
omists like to call their field a science, some 
of their ideas are as absurd as the geo-centric 
model of the universe. Having more of them 
do labwork, like other scientists, could go a 
long way in making economics less dismal.
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Virtual economy

A virtual economy (or sometimes syn-
thetic economy) is an emergent economy ex-
isting in a virtual persistent world, usually in 
the context of an Internet game. People enter 
these virtual economies recreationally rather 
than by necessity; however, some people do 
interact with them for “real” economic ben-
efit.

Virtual economies are observed in mas-
sively multi player online role-playing games 
(MMORPGs). The largest virtual economies 
are currently found in MMORPGs. Virtual 
economies also exist in life simulation games 
which may have taken the most radical steps 
toward linking a virtual economy with the 
real world. This can be seen, for example, 
in Second Life’s recognisation of intellectual 
property rights for assets created “in-world” 
by subscribers, and its laissez-faire policy on 
the buying and selling of Linden Dollars (the 
world’s official currency) for real money on 
third party websites. Virtual economies can 
also exist in browser-based internet games 
where “real” money can be spent and user-
created shops opened, or as a kind of Emer-
gent gameplay.

Virtual property can refer to any re-
source that is controlled by the powers-that-
be, which includes virtual objects as well as 
avatars or user accounts in their entirety. 
The following characteristics are common-
ly found in virtual property. Note however 
that it is possible for virtual property to lack 
one or more of these characteristics, and they 
should be interpreted with reasonable flex-
ibility.

1. Rivalry: Possession of property is 
limited to one person or a small number of 
persons. 

2. Persistence: Possession is maintained 
even when the property is not in use. Users 
expect property to remain in their possession 
between sessions. 

3. Interconnectivity: Property may af-
fect or be affected by other people and oth-
er property. The value of property varies 
according to a person’s ability to use it for 
creating or experiencing some effect. 

4. Secondary markets: Virtual prop-
erty may be created, traded, bought, and 
sold. Real assets (typically money) may be at 
stake. 

5. Value added by users: Users may en-
hance the value of virtual property by cus-
tomizing and improving upon the property. 

The existence of these conditions create 
an economic system with properties similar 
to those seen in contemporary economies. 
Therefore, economic theory can often be used 
to study these virtual worlds.

Within the virtual worlds they inhabit, 
synthetic economies allow in-game items to 
be priced according to supply and demand 
rather than by the developer’s estimate of the 
item’s utility. These emergent economies are 
considered by most players to be an asset of 
the game, giving an extra dimension of real-
ity to play. In classical synthetic economies, 
these goods were charged only for in-game 
currencies. These currencies are often sold 
for real world profit.

A game’s synthetic economy often re-
sults in interaction with a “real” economy; 
characters, spells, and items may be sold on 
online auction websites like eBay for real 
money. While many game developers, such 
as Blizzard (creator of World of Warcraft), 
prohibit the practice, it is common that goods 
and services within virtual economies will be 
sold on online auction sites and traded for 
real currencies.
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According to standard conceptions of 
economic value, the goods and services of 
virtual economies do have a demonstrable 
value. Since players of these games are will-
ing to substitute real economic resources of 
time and money (monthly fees) in exchange 
for these resources, by definition they have 
demonstrated utility to the user.

Some virtual world developers officially 
sell virtual items and currency for real-world 
money. Further and more involved issues 
revolve around the issue of how (or if) real-
money trading subjects the virtual economy 
to laws relating to the real economy. Some ar-
gue that to allow in-game items to have mon-
etary values makes these games, essentially, 
gambling venues, which would be subject to 
legal regulation as such. Another issue is the 
impact of taxation that may apply if in-game 
items are seen as having real value. If (for ex-
ample) a magic sword is considered to have 
real-world value, a player who kills a power-
ful monster to earn such a sword could find 
himself being charged tax on the value of the 
sword, as would be normal for a “prize win-
ning”. This would make it impossible for any 
player of the game not to participate in real-
money trading.

A third issue is the involvement of the 
world’s developer or maintenance staff in 
such transactions. Since a developer may 
change the virtual world any time, ban a 
player, delete items, or even simply take the 
world down never to return, the issue of their 
responsibility in the case where real money 
investments are lost through items being lost 
or becoming inaccessible is significant. Rich-
ard Bartle argued that this aspect negates the 
whole idea of ownership in virtual worlds , 
and thus in the absence of real ownership no 
real trade may occur. Some developers have 

acted deliberately to delete items that have 
been traded for money, as in Final Fantasy 
XI, where a task force was set up to delete 
characters involved in selling in-game cur-
rency for real-world money. Although vir-
tual markets may represent a growth area, 
it is unclear to what extent they can scale to 
supporting large numbers of businesses, due 
to the inherent substitutability of goods on 
these markets plus the lack of factors such 
as location to dispense demand. In spite of 
numerous famed examples of the economic 
growth of Second Life an amateur analyst in 
2008 estimated the income inequity in Second 
Life’s economy as worse than has ever been 
recorded in any real economy. However, it is 
not clear if application of these real measures 
is appropriate to a virtual world where (for 
example) income is not necessary to survive.

Tools for the comparison of this second-
ary market have recently become more nu-
merous. This has occurred as a response to 
alleviate the labor involved in leveling that re-
quires hours, days or weeks to achieve. Being 
able to exchange real money for virtual cur-
rency provides the player purchasing power 
for virtual commodities. As such, players are 
guaranteed opportunities, increased skills 
and a fine reputation, which is a definite ad-
vantage over others.

Capital in Virtual Economies

In these virtual economies, the value of 
in-game resources is frequently tied to the 
in-game power they confer upon the owner. 
This power allows the user, usually, to ac-
quire more rare and valuable items. In this 
regard, in-game resources are not just trad-
able objects but can play the role of capital.
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Players also acquire human capital as 
they become more powerful. Powerful guilds 
often recruit powerful players so that player 
can acquire better items which can only be 
acquired by the cooperation among many 
players (sometimes to the hundreds).

A massively multiplayer online game 
(also called MMOG or simply MMO) is a 
video game which is capable of supporting 
hundreds or thousands of players simulta-
neously. By necessity, they are played on the 
Internet, and feature at least one persistent 
world. They are, however, not necessarily 
games played on general purpose computers; 
most of the newer game consoles (Xbox 360, 
PSP, PS3, Wii, DS, etc.) can access the inter-
net, and thus can have MMO genre games.

MMOGs can enable players to cooper-
ate and compete with each other on a grand 
scale, and sometimes to interact meaning-
fully with people around the world. They in-
clude a variety of gameplay types, represent-
ing many video game genres. Many MMOGs 
require players to invest large amounts of 
their time into the game. Most MMOGs re-
quire a monthly subscription fee, but some 
can be played for free.

Virtual economies

Within a majority of the MMOs creat-
ed, there is virtual currency where the player 
can earn and accumulate money. The uses for 
such virtual currency are numerous and vary 
from game to game. The virtual economies 
created within MMOs often blur the lines 
between real and virtual worlds. The result 
is often seen as an unwanted interaction be-
tween the real and virtual economies by the 
players and the provider of the virtual world. 

This practice (economy interaction) is most-
ly seen in this genre of games. The two seem 
to come hand in hand with even the earliest 
MMOGs such as Ultima Online having this 
kind of trade, real money for virtual things.

The importance of having a working 
virtual economy within an MMOG is increas-
ing as they develop. A sign of this is CCP 
Games hiring the first real-life economist for 
its MMOG EVE Online to assist and analyze 
the virtual economy and production within 
this game.

The results of this interaction between 
the virtual economy, and our real econo-
my, which is really the interaction between 
the company that created the game and the 
third-party companies that want to share in 
the profits and success of the game. This bat-
tle between companies is defended on both 
sides. The company originating the game 
and the intellectual property argue that this 
is in violation of the terms and agreements of 
the game as well as copyright violation since 
they own the rights to how the online curren-
cy is distributed and through what channels. 
The case that the third-party companies and 
their customers defend, is that they are sell-
ing and exchanging the time and effort put 
into the acquisition of the currency, not the 
digital information itself. They also express 
that the nature of many MMOs is that they 
require time commitments not available to 
everyone. As a result, without external acqui-
sition of virtual currency, some players are 
severely limited to being able to experience 
certain aspects of the game.

The practice of acquiring large volumes 
of virtual currency for the purpose of sell-
ing to other individuals for tangible and real 
currency is called gold farming. Many play-
ers who have poured in all of their personal 
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effort resent that there is this exchange be-
tween real and virtual economies since it de-
values their own efforts. As a result, the term 
‘gold farmer’ now has a very negative conno-
tation within the games and their communi-
ties. This slander has unfortunately also ex-
tended itself to racial profiling (since Asians 
are commonly the farmers and to in-game 
and forum insulting.

The reaction from many of the game 
companies varies. In games that are substan-
tially less popular and have a small player 
base, the enforcement of the elimination of 
‘gold farming’ appears less often. Companies 
in this situation most likely are concerned 
with their personal sales and subscription 
revenue over the development of their virtu-
al economy, as they most likely have a higher 
priority to the games viability via adequate 
funding. Games with an enormous player 
base, and consequently much higher sales 
and subscription income, can take more dras-
tic actions more often and in much larger vol-
umes. Blizzard Entertainment and their wild-
ly successful World of Warcraft are not afraid 
to publicly announce that tens of thousands 
of accounts have been banned due to viola-
tions regarding currency selling. This account 
banning could also serve as an economic gain 
for these large games, since it is highly likely 
that, due to demand, these ‘gold farming’ ac-
counts will be recreated with freshly bought 
copies of the game.

Taxation of Virtual Economies 
& Regulation via On-line 

Gambling Legislation

Income from sale of virtual items is be-
ing considered as real revenue as players in 
such games have ascribed a real-world value 
onto them: “By taking any aspect of the game 
and connecting it directly to the real world, 
the games have only brought this possibility 
on themselves.” And as that ascribed value is 
being increasingly converted into to real dol-
lars, attention is now being given by those in 
taxation law and in governments.

Commentators in taxation law speculate 
“that profits made in virtual worlds could 
be taxable even before they are withdrawn 
as dollars.” The speculation seems to based 
on the observation that, as one commentator 
said, “the easier it is to buy real goods with 
virtual currency (e.g. order a real life pizza) 
the more likely the IRS will see exclusively 
in-world profits as taxable.”

This conversion has led to direct com-
parisons with other on-line games of chance 
as ‘virtual winnings’. Once converted into 
real currencies these ‘winnings’ have been 
measurable for some time in real terms. This 
is why gamers and companies engaged in this 
conversion, where it is allowed under license 
from developers, are now being encouraged 
to apply for licenses under EU legislation.
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Introduction

In the last 20 years a few economic and 
social phenomena have influenced the social 
structure, as well as the incomes’ structure 
in developed economies. The world GDP in-
crease has not been accompanied by equal 
raise in the welfare for all social and profes-
sional categories. Both on the level of highly 
developed economies and of the underdevel-
oped ones, differences have increased in the 
incomes, so that enhancing polarization of the 

society has been faced. The development has 
been accompanied by less redistribution of 
real welfare and implicitly by raised income 
inequalities and more. Knowledge economy 
has created not the expected real increase in 
everyone’s income, but only the increase of 
certain ever decreasing categories of Infor-
mation holders (regardless the type of such 
information). As a paradox, more knowledge 
generated less welfare, even if we only con-
sider the fact that the access to higher educa-
tion has resulted in a leveling and devaluing 

 Why rise income inequalities. 
An structural aproach 

Abstract: The present paper aims to analyze some of the reasons why inequalities increase in the 
income allocation in modern developed societies. The conceptual framework used herein in order to under-
stand the reasons for inequality raising is represented by the theoretical model known as “power re(sources) 
theory”, providing a basis for coherently understanding the current dissolution of the economic, political 
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of the university degrees. Education, infor-
mation by itself no longer represents definite 
sources of success, yet they represent ever 
growing sources of economic and social costs 
for the consumers-beneficiaries. In return, 
the income associated to additional access 
to higher education has diminished, as men-
tioned in numerous statistics. A sure source 
of income in the 60s (explaining the source of 
the human capital theories, as developed by 
Schultz, Dennison or Becker), higher educa-
tion has rather become a source of current ex-
penses and of insecure higher future income.

Another effect of the knowledge soci-
ety is the des-industrialization and diminish-
ment of the industrial sector in obtaining the 
GDP. Such phenomenon is important for the 
future of welfare in the developed countries 
because it involves a restructuring of the rela-
tions between socio-professional categories, 
including the economic ones, upon negative 
effects over the structure of incomes, over the 
relative negotiation power of the employ-
ees in the industrial sector, still represent-
ing a high share in the employed population 
number, but the salaries of which have de-
creased in the GDP, as noticed during the last 
30 years. 

We consider that it is particularly im-
portant to identify these trends in the occu-
pational structure and in the incomes allo-
cation, for which the knowledge society is 
“accountable”, because on a wider area such 
questions the very purpose of economic de-
velopment and in the same time, the neo-lib-
eral idea according to which free economic 
development is the solution for the inequal-
ity issues existent in the society, which inter-
ventionism could and would not solve.

Therefore, in the following pages we 
aim to analyze some of the effects of the 

knowledge society over that GDP generat-
ing part, that is employed and especially to 
understand where the current uncertainty 
of the labor in the contemporary economy 
comes from, by using the explanatory frame-
work of power resource theory.

In the 20s Charlot presented, by artistic 
means, of course, what it meant to carry out a 
professional activity in one of the well devel-
oped of that time, organized for the purpose 
of mass production. The name of the picture 
was Modern times and it illustrated the con-
dition of the working class or of the average 
worker, in his work place for an important 
period of the 20th century. Even though the 
tone in which the condition of the said was 
depicted was dark, this sort of production 
was the one grounding the amazing pro-
gresses of the next years’ capitalist economy 
in the sense of welfare the ensuring increas-
ingly higher blue collar population.

Although the conditions for such devel-
opment were created at the end of the 19th 
century, by the development of large compa-
nies, of the transportation system, of the fi-
nancial networks or by successive increases 
in the population number, the mass consume 
only became acquired habit in the modern 
society of the 20th century’s third decay, 
strengthened in the years following World 
War II.

Welfare represented the crossing of a 
few roads called corporation-nation-protec-
tionism-state-consumerism.

The American economy was the one 
which – by an advance with even today en-
sures its economic supremacy – started the 
mass production. Almost “500 large corpo-
rations represented the nucleus of such large 
national business. They generated almost 
half of the national industrial product, owned 
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three quarters of the country’s industrial as-
sets and hired 2 out of 10 workers.

Alongside those industrial monsters a 
few large corporations gravitated and oth-
er important ones in the financial-banking 
services, insurance, railways, retail. Around 
them hundreds of small companies gravitat-
ed like the rings of Saturn, which filled in the 
market gaps with specialized merchandises 
which could not be efficiently manufactured 
on a large scale, as well as small retailer hired 
in order to distribute or sale the goods of 
mass production “ .

Large companies played a double role 
– they ensured mass production and created 
millions of jobs supporting the production 
and mass consume.

The situation was identical in the fifth 
and sixth decades in all the Western Europe-
an countries, even thought large national cor-
porations did not have the same influence as 
those in the USA.

From a social structure standpoint they 
created, both on the Continent and over the 
Ocean, what sociologists called “the middle 
class”, a concept operating a niche in the too 
brutal and imprecise ideological discrimina-
tion, between capitalists and workers. Half 
of the American families were part of this 
middle area, with incomes between 4000 and 
5000 dollars, upon the dollar’s value appli-
cable in 1953. Most of the said families were 
formed of qualified and semi-qualified work-
ers and of state clerks or administrative staff 
of large corporations, thus from the employ-
ees of those corporations, organized increas-
ingly obvious as per the model of the state’s 
bureaucracy. The bureaucracy of the said cor-
porations was the one causing incomes’ lev-
eling, the pyramidal structure of the produc-
tion organization being the one imposing for 

the horizontal multiplication of those who 
were equal. The income was determined by 
the functional role within the bureaucracy. 
The tendency of incomes distribution tend-
ed towards a reduction in the inequalities. 
Owners received a smaller part compared to 
employees; specialists and clerks lost part of 
their advantages in favor of the qualified and 
un-qualified workers. 

The unprecedented increase in the in-
comes generated the increase of consume: in 
the 50, 4000 families a day moved to a new 
house, paying small installments (approxi-
mately 100 dollars a month), for entirely fur-
nished and equipped houses. To this a car 
was added, right in front of the house: 24 
millions in 1956 in USA only, considering the 
data provided by Reich (1996:84). A natural 
situation, if we consider that the hourly wage 
increased in twenty years by 2.5% a year in 
the USA, by 7.9% a year in Japan, by 6% a 
year in Germany and by 4% a year in France.

The share of wages in the GDP was ac-
tually high, 65% in 1960, for EU-15, 65.9% in 
the USA and 71% in Japan, while in 1975-1980 
it reached levels of 69.9%, 65% and 76%, re-
spectively for the above mentioned econom-
ic regions . The period until the beginning of 
the 80s was significant for the increase of real 
incomes given the fact that the said increase 
less than productivity, so they are justified 
from an economic standpoint.

The price of these high incomes, of 
this high buying power was repetitive, dis-
tributed, highly productive labor, aiming to 
produce predefined profits. Routine in the 
production, “one best way” represented the 
simple principle by which mass welfare was 
organized. On a professional level this usu-
ally meant that the focus was on un-qualified 
or qualified labor, including routine opera-
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tions like supervision, for maintaining qual-
ity standards – in fact the share of low quali-
fied and average qualified labors was higher 
in the above stated totals – in 1980, in the EU 
30% was represented by low qualified labors, 
60% by average qualified labors and only 10% 
by the highly qualified ones, according to the 
quoted source. These labors could and still 
can be found mainly in the first and genera-
tion industrial sectors (iron smelting, trans-
portation, drilling, chemical, petrochemical, 
automotive), and also in those implying ad-
vanced technology or services (i.e. banking). 
Innovative work was poorly represented: in-
novation is produced upon its own rhythm 
– large innovating steps involve installing 
new machines, refitting assembly lines, new 
suppliers, new distributors, advertising com-
panies, new post-sale services, etc. Synchro-
nization is essential in order for these mass 
produced goods and for long time periods 
(life cycles for the consumer goods exceeding 
10 years). The poor development of financial 

markets and investments funds were the rea-
sons for which the level of the investments 
was mainly determined by savings, and thus 
costs were becoming too high to afford fail-
ures – since reinvesting in new capacities and 
equipments would represent half the earn-
ings. The R&D activities take long time cy-
cles from discovery to mass production, as 
suggested in the following examples (Reich, 
1996): RCA developed the first sold TV set for 
a decade, Du Pont “lost” 12 years until selling 
nylon, Union Carbide prepared coal hydro-
genation for 17 years. It is an activity in which 
quick term, deadline, fearing competition 
or financial penalties are not so hasted. The 
long term business safety, of long term “nice” 
profits is preferred to a risky investment.

This world is supported by the pillar 
of capitalism – the employee, the productive 
worker, the organized, blue collar.

In the USA, 70% of the workers in the 
railway industry, mining and plants were 
part of labor unions, as per the table bellow:

The force of AFL, founded in 1881 came 
from its ability of acting as a monopole on the 
labor market, by the offer it made for quali-
fied and productive workers. 

Constant negotiation with employ-
ers’ unions ensured the maintenance of so-
cial peace. The organization of labor unions 
per industries ensured homogeneity to the 

Industry 1880 1910 1930 1953 1974 1983 2000
Agriculture 0.0 0.1 0.4 0.6 4.0 4.8 2.1
Mining 11.2 37.7 19.8 64.7 34.7 21.1 10.9
Constructions 2.8 25.2 29.8 83.8 38.0 28.0 18.3
Manufacturing 3.4 10.3 7.3 42.4 37.2 27.9 14.8
Transport 3.7 20.0 18.3 82.5 49.8 46.4 24.0
Private services 0.1 3.3 1.8 9.5 8.6 8.7 4.8
Public sector 0.3 4.0 9.6 11.3 38.0 31.1 37.5
Private 1.7 8.7 7.0 31.9 22.4 18.4 10.9
Total 1.7 8.5 7.1 29.6 24.8 20.4 14.1

Source: Friedmann.unions.us
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interests and increased negotiation strength. 
Aside from real increases of the above men-
tioned wages, contracts also ensure other 
benefits: life, accident and health insurances, 
pensions, paid vacations and unemployment 
payments, rather in Europe than in USA, yet 
present.

In Europe, the Scandinavian countries, 
Germany, Austria and Holland are econo-
mies in which established industrial relations 
allow for cooperation with the management 
in order to obtain productivity increases that 
could also generate higher and increasingly 
extended benefits for employees. Constant 
negotiations between employees and em-
ployers grounded on a well defined bureau-
cratic mechanism create the conditions for 
mutually advantageous compromises – con-
stant wage increases are recovered by higher 
prices for the end consumer, yet meaning-
less in terms of financial supportability since 
interests for loaning operations are small 

enough as to avoid problems. The large den-
sity of labor unions, and also their centraliza-
tion ensure high success for bi or trilateral ne-
gotiations. 

In Europe the number of labor union 
members in 1970 was of 33 millions, and in 
1980 it was of 43 millions, marking an in-
crease of 72%, which ensured a relatively 
high strength for these organizations.

Even if success in those countries is un-
precedented in the Western countries, the 
other countries also, with fewer labor union 
members, create entitlements for the social 
category on a relative dominant position in 
those societies, namely the working class. 

The routine work in production gen-
erates welfare, given an occupational struc-
ture in which blue collars represented 50% - 
60% in the total employed population, out of 
which a large portion were actively involved 
in social movements, as shown in the union 
membership rates in the table bellow: 

Industry, the main contributor in the 
national GDP, by a share of up to 75%, is the 
source of welfare and negotiation power for 
this class.

The working class integrates in the mid-
dle class; it even supports it, given that it en-
sures labor places for the new consume hab-
its, but also in the culture and education for 

1970 1980 1990
USA: Total union membership rate 30.0 24.7 17.6
USA/Manufacturing sector 41.0 35.0 22.0
USA/Financial sector 5.0 4.0 2.0
Six countries/ Total union membership rate 37.1 39.7 35.3
Six countries/ Manufacturing sector 38.8 44.0 35.2
Six countries/ Financial sector 23.9 23.8 24.0
US/six Total 0.80 0.62 0.49
US/six Manufacturing 1.058 0.795 0.626
US/six Financial 0.209 0.168 0.083

The six countries are: Canada, Great Britain, France, Germany, Italy, and Japan.
Source: Visser (1991:110)
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an increasing number of teachers, doctors or 
public servants.

Salaries rising in the USA by 2% each 
year, and in Europe by more than 4% ensure 
for labor union members constant increasing 
buying power, but also a diminishment of 
the incomes between the rich and the poor, as 
well as between execution and management 
functions. Trade union membership brought 
even larger wage incentives, by 20% com-
pared to non-members. “Accumulation and 
Legitimating” (O’Connor, 1973:6), up to that 
moment two contradicting functions of the 
mutual state were achieved simultaneous-
ly. Mass production and its main agent, the 
working class, ensured economic accumula-
tion, allowing in the same time for the said 
player to be integrated in the society. Legiti-
mating, and also the force of this social struc-
ture also come from one element: corporate 
capitalism, raising the question of legitimate 
inequality, resultant of an aware process of 
using public policies by understanding be-
tween corporations, labor unions and state 
institutions. 

The class conflict, fear of the state and 
source of questions regarding its legitimacy 
is moderated by sui-generis institutionaliza-
tion of the conflict from the economic and also 
politic area. Thus, if in the economic area the 
power belongs to the capitalist class, owning 
the production assets providing it with the 
rare resource of power, in the political area 
the number is what it is important again, yet 
in another way: not rarity, but abundance are 
the ones generating power and moreover the 
power of the number mobilized in large col-
lectivities such as labor unions. Mobilization 
ensures the success for welfare institutions 
in detriment of allocation by markets Kor-
pi (1989); Gosping Andersen (1987), Pierson 

(2006). In fact, the minimum wage, the stan-
dardization of wage increases on a branch or 
even national economy level, the economic 
policies on full employment or social benefits 
of welfare are the results of the power of the 
working class, and not the results of the free 
market. Actually, in order to nuance a little, 
although the term is generalizing, they are 
results of the ability of political mobilization 
of the wage earners, also involving the role of 
the “middle class” to which it belongs at leas 
a part the “working class”.

This integration, electoral promise for 
some politicians of the time (see Valery Gis-
card d’Estaign in his term as a president), is 
now questioned, 30 years later.

The decline of the labor union move-
ment began in the 80s and continued in the 
following years. Thus, in the USA the rate of 
union membership reached 12% in 2007 in 
the entire economy, and only the public sec-
tor with 36.2% union member and the edu-
cational system with 37%, impeded an even 
more accentuated decrease given the exis-
tence of a private sector in which the union 
membership rate was of only 7.4%.

In Europe, although the decrease was 
smaller (between 1980 and 1990 – a 10% de-
crease, between 1990 and 2003, a 7.6% de-
crease  ), it is also obvious and for the time 
being constant. 

The decrease is also clear in analyz-
ing the data obtained from the large union 
centers. Thus, in Trade union membership 
1993-2003 (EIROnline 2004:4) a decrease in 
the number of union members of 15% was 
identified in the 68 analyzed centers. 

In the same time, in year 2007only a 
quarter of the employed population in de-
veloped countries was still making routine 
works.
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Which are the explanations for this situ-
ation?

The “Power resource theory” is the an-
swer to what is called the dissolution of blue 
collars, even of the middle class in the West-
ern society and hence the diminishment of 
the political and economic rights those union 
members of the social structure enjoyed, as 
briefly shown in the first part.

1. Mancur Olson and the dilemma of 
union membership. The economy Nobel 
Prize winner Mancur Olson shows in his 
criticized, yet often quoted “Logic of collec-
tive action (1965)” that the potential failure 
of a movement, such as the labor union one, 
comes from a problem regarding the very 
substance of negotiations: two parties or 
even three: labor unions – employers unions 
– the state, negotiate a punctual matter like 
wage increase. If the negotiation is success-
ful, he says, of the said increase benefit both 
the labor union members, and those who 
aren’t members; if the negotiation is unsuc-
cessful, the potential relative loss will not be 
shared by everyone, but only by those who 
are not union members. This makes a large 
number of workers become free riders, thus 
ignoring the idea of union fight solidarity. 
This is what happened in the 80s in Europe. 
The union actions in those years and in the 
following years limited the advantages for 
union members, making governments to ex-
pand the earnings towards all employees in 
an activity sector. This generated the elimina-
tion of the competitive disadvantages of com-
panies with strong labor unions or the other 
way around, the companies without labor 
unions became less competitive compared to 
the others, which led to increases in the wage 
related costs in the economy and to increased 
unemployment.

In the USA, low union membership and 
hence the low negotiation capacity created 
large wage differences between those who 
were and those who weren’t union members, 
creating a competitive disadvantage situa-
tion for the companies with union member-
ship and those without union membership. 
A stable labor force with more experience 
raised the productivity for union member-
ship by 15% compared to the productivity of 
the other companies, asserting that workers 
who were labor union members earned more 
than their productivity incentive, which gen-
erated a scattering of companies towards ar-
eas without union membership.

Two different situations lead to an actual 
situation: the decrease of union membership.

2. The problem of the state’s institutions 
autonomy. The state in the thirty glorious 
years was for some authors relatively spec-
tator to this typical functionalist conflict, of 
the two factions of the society, which makes 
it for the balance to turn in favor of the power 
of numbers. However, as Quandagno shown 
(1988) the state in its turn was a third party, 
equally entitled in this conflict of powers. It 
is defined by a certain autonomy compared 
to the legitimate claims of the two players, 
and it also is the only manager of the “in-
stable equilibrium of compromises”, as Pou-
lantzas inspired called the situation. Its au-
tonomy is relative depending on the context: 
most times this context is economically deter-
mined, and strong and persistent fiscal and 
commercial deficits, poor economic growth, 
low productivity, low innovation, lack of in-
ternational competitiveness are enough ar-
guments as to change its own view over the 
entitlements obtained by the power holding 
class. The economic arguments of the eight-
ies made the power source owner or of the 
power-resource change.
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3. Two labels put on a bicycle, yet equal-
ly on the numerous current consumer goods 
provide enough clarifications. One label says: 
Made in China, but it could the same be Ro-
mania, Singapore, Taiwan or Pakistan. The 
other says Designed in Austria, but it could 
the same be France, England, Japan or USA. 
Two different economic worlds, two power 
sources in the world economy, yet with dif-
ferent shares, now compared to 30-40 years 
ago. It is about the difference separating the 
large volume production of the knowledge 
production. It is what separates the power of 
holding production capacities of the power of 
owning ideas. It is the difference between na-
tional corporation and national finances and 
the “global network for production organiza-
tion” and the international finances.

The organization into global networks 
first led to the outsourcing of certain activi-
ties and then to the offshoring of the entire 
business in underdeveloped countries, in 
which the mass production costs were con-
siderably reduced. The Bucharest – Otopeni 
call-center of a well known company in the 
IT field employs routine workers upon sala-
ries of 200-300 EUR, while the same activity 
performed in a developed European coun-
try would have meant at least 1500 EUR, and 
by going towards East it is paid by 100$ at 
the most in India, China or Singapore. The 
American IT engineer is paid by approxi-
mately 5000$ while the European one by an 
average 3000 EUR. The Chinese engineer in 
return is paid by only 500$, and the Indian 
one by 700.

Upon using the same statistical sources 
as mentioned above in the present paper, one 
can notice the decrease in the share of income 
from work in the EU countries, and also in 
Japan compared to the level presented in the 

60s, down to 57.8% in 2005, meaning that the 
real level of the incomes from work has in-
creased less than the increase of productivity 
(Berkeley: 2006). The productivity increase 
does not lead in any of those regions to a 
higher increase in the real incomes.

Not only that wage related expenses are 
smaller, but other expenses categories (social, 
infrastructure, marketing etc) are, as well. 

The subcontracting a production, design, 
trading process was the first major break of 
the knowledge, information and technology 
society, which created the new economy, in 
the organized power of the Western working 
class, and also in the one of the middle class. 
The seven decade crisis, as well as its perma-
nent effects throughout the entire eighth de-
cade has made the production costs matter to 
become a priority in obtaining increased effi-
ciency for the Western companies. Therefore, 
the outsourcing of some business segments 
has become a priority for the said. Call cen-
ters, customer support activities, telemarket-
ing, market research, and also actual produc-
tion or the research and development process 
have become activities that are performed 
outside the corporations’ national borders, 
grounded on various considerate, such as: 
cutting down production costs, restructur-
ing the costs structure, increasing quality, 
owners’ expertise in a certain area of creat-
ing a good or risk management. Hence, be-
nefic effects regarding corporations and cap-
ital. Therefore, outsourcing is the cause for 
increased flexibility and mobility not only of 
capital, but also of the labor force. Increased 
uncertainty on the labor market has led to a 
diminishment of the blue collars’ negotiation 
capacity and thus to the maintaining of rela-
tive advantages obtained during the years of 
mass production. Although the unemploy-
ment rate is not higher – it is considered that 
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in the USA, for every 100 jobs lost by out-
sourcing, 142 new jobs are gained – outsourc-
ing and offshoring determine a change in the 
national income producing sectors, from the 
labor intensive ones to the capital intensive 
ones, involving less qualified employees in 
top branches, vectors of the new economy. 
Mass production is the first victim of the two 
above mentioned processes: its massive shift 
towards Far East, towards India, Thailand, 
Singapore, and especially towards China, has 
generated the decrease of occupational level 
in these labor intensive sectors and the osteo-
porosis of the industrial occupational struc-
ture. In all sectors of the traditional industry, 
jobs have been massively lost, and most im-
portant for our present argumentation, this 
happened in the industrial sectors with tra-
ditional union membership. Labor fragmen-
tation is one of the consequences, comprising 
a series of longtime phenomena such as the 
increase of part-time contracts number, of 
those concluded for determined periods or 
the introduction of house labor, to give only 
some examples of relevancy from a statistical 
standpoint.  

The change in the national income struc-
ture also represents the change in the power 
sources. The two are inseparable. The invis-
ible hand of the invisible (services, licenses, 
knowledge) structure the old models for ne-
gotiation, replaces the venerable artisans of 
the parity state’s fundaments. In short, the 
knowledge revolution has un-structured the 
basis of the modern social conflict and of the 
mechanisms for solving such. An optic of 
difference opposes to a joint one. The differ-
ences between numerous groups existing in 
the society – in incomes, education, profes-
sion, social statute or knowledge, in inform-
ing levels – make it impossible for interests’ 

communions, and by extension, for negotia-
tion communion to exist.  

“Weak thinking” postmodernism is also 
present in the labor rapports or in the power 
ones. To “class entitlement” (understood as 
people’s capacity of controlling goods by the 
legal means provided by the society) an indi-
vidual entitlement is opposed, the collective 
ones are taken, while the individual ones are 
given. “Democratic welfare” is beginning to 
increasingly loose ground in front of the “oli-
garchic welfare” (Harrod).

This change in the position the middle 
class has in the social structure is inseparable 
of the technology democratization. Now, al-
most everyone can achieve large production 
by using high technology equipments. More-
over, this possibility is further strengthened 
by the fact that anyone can cheaply achieve 
this production, anywhere in the world, be-
sides the developed Western world. There-
fore, the “structural power” comes not from 
the advantage of producing the final good, 
but from that of producing knowledge, of 
imagining, of conceiving. For instance, in 
China capital has become even cheaper than 
labor, which contributed to the investments 
increase from 35% in 2000 to almost 45% in 
2006, thus increasing the intensity in using 
capital in production, which produced an 
explanatory deficit for the classic theories 
over the rapports between capital and labor 
in production, postulating that an increase in 
the capital intensity will determine the reduc-
tion of returns to capital, so that total income 
attracted by the capital would decrease, de-
termining a decrease in the share of incomes 
from capital in the total income. In China, 
and also in other developed countries things 
took place quite the opposite. 

The most obvious reason for this shift in 
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the classic theory logics was the acceleration 
in the technological process, which made cap-
ital much more efficient compared to labor. 
The analysis of the imports structure can be 
a powerful tool supporting the above asser-
tion: in the developed countries and in Chi-
na mostly we assist a change in the exports’ 
structure from low-margin commodity to-
wards high margin advanced products.

The problem arising from production 
internationalization is simple, and calls for 
a rapid answer: how can one remain com-
petitive in an economy in which the danger 
knocks at the doors – the others’ products are 
cheaper then their own resources – endanger-
ing one’s own economic growth. A solution 
has been and continues to be protectionism. 
Unfortunately the long term advantages of 
these policies are far from being the desired 
ones and mainly those regarding the safe-
guarding of national production. The Amer-
ican example is representative: protection-
ist waves in the ‘70s and ‘80s which allowed 
for almost a third of the national production 
to be protected at the beginning of the ‘90s 
resulted in increases of the internal prices 
(for instance, following the lobby in the iron 
smelting industry, additional dumping taxes 
were applied for external iron smelting prod-
ucts). This made internal automotive produc-
ers to pay 40% more for steal than their world 
competitors, which resulted in a decrease of 
their competitiveness on an internal and in-
ternational level, further generating difficult 
situations (an euphemism actually), as in the 
case of Ford company.

Another solution of interest for the ar-
gumentation of the thesis herein is that of 
the diminishment of costs for production 
efficiency. The result was the closing down 
of plants, dismissal of the workers and cut-

ting down of wags. The decent power of the 
workers, called by ones “majority dictator-
ship” was beginning to fall down. 

Labor union membership starts to de-
crease, the number of collective wage freez-
ing, hiring level reduction or wages reduction 
collective agreements increases. Wages don’t 
keep up with inflation anymore. In compa-
nies conflicts occur between union members 
and the other workers or even between union 
members. Having to choose – and not only 
once – between wages reduction and reduc-
tion the number of jobs, union members pre-
fer the second solution, under the custom 
that the younger employee leaves the job first 
in case of activity restructuring. The conse-
quence: more and more young people join 
labor unions, upon the perverse effect of the 
diminished negotiation power and a contin-
uous weakening in that category’s power. 
The diminishment in the supervision routine 
works activity is also a constant reality. Su-
pervisors and other middle management po-
sitions in mature industries are in the same 
situation as qualified or unqualified workers 
in developed countries. 

The production act is becoming subor-
dinated to efficiency increasing strategies, in 
which routine activity does not have room 
or anyway has a periphery, marginal place, 
as long as in case they are bothered by so-
cial legislation or labor unions movements, 
the administration of global corporations can 
easily decide upon the change of the produc-
tion location in more peaceful areas from a 
social standpoint, where the bitter observa-
tion of Joan Robinson best fits regarding the 
worker’s psychology “there is only one thing 
worst than being exploited – and that is not 
being exploited”. A modern version of the 
immortal “to be or not to be”. 
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The one gaining ground is not the work-
er, but he person providing new strategies in 
the fight over global competitiveness. Discov-
ering niches is more important than the pro-
duction itself. A smaller part of the amount 
representing a product reaches the produc-
tion worker. In the inter-war period, almost 
85% of the price of a car was represented by 
the payment of workers and investors. In the 
90s, they received less than 60%.

In the production of a processor, 3% 
goes to raw materials and energy suppliers, 
5% to the owners of installations and equip-
ments, 6% to the routine workers, and the 
rest goes to the design, engineering, develop-
ment, research, patents, copyrights.

Power diminishment is manifested on 
various plans: from access to education to the 
possibility of influencing elements on which 
personal welfare depends. Taxes evolution is 
one of these elements: the increasing of tax-
es for social securities, for public utilities or 
of the local taxes represents a first example. 
Another is the tax on wages. In the USA, by 
operating modifications over the income tax 
during the Regan period the paradox situa-
tion was reached that the poorest tax payers 
had to pay a sixth more than in the 70s, while 
the rich ones had to pay by 3% less.

The decrease of one segment, either 
population, incomes, political power or so-
cial statute leaves room for the increase of 
another. This is what has happened in devel-
oped economies during the last thirty years.

4. A second social category present in 
developed economies is that of small and 
middle enterprises or of legal entities in the 
form of services micro enterprises. In this 
category there are included “waiters, hotel 
workers, security agents, nurses, taxi driv-
ers, secretaries, hair-stylists, car services, real 

estate agencies, physical-therapists, flight at-
tendants etc”.

Approximately 30% of the employed 
population in the developed economies is 
involved in this sort of activities. In 2003, 
approximately 120 million persons were 
employed in services and only 34 in the 
manufacturing industry, respectively 62% 
and 17% of the total employed population. 
In the EU the services sector was the largest 
employers, with a growth rate of 1.7% each 
year, while the manufacturing sector – of re-
petitive works – faced a 1.2% yearly decrease 
starting 2000.

In the ninth decade, whilst production 
increased by 30%, the number of jobs in the 
industry increased by only 2% compared to 
an increase with 33% of the jobs in the ser-
vices area.

“Conceptual analysis” services, of high 
knowledge intensity, represent half the pop-
ulation employed in services, upon a yearly 
growth rate of 2.3% starting with 2000. Ap-
proximately 40 million persons are employed 
in services with average knowledge intensi-
ty, which is 20% of the entire occupation.

In such services there can be included 
all activities regarding the design, problems 
identification, financial and marketing strat-
egies defining, contracts performance, pub-
lic relations, marketing, managerial consul-
tancy, financial, human resources, planning, 
design consultancy. The income of the said 
depend to a great extent on the creation ac-
tivity, on the labor quality, on originality, on 
the rapidity of solution, without being con-
nected to the type or volume of work. Ca-
reers are not linear, hierarchic, with well pre-
defined trajectories. Activity takes place in 
small teams, connected to beneficiaries, cor-
porations, public administrations, army etc. 
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by defined duration contracts. 40 years ago, 
this group represented only 8% of the Amer-
ican workers. It is increasingly obvious that 
for “a company the value of the employees 
in the knowledge structure is increased to the 
detriment of the old industrial employees” 
(Drucker, 1989).

This is obvious if other indicators are 
also analyzed, such as the share of hiring in 
the R&D services sector, the level of R&D 
investments, abroad financing for new con-
cepts development activities, the intensity of 
R&D (the percentage of research – develop-
ment in the GDP or if analyzed comparative-
ly the number of jobs for research activities 
and conceptual activities created in services 
and in the manufacturing industry). Thus, 
according to EUROSTAT, 53 millions scien-
tists in the field of technology are employed 
in the sector of services and only 9.4 millions 
in the manufacturing industry, respectively 
47% of the total occupation in services and 
29% in the manufacturing industry.

Further more, if we also include the fi-
nancial services area, the ones creating the 
credit, achieve over-loaning, accelerate eco-
nomic growth, we will be able to conclude 
that a major cause for the current difficul-
ties faced by the blue collars and by a large 
portion of the middle class appear from the 
structural power modifications of the various 
entities in the society, caused by an econo-
my in which knowledge and access to infor-
mation position differently and reward em-
ployed population differently. To a relatively 
homogenous structure of relations and inter-
ests a much more differentiated structure is 
substituted of both sources of power and ca-
pabilities of accessing the national income. 

To the various institutionalized regula-
tion mechanisms, such as labor union – em-

ployers’ union collective negotiations on a 
branch or national level or parity commis-
sions or the corporatism in the Scandinavian 
countries, grounded on connections arising 
from interests homogeneity or at least on the 
lack of radical divergences, a “risk society” 
is now substituted, as Ulrich Beck calls it, in 
which difference, dissolving pluralism, in-
equality, growth without redistribution are 
the terms of the new social contract. To the 
various interests represented by organized 
groups different interests are substituted 
which are individually represented. 

Now there no longer exists the equiva-
lent of what used to represent the working 
social class as integrating and identification 
force. This does not mean, as Fitoussi asserts, 
that the said was absorbed by the middle 
class. In its turn, the last mentioned one fac-
es identity difficulties, as mentioned above. 
Social decomposing faces a new beginning. 
The lack of social change actions, generating 
solidarity is an uncovered reality. The politic 
dilemma is one of the referrals of this situa-
tion. Either it is a developed advanced soci-
ety or one under modern development, the 
dilemma of its political mechanisms is an 
ever present one. From the lack of interest for 
the vote mechanism (with average participa-
tions of 30-40% of the population), for parties 
or even for individuals, to the unconscious 
options of the electorates, these manifesta-
tions of social inactivity are the expression of 
identity problems, of an accentuated fragility 
of the society.  

Conclusions

There is no doubt that we live in a soci-
ety in which “life chances”, to use the words 
of Dahrednorf are reduced for one of the main 
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actors of the mass production modernity, the 
“blue collar”. These life chances are also re-
duced for the very spine of the modern capi-
talist society, the “middle class”, in which the 
first mentioned category represented a part, 
to a certain extent. Our aim in the present pa-
per is to understand which are the explana-
tory elements that can help explaining such 
situation for the said social category. As as-
serted on the beginning of this presentation, 
it is our opinion that the theory of power 
re(sources) can be a stimulating explanato-
ry framework, considering that it is opposed 
both to strictly economic approaches, of neo-
classic inspiration for the said problem, and 
to the political theories such as that of Dani 
Rodrik from Harvard University, focusing 
on the political transitions in explaining this 
situation (political change from democracy to 
autocracy favors cronyism and the strength-
ening the interests of those making the offer, 
while the inverse one favors the interests of 
the employed masses), thus diminishing the 
capacity for a global analysis of the phenom-
enon. Subsequent explanations of the above 
mentioned theory are focused on certain ele-
ments the dimensions of which can be briefly 
presented as it follows:  

1. The shift from the mass production 
based economy to the knowledge based econ-
omy determines the change in the relative 
importance of the actors in the production 
process: the importance of the production act 
decreases in detriment of the thinking act.

2. The diminishment of the labor union 
membership phenomenon is both the cause 
and the consequence of the current poor situ-
ation of labor in the developed society. New 
constraints of production, the importance of 
costs and strategies for reducing them, have 
generated the flexibility and endangering 
of the employee’s statute and thus the labor 
union’s power. Between loosing one’s job 

and reducing the real income the last version 
is preferred, and thus the diminishment of 
labor union membership. This phenomenon 
also have another explanation, derived from 
the content of the current labor: large produc-
tion companies with thousands of employ-
ees nation wide have been replaced by large 
multinational companies with thousands of 
employees worldwide, with very different 
interests, and also those large national com-
panies have been replaced by small compa-
nies, operating in environments that are so 
different that they no longer can coagulate 
common inters.

3. The problems of the state have lead to 
an increasing assertion of its decision mak-
ing autonomy and implicitly to a pragmat-
ic, contextual approach of the economic and 
social problems, which no longer were sub-
summed to ideals for equitable redistribution 
of the welfare, but only for preserving a pre-
carious situation (it was more important to 
maintain the jobs on a national level without 
making concessions to a capital blackmail-
ing with the idea of finding another economy 
interested in its services, than to apply long 
term principles in respect with economy so-
cialization).

4. The increased share of the services 
sector in the GDP made it that given the het-
erogeneous nature of this sector, no unitary 
strategies could be adopted for representing 
the employees’ interests. 

The implications of such situation of the 
employees in developed countries and espe-
cially of those in the manufacturing sector 
are important in view of what the future of 
this social category will be in the Romanian 
economy, the situation of which is different 
from the above descried one, yet the evolu-
tion of which can be expected to be close to 
those of developed economies. 
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1.General Aspects

In the context of globalization, enter-
prises need a complete and pertinent costing 
system. Complete costs established by clas-
sical methods (global, phases based, com-
mands based) have some disadvantages:

- Comprising irrelevant information in 
the decision making process – given the fact 
that complete costs methodology refers to 
allocating the entire mass of expenses over 
products (it is inevitable, so it includes some 
irrelevant elements), whereas in order to make 
correct decisions, irrelevant aspects should be 
excluded for decision making reasons;

- The need for repartition bases (crite-
ria, keys) – given the fact that not all produc-
tion expenses can be directly allocated to each 
product, and the lack of objectivity of the se-
lected repartition bases leads to cost subven-
tions, meaning some products increase or 
decrease their costs, in the disadvantage or 
advantage of other products due to activity 
diversity, expenses heterogeneity etc.;

- Opportunity – complete cost is infor-
mation obtained at the end of the production 
process and therefore it cannot be available 
for decisions made earlier than that.

A solution for the information perti-
nence problem delivered by classic complete 
costs is the Activity Based Costing method.

Activity based costing
 (ABC Method)

Abstract: In the present paper the need and advantages are presented of using the Activity Based 
Costing method, need arising from the need of solving the information pertinence issue. This issue has oc-
curred due to the limitation of classic methods in this field, limitation also reflected by the disadvantages of 
such classic methods in establishing complete costs.

Key words: costing, cost indicators, operations, activities, processes 

~ Prof. Ph.D. Saveta Tudorache
~ University Lecturer Anca Bratu
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The concept of the method is grounded 
on the ascertaining that not products are re-
sources consuming, but activities, and vari-
ous activities of the enterprise are used by 
products. That is why the enterprise should 
be divided into activities, and not into func-
tions or products.

The distribution criteria are replaced by 
cost indicators which are elements starting 

the activities and thus generating costs.
This measure answers to the needs of a 

systemic vision over the enterprise and to a 
global approach of productivity, closer to re-
ality. It is grounded on the concept – value 
chain of Porter, the framework division of 
which (M. Porter – L’ avantage compétitif, 
Paris 1986) is as it follows:
 

The ABC method emphasizes the need 
for identifying the activities that contribute 
to the production manufacturing and to the 
increase of the market share of a company’s 
limits, representing competitive advantages 
defined and sustainable compared to other 
enterprises in the same sector.

Improving a company’s performances 
is a matter of its capacity of producing value 

for its clients by consuming in this way min-
imum volume of resources. The notions of 
costs and value are connected.

The basic principle of the ABC method 
consists in practicing an as realistic affecting 
as possible of the indirect costs compared to 
traditional methods, eliminating as much as 
possible conventionalism from cost allocat-
ing. 

Support 
activities

Company infrastructure 

Li
m

its
 

Human resources management 
Technology development

Acquisitions 
Main 

activities
Internal lo-

gistics Production External 
logistics

Marketing 
and sale Services Limits 

Traditional approach

Resources                     Direct costs                     PRODUCTS

Resources                     Indirect costs                    Analysis centers                       PRODUCTS

Approach by the ABC method

RESOURCES                          Costs                          Activities                    PRODUCTS
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Explaining the ABC method implies ap-
proaching three analysis levels: operation, 
activity and process.

Operation is the first level in describ-
ing the labor process and it does not imply 
the calculation of any cost, being the part 
of the production process which is homog-
enous from a technological stand point and 
which represents the object of a work norm 
that must be performed during a given time 
interval, by an executive – either individual 
or collective – on a certain job, specifically 
equipped and fitted with tools.

Activity is a set of ordinate and connect-
ed operations for the purpose of achieving a 
certain objective.

Process is a set of organized activities 
aiming towards the achievement of a com-
mon objective and it has three characteristics:

- It is organized in a transversal man-
ner compared to hierarchical organization 
and to the main functional structures of the 
enterprise (production, marketing, sales, fi-
nancial, planning, purchase etc.)

- Each process has an output (finality)
- It has an internal or external client.
The relationship between the opera-

tions, activities and processes in an enter-
prise is as it follows:

The transfer is made from the hierarchi-
cal and functional approach of the enterprise 
towards a transversal one, as the enterprise is 
considered an organization, namely a set of 
activities of decentralized responsibilities.

The ABC method is not only a calcula-

tion system for products costs, but also a re-
sources consume system, because by this sys-
tem the transfer is made from traditional logic 
in costing, according to which “products con-
sume resources” towards an undertaking in 
which “products consume activities, which 
in their turn consume resources”.

Therefore, according to the ABC meth-
od, clients are those generating the existence 
of calculation objects (products, works, ser-
vices, commands) which in their turn gen-
erate the creation of resources consuming 
activities: material, human, financial, infor-
mation. 

In order to establish and manage the ac-
tivities based costing, each activity must be 
associated to an explanatory factor for the 
cost variation, named cost inductor.

Cost inductor is a repartition (alloca-
tion, imposing) basis for indirect expenses 
over the activities and calculation objects: 
products, works, services, orders. Each cost 
inductor should express a cause-effect rela-
tion with the indirect expenses, meaning it 
is the cause-effect factor generating indirect 
costs. The cost inductor measures the render-
ings delivered by the products’ respective ac-
tivity. Depending on the type of performance 

 Clients   
 
 

 
cause 

Costs objects  
(products, works, services, orders) 

 
 

 
which cause 

 Activities   
 
 

 
which consume  

 Resources   

Homogenous 
operations  

 
Homogenous activities 

Enterprise processes (functions) 
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it influences, the inductor can be: cost related, 
quality related and execution term.

The graphic representation of the activi-
ties based costing model (Epuran and collab-
orators) is depicted as it follows:

2. Working phases

The practical application of the method 
implies the perusal of the following phases:

a. Identifying the activities in the enter-
prise – each working center in the enterprise is 
associated to a process, which is then decom-
posed into elementary activities. The identi-
fication of the activities is made grounded on 
their justification in the value creation pro-
cess in the enterprises grounded on detailed 
study of the accountancy documents; each 
working center’s cost is cumulated per activ-
ities. For each activity its characteristics will 
be aimed: the activity’s production, namely 
its output, specific performance indicators, 
the connection with other activities ahead 
and behind, the nature of consumed resourc-
es in order to asses its resources consume;

b. Identifying explanatory factors – of 
the resources consume: cost inductors – for 
each individual activity an explanatory fac-
tor for the resources consume will be aimed, 
called cost inductor which is that activity’s 
cause;

c. Re-grouping the activities depending 
on a cost inductor – all activities of the same 
cost inductor are re-grouped in a re-group-
ing center. For each re-grouping center only 
one cost inductor (activity inductor) is main-
tained;

d. Calculating the unit cost of the cost 
indicators

Unit cost of cost inductors = Expenses 
reunited in the re-grouping center/ Total vol-
ume of the cost inductor

e. Imputing inductors costs over the 
products, works and services. The complete 
cost of the sold product can be obtained by 
adding to the cost of the materials and di-
rect works cost the indirect expenses of the 
re-grouping centers afferent to a sold lot of 
products.

3. Case study

„VADMAR” enterprise produces and 
sells two products, M and N knowing that:

Activity 1  Activity 2  Activity 3  Activity 4 

  
Regrouping center 1  Regrouping center 2 
Cost inductor 1 
Inductor 1 volume 
Unit cost of inductor 1 

Cost inductor 2 
Inductor 2 volume 
Unit cost of inductor 2 

 
Products,  works,  services,  orders 



63Finance - Accountancy

No. 7 ~ 2008

 

Explanations  Product M Product N
Direct expenses (unit) 2400 1600
Produced and sold quantity (pieces) 2000 800
Unit sale price (unit) 2.5 3.5

The entity is structured into three responsibility centers and the indirect expenses afferent to 
such have been individualized per characteristic activities, according to the following situation:

The cost inductors specific to each activity are as it follows:

In the general administration the calculation is made of the unit complete cost and of the 
analytic result, as in the following:

Responsibility 
center

Total indirect 
expenses

Activities Activity related expenses

Production 1000 u. Equipment maintenance 1000 u.

Sales 960 u. Delivery quality control 320 u.
640 u.

Administration 351 u. General administration 351 u.

Activity Activity cost Cost inductor Cost inductor volume unit cost of the 
cost inductor

1 2 3 4 5=2/4
Equipments 
maintenance 1000 u. Working hours 250, out of which 180 for M 4 u./hour

Quality control 320 u. Control time, in 
hours 100, out of which 70 for M 3,2 u./hour

Delivery 640 u. Ballots number 80, out of which 60 for M 8 u./hour
General adminis-
tration 351 u. Turnover 7800 u. 0.045

Explanations Product M Product N Total
Direct expenses (1) 2400 1600 4000
Activity cost:
*Equipment maintenance (2) 180x4=720 70x4=720 1000
*Quality control (3) 70x3,2=224 30x3,2=96 320
*Delivery (4) 60x8=480 20x8=160 640
I Global production cost (1+2+3+4) 3824 2130 5960
II Unit production cost 3824:2000 pieces

=1,902 u./pieces
2136:800pieces
=2,67 u./pieces  – 

*General administration (5) 5000u.x0,045=225 2800u.x0,045=126 351
III Global complete cost (I+5) 4049u. 2262u. 6311
IV Unit complete cost 4049:2000pieces

=2,0245 u./pieces
2262:800pieces

=2,8275 u./pieces  – 

V Unit sale price 2,5 u./pieces 3,5 u./pieces  – 
VI Analytic result (V – IV) 0,4755 u./pieces 0,6725 u./pieces  – 
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 The activities based costing, as well as 
any other information regarding costs is not 
an exact measurement of the resources con-
sumers, yet it represents a more precise as-
sessment of such, because it performs a more 
detailed analysis of indirect expenses the 
share of which has increased in the total cost. 
Representing the enterprise as a network of 
activities creates the possibility to perform 
simultaneous analyses both to the resourc-
es consummation process, and to the value 

creation process, thus shaping a new sys-
tem for managing the enterprise: the activ-
ity based management (ABM). By ABM the 
manager takes into account the costs gener-
ating processes before attaching such costs 
to a calculation object. Therefore, the activity 
based management focuses on the causes of 
resources consume, as much as possible even 
from the moment of the consume, in order to 
operatively intervene over the costs of the ac-
tivities delimited in the company.
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Globalization and suzerainty 

Abstract: Globalization, an asymmetric, complex and controversial process has become the center of 
the main theoretical debates at the end of the 20th century. The state itself represents a subject of very differ-
ent approaches which call for reassessing the validity of the opinions regarding its role in the international 
political economy.

Mutations occurred on a political and economic level, the reconfiguration of power and of the “public” 
and “private” notions call for the reconsideration of the traditional vision over the state and its ability of 
acting as autonomous author, as well as for the introduction of new standards for assessing its activity.

Controversial opinions exist regarding the suzerainty and power of the current state. A significant 
theme is represented by the crisis and implosion of national state, by the undermining of not only suzer-
ainty, but also of the idea of “national” economy. Other globalization theoreticians admit the exacerbated 
effects of such over the internal and external prerogatives of the state. Incontestable, the role of the state in 
the 21st century is transforming. Important modifications occur in the processes and instruments by which 
the contemporary state leads the society. There are regarded not only the state’s internal organizational 
forms, but also its relations with the economy.

The state is transformed by globalization, yet it will continue to hold an important position in regu-
lating the economic and social processes, as well as neo-liberal failures.

Globalization is not the end of the state, but it obliges to reconstruction and rethinking of the inter-
vention way and of the action capacity. Arguments regarding the state’s transformation should not be con-
founded with those regarding its decline.

In the same time, globalization is only one of the regress factors, and it doesn’t generate only a cortege 
of constraints, but also one of opportunities.

Even though the state continues to hold an important limit of movement, it confronts the most pro-
found legitimacy crisis in its history.  

Key words: globalization, state – nation, intervention, suzerainty, legitimacy, post-suzerain-
ty state.

~ Prof. Ph.D. Ion Bucur (University of Bucharest)
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The globalization phenomenon has cre-
ated profound mutations in the conceptions 
regarding the role, action and structure of 
the state. This new international order calls 
for answers to problems regarding the inter-
national market’s implications over national 
markets, to the extent to which state’s policy 
internationalization claims for its institution-
al innovation in adopting new objectives and 
tools for governments, to the extent in which 
markets can represent the main mechanism 
ensuring society’s governing.

For most analysts, one of the features 
of globalization is the diminished role of na-
tional governments in establishing the rules 
regarding global governing. Moreover, it is 
considered that this new climate signifies the 
beginning of the end of the nation-state, as ef-
fective manager of the national economic pol-
itics, even thought the suzerainty would re-
main formally intact. The idea is ascertained 
that global markets will erode the legitimacy 
and especially the need for a nation-state.

On the opposite end there are those as-
serting that it is premature to claim that the 
nation-state has disappeared. Even though 
the efficacy of the post-war state represents a 
problem, its intervention is not automatical-
ly doomed. On the contrary, there has been 
demonstrated that the market is only viable 
upon considerable social and political order.

Beyond general rhetoric calling for “less 
state and more market”, it is known the role 
of the state in consolidating markets. Actu-
ally, the private sector calls for the state’s 
support in specific modalities: covering the 
costs of basic infrastructures (funds for fun-
damental research, for investments in pro-
fessional training system, for disseminat-
ing scientific and technical information and 
technology transfer);  providing stimulating 

taxes needed in order to finance investments 
in industry, research and development and 
technologic innovation; protection by public 
contracts of national enterprises by privileged 
access on the internal market (telecommuni-
cations, transportation, education, social ser-
vices); supporting national enterprises in the 
competition on international markets.

Although it is recognized the maintain-
ing of the state’s role as vector of social justice 
and collective solidarity, the current world 
context claims for its profound transforma-
tion in order to answer to the new defies. The 
globalization phenomenon is understood 
as process of transferring from an economy 
based on national capitalism and activating 
on a planetary level, to a globalization char-
acterized by market liberalization, de-regula-
tions and privatizations in the national econo-
mies, thus modifying both the physiognomy 
and the nature of world economy. Capital is 
deemed to no longer be national, but global, 
freed from its constraints and regulations.

Authors also exist who deem as erro-
neous to question the existence of national 
capitalism. However, there is admitted that it 
stopped being the only coherent form of cap-
ital organization and that its predominance 
will disappear during the next decades. Thus, 
the history of capitalism will cease to be de-
fined and limited by national borders, and 
the era of nation’s wealth will be replaced by 
that of mankind’s wealth.

In its classic form inherited from illumi-
nists, the states can no longer claim to be the 
only legitimate center of political debate and 
of collective action. It is necessary to rethink 
the state’s objectives, functions and ways of 
expression.

World post-war order has been build 
around nation-states. In such, Keynesianism 
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has become the center of significant revolu-
tion in the conception regarding the role of 
the state and of the market in long term so-
cial reproduction. Even the most conserva-
tive governments have undertaken the stand-
point expressed by R. Nixon in 1971 “We are 
all Keynesian now”.

Public regulations by means of mone-
tary and fiscal policies have ensured full oc-
cupation and represented a way of sustain-
able and sure growth. The state’s control and 
intervention were needed due to the markets’ 
impossibility of ensuring full occupation and 
of preventing major macro-economical insta-
bilities. In the said period, state’s structures 
were based on social policies of Beveridgean 
inspiration, Keynesian macro-economic man-
agement and labor relations Ford model.

A major conservative contra-revolution 
took place in the 70s and 80s, when the mar-
kets were regarded as the most efficacy tools 
of modern society organization.

Whilst the post-war state was declared 
interventional, aiming to promote Fordism, 
the implementation of welfare systems and 
the control of economic activity level, the in-
crease of economic difficulties resulted in a 
severe shift towards “laissez-faire” strategies.

Given the increased dysfunctions of  the 
global economy and the existence of commer-
cial obstacles, the national governing system 
calls for renovation and reform, for new tools 
of politics aimed to answer to the changes in 
the international economy. The resurgence of 
the interest towards market mechanisms has 
correctly been determined by the evolution 
of economic integration, by the dynamism 
of financial innovations and on the progres-
sive transition to another production regime. 
Under such circumstances, the national com-
panies and economies enter a competition in 

a considerably enlarged economic environ-
ment, in which markets can generate politi-
cal and institutional transformations.

Although some limits are admitted, 
some economists consider that besides de-
mocracy the market represents the less im-
perfect mechanism of coordinating the eco-
nomic activity in de-centralized societies. 
The expansion of market mechanisms and 
the will of reducing the state’s intervention 
have caused two types of modifications: on 
one hand, a geographic and institutional dis-
persion of the functions undertaken so far by 
national states in favor of international orga-
nizations and on the other hand, a relative 
autonomy of the decision makers in the field 
of economic policy. This is not the result of 
dissolution of the politics in favor of the mar-
ket economy, but a power transfer towards 
the parties which are not involved in local 
situations.

The changes in the governing system 
have lead to the occurrence of a new type of 
state, defined as post-national or post-suzer-
ainty, in which national institutions have lost 
their primarily role of representing the inter-
ests defining national aspirations. 

The adepts of this new orientation de-
fine the post-national state by two features: 
welfare is of external nature and is deter-
mined by those countries’ export, by the per-
formances of the commercial blocks in which 
it is a part; the substantial reduction of the 
state’s ability of permanently engaging in 
the internal economic management. The ten-
dency of diminishing the state’s power is 
achieved upon commercial dependencies. 
Thus, over 50% of the GDP of most devel-
oped states is under direct influence of the 
modification of international demand and 
prices. Under such circumstances, for the 
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purpose of promoting the principles of inter-
national activity, the state is confronted with 
certain priorities: recreating its capacity of 
controlling national economy achieving ap-
propriate national economic management; 
supporting the markets. In order to function 
efficiently, markets should be oriented and 
regulated by national governments. In order 
to avoid the effects of the global business cy-
cle, the state should protect its institutional 
systems and national practices. Obviously, 
states don’t have the same capacity of achiev-
ing this aim. Given the intense concerns for 
reassessing and reforming the post-war in-
stitutions, the economic theory was warning 
and emphasizing the market’s insufficien-
cies, which could affect societies lacking any 
complementary or alternative coordination 
mechanism. Moreover, in the last period the 
number of “pro-state” theories’ supporters 
has increased. This does not exclude the ad-
mission of the significant, yet not exclusive, 
role of the market mechanisms in social regu-
lation. Even more, the belief that markets will 
dominate in the next century is deemed as a 
real illusion.

The transformation of state’s functions 
is designated by some authors by the ten-
dency of state de-stating characterized by 
phenomena working together towards shift-

ing the social regulation center (des-nation-
alizing, state internationalizing by universal-
izing the governance model). The de-stating 
process leads to reinventing the state, which 
continues to be strong, despite its economic 
releasing.

Contrary to the inflow of conservative 
and “pro-market” ideologies, it is ascertained 
that markets will never replace governments 
in drafting strategic options. The state’s inter-
ventions are considered superior to market 
mechanisms. Whereas public authorities can 
on the contrary create and monitor markets.

In the same time, it is considered that 
the reality has proven the erroneous nature 
of the expectations in the 50s and the 60s, 
and after that European national states were 
to be gradually replaced by a supra-national 
interventionist state. No supra-national au-
thority was designated yet to replace the sys-
tem of national governing. The persistence 
of the nation-state emphasizes that no alter-
natives exist to this source of political pow-
er, although the capacity was diminished of 
applying such in achieving the market’s gov-
erning objectives.

In conclusion, there can be ascertained 
that the state continues to remain the main 
power center, yet it must be radically trans-
formed in order to face the new defies.
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Introduction: Kosova Economy

Relatively poor countries, including Ko-
sova, face the serious problem of establishing 
a proper economic environment. In countries 

like this, it would be merely wishful thinking 
to expect the private sector to provide such 
goods and services as: infrastructure, educa-
tion and healthcare, or in general public ser-
vices. In Kosova, during a certain period of 

Kosova budgetary sustainability 
and fiscal policy

Abstract: Budgeting is the process of governmental resource allocation in order to achieve specific 
social and economic goals. Since the governmental resources are scarce in most transitional countries, as is 
the case in Kosova, they need to be allocated based on priority needs, in order to ensure greater efficiency.

In post-war Kosova the primary objectives of drafting policies were concentrated around establishing 
budgeting systems, collecting revenues by means of the tax system and development of a comprehensive 
reconstruction programme, it could be said that these goals were achieved within a short period of time. 
When we take into account the fact that the Central Banking Authority of Kosova (CBAK) is still unable 
to completely manage the monetary policy, and does this only to a certain extent, and the fact that Kosova 
until now did not have access to additional foreign financing, these elements make it all the more necessary 
to be more careful in preserving fiscal sustainability, since the fiscal policy, until now, was the sole means 
of macroeconomic policies at the hands of the government.

The objective of this paper is to present the proceedings of the Kosova fiscal policy and budgeting dur-
ing 2000-2007, as well as provide several recommendations which could result in an increased efficiency in 
fiscal policy by generating budgetary revenues.
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In 2006, the Kosova economy recovered 
from the stagnation of the preceding year by 
marking an increase in the real GDP at the 
rate of 3%. Compared to the increase of 2004, 
the increase of 2006 was mainly supported 
by private sector investments. Such invest-
ments were supported mostly by banking 
sector loans and foreign direct investments. 
It is clear that Kosova needs a higher rate of 
economic development in order to address 
the challenges it faces such as financing the 
public infrastructure, reducing the rate of un-
employment as well as the high current ac-

count deficit. 
High unemployment rates represent 

one the greatest concerns for the Kosova 
economy. Unemployment rates differ from 
about 30% (IMF, 2004) up to 40% (ESK, 2006). 
Kosova is the country with the youngest pop-
ulation in Europe, more than half the popula-
tion is under the 25 years old; therefore much 
more investment is necessary in order to de-
crease the rate of unemployment1.  

The high current account deficit also rep-
1 Central Banking Authority of Kosova (CBAK), 
Annual Report 2006, Page 15

time, the government will be the key finan-
cial supporter of such goods and services. 
Therefore, it is crucial to manage the bud-
get in a rational and efficient manner. By all 
means this is not an easy task, starting from 
the fact that Kosova faces insufficient budget-
ary revenues, whereas, on the other hand, the 
necessity to improve the social and economic 
welfare of citizens is enormous.

The transitional reforms in Kosova start-
ed after 1999, on a fairly low economic base, 

downgraded in particular during the 90’s. In 
1998, the general production of Kosova was 
dominated by the industry, which was at 
about 50% of the GDP, whereas agriculture 
was at only about 20%.

Economic development of Kosova dur-
ing 2000-2006 was characterized by a small 
economic growth compared to the fairly low 
base at the commencement of the transition, 
as well as generally unstable macroeconomic 
indicators visible in the table provided below. 

Table 1. Some key macroeconomic indicators

Source: IMF, Aide Memoire, February 2007

                                                                          years
2002 2003 2004 2005 2006

Real GDP increase (%) 9.6 8.3 2.1 0.3 3.0
Inflation (%) 3.6 1.2 -1.4 -1.4 0.7
Increase of investments (%) -9 -7 25.1 -26.0 29.4
Increase of exports (%) 2.2 0.1 -8.7 -11.1 30.3
Increase of imports (%) -5.6 -4.5 1.0 9.4 13.3
Coverage of imports with exports 2.3 2.4 7.7 6.5 8.1
Transfers (mil. Euro) 341.4 341.4 215.0 281.0 318.0
Foreign assistance (mil. Euro) 897.5 698.7 565.0 491.0 465.0
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resents a great concern for the Kosova econo-
my, in 2006 it was at 44.2% of the GDP, which 
provides for more than a mere concern. The 
main source of deficit remains the high level 
of imports, whereas coverage by means of ex-
ports is still fairly low, at about 8%.

Fiscal Policy impact on Budget
 
Bearing in mind the specific situation 

in which Kosova is, the fiscal policy during 
the reconstruction phase has had a relative-
ly simple form. The establishment of a func-
tional public finance system in Kosova com-
menced with the United Nations Mission in 
Kosova (UNMIK2)  and from 2002 it is man-
aged by the Ministry of Economy and Fi-
nance. UNMIK had to start from scratch with 
the design of the tax system, development of 
a budget and establishment of institutions 
for the implementation of fiscal policies. Ini-
tially, Kosova had a basic tax system, which 
was based on the collection of revenues at the 
border (sales tax, customs tax and excise tax), 
whereas the expenditure structure was still 
not well defined. Therefore, in lacking own 
revenues, half the operational expenditures, 
as well as all capital expenditures were fi-
nanced by donor grants.

The public sector was the largest sector 
of the post-war economy; the private sector 
had just started to develop. Gradually, the 
public sector percentage of national revenues 
in Kosova decreased, the private sector de-
veloped at an accelerated pace, and the de-
crease in the period of 2000-2002 realistically 

2  United Nations Mission in Kosova

was about 12-13%, whereas in 2003 this sec-
tor marked a decrease of about 2.5%. Nation-
al revenues increased from the base of zero 
in 1999, with new national taxes such as the 
profit’s tax, presumptive tax, VAT and the In-
come tax.

In the period of 2000-2001, expenditure 
levels in Kosova, excluding capital expendi-
tures, were not high compared to interna-
tional standards. Based on the assessments of 
the IMF in Kosova, budgetary expenditures 
during this period represented about 14% 
of the GDP, which compared to the average 
of regional countries at the rate of 20-23% 
is considerably lower. Therefore, bearing in 
mind the fact that the proportion between ex-
penditures and GDP is much higher in the re-
gional countries, it can be said that Kosova in 
this period led a diligent and restrictive fiscal 
policy.

The budget of 2002 marked an impor-
tant period in the transition phase for Kos-
ova. From 2002 Kosova was to be governed 
by newly-elected institutions: the Assembly, 
President and Prime minister. About 93% of 
2002 budgetary revenues were financed by 
national revenues, marking a considerable 
transition toward a budget that is completely 
financed by means of own revenues.

For the first time in 2003 the budget of 
Kosova did not contain any donor support. 
This was an important transition compared to 
the budgets of the preceding years when the 
budgetary support donations played an im-
portant role in the financing of governmen-
tal services. In 2003 the main budgetary rev-
enues continued to be revenues from imports 
(customs) of Kosova, which represented 72% 
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of governmental budgetary revenues.
During the period of 2000-2003 gov-

ernmental revenues increased dramatically 
as a result of application of new taxes and 
greater efficiency in tax collection. Based on 
the World Bank data, during this period, to-
tal revenues increased from 17 to 45% of the 
GDP value, whereas the budgetary surplus 
represented on average 3.5% of the GDP val-
ue. As a result of this, at the end of 2003 cash 
reserves at about 25% of the GDP value were 
collected. 

In 2004 expenditures continued to in-
crease with a high rate and consequently a 
budgetary deficit emerged which was cov-
ered by the surplus of the preceding years. 
It is worthwhile noting that Kosova is heav-
ily dependent on revenues collected at the 
border, even though this dependency had 
started to decrease. Such dependency is high 
compared to international standards and re-
flects great dependability of the country on 
imports. Taxes at the customs comprised 90% 
of the revenues collected in 2000. This per-
centage decreased to 70% in 2004, and con-
tinued to decrease to 67% in 2005 and 61% 
in 2007. 

The Kosova budgetary revenues in 2005 
were 614.4 million Euros. Customs taxes, as 
mentioned above, comprised the largest por-
tion of budgetary revenues or 67.4%, direct 
internal taxes were at 12.1%, indirect inter-
nal taxes were at 9.1%, whereas non-tax reve-
nues represented 13% of total budgetary rev-
enues.

Total expenditures of the Kosova Con-
solidated Budget (KCB) in 2005 marked the 
amount of 710.2 million Euro. They were 

higher compared to the total revenues of the 
same year by 15.5%; however, they were low-
er by 5.1% compared to the total expenditures 
of 2004. Most KCB expenditures comprised of 
subsidies and transfers at 28.8%, salaries and 
wages 26.8%, capital expenditures exclud-
ing enterprises at 21.6% and expenditures for 
goods and services at 20.5%.

Kosova budgetary revenues also contin-
ued to grow in 2006, and reached the amount 
of 684 million euro, which was by 11.5% high-
er compared to the 2005 revenues. By reach-
ing the amount of 485 million Euros, customs 
taxes marked an increase by 7.1% compared 
to 2005, however as part of total revenues, 
marked a decrease from 67% to 64%. A fac-
tor contributing to the increase of the volume 
of customs taxes could be the increase of the 
volume of imports (by 11.4%) which could 
have partially been affected by Free Trade 
Agreements (FTA’s) with Albania and the 
FYROM, from which imports have marked 
an increase by 28.7% and 18.4% compared to 
2005. A substantial increase was marked in 
2006 in the collection of internal taxes (29%); 
they increased from 127.2 million Euros in 
2005 to 164.1 million Euros in 20063.  

Compared to the budgetary revenues, 
total Kosova Budget expenditures in 2006 
marked a decrease by 8.7% compared to 2005. 
The decrease in budgetary expenditures of 
2006 resulted from the decrease of subsidies 
and transfers by 27.3%. The KCB expenditure 
structure continues to remain the as the one 
of 2005, whereby most expenditures are ab-
sorbed by salaries and wages (32%), which is 
also evident in Table 1. 

3  CBAK, Annual Report 2006, page 23
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 Kosova budgetary revenues in 2007 
marked 891.4 million euro, they were higher 
by 155 million Euros compared to the bud-
get approved for 2007 at the beginning of 
the year.  Revenues collected at the border, 
at 61%, continued to comprise the largest 
portion of total revenues and are 51 million 
euro higher compared to the preceding year. 
1Whereas internal tax revenues comprise 
19% of the total revenues with an increase of 
23 million Euros compared to the preceding 
year. Tax revenues at the border during 2007 
have increased visibly, mainly as a result of 
additional measures undertaken by the Cus-
1 Department of Treasury and Macroeconomics, 
MEF, Draft Law for the Kosova Consolidated 
Budget for 2008

toms in the increased levels of border control. 
This stimulation norm has provided consid-
erable effects.

Kosova budgetary expenditures at the 
end of 2007 marked 662 million Euros, mean-
ing that they were visibly lower compared 
to the revenues. During this period, expen-
ditures for salaries and wages marked 208.5 
million Euros, thus they were higher com-
pared to 2006.

Although there are efforts to decrease 
expenditures for goods and services, based 
on the IMF data for 2003, still these expen-
ditures were higher in Kosova compared to 
several regional countries, which is evident 
from the following table.

Table 2.  Kosova Consolidated Budget 2003 – 2006, in million Euros

Source: Kosova: Balance of payments, 2001-2006, IMF staff assessments.

2003 2004 2005 2006
Projections

Total revenues 589.7 601.3          614.4 684
 Taxes 520 533.2 534.6 604
Customs taxes 424.9 430.0 71.5% 414.5 67.4% 485 
Direct internal taxes 66.5 62.0 10.3% 74.1 12.1% 121  17.7%
Indirect internal taxes 40.3 46.1  7.7% 55.7 9.1% 81  11.8%

Non tax revenues 68.9 68.1 11.3% 79.8 13% 80  11.7%

Total expenditures 542.6 748.5 710.2 692 
Current expenditures 506.4 579.5 546.8 559  

Salaries and wages 145.7 184.2 24.6% 190.7 26.8% 199  28.8%

Goods and services 173.9 187.7 25.1% 145.4 20.5% 146  21.1%

Subsidies and transfers 184.5 203.7 27.2% 204.8 28.8% 209  30.2%

Reserves 2.4 4.0   0.5% 6.0   0.8% 6   0.87%

Capital expenditures 
excluding enterprises 36.2 168.9 22.6% 153.4 21.6% 139  20.1%

Total balance 47.1 -147.2 - 19.7% -95.8 - 13.5% -9  1.3%

Budgetary support grants 0.0 4.3  0.6% 0.0 0% 0.0 0%
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From the data presented above it is evi-
dent that within the framework of regional 
countries included in the table in 2003, Ko-
sova had the largest participation of expen-
ditures for goods and services in total expen-
ditures. Naturally, there were attempts to 
decrease expenditures for goods and services 
to the benefit of capital expenditures. 

Fiscal Evasion also represents an evi-
dent problem for the Kosova budget, because 
the Kosovo budget is smaller by a large por-
tion of public revenues. Insufficient research 
was conducted in Kosova in order to identi-
fy the magnitude of the informal economy. 
Based on the World Bank data of 2002, the 
average participation of the informal econ-
omy on GDP in 23 European countries in 
transition was 38% (the highest levels were 
marked by Bulgaria – 36.9%, Bosnia and Her-
zegovina – 34.1%, Albania – 33.4% and Croa-
tia – 33.4%). With OECD countries the level 
of the informal economy on the same year 
was 16.7%, among which the highest percent-
age was marked by Greece (28.5%) and Italy 
(27%), whereas the lowest was marked by the 
USA (8.7%) and Switzerland (9.4%). 

Conclusions: Reality has shown that 
the use of fiscal policies in Kosova has had 
an insufficient impact. The reason is that 
on the one side governmental expenditures 
are low due to the limited budget, whereas 

governmental demand is much higher than 
what the budget can cover. On the other 
side, Kosova budgetary revenues are col-
lected mainly from taxes that are collected at 
the border, about 70% and the remainder are 
collected within the country, consequently 
at around 30%. Revenues from the border 
are collected through the customs tax, VAT 
and excise taxes, whereas own revenues of 
municipalities are much lower than those 
collected by the central government and are 
mainly ensured by means of the property 
tax, duties and levies collected at the local 
level, revenues from interests, road taxes 
and mine taxes. The collection rate of taxes 
at the local level in 2005 was only 40% of 
the budgeted revenues. Therefore, the lo-
cal authorities need to work in increasing 
the collection rates of local taxes such as the 
VAT, property tax, income tax etc. Moreover, 
they need to work in increasing the tax base 
and decreasing the informal economy. On 
the contrary to the situation in Kosova, the 
OECD countries have the highest participa-
tion rate of fiscal revenues from: the income 
tax at 23%, contributions on social insurance 
at 22%, turnover tax at 16%, whereas the 
participation of customs in these countries in 
2002 was at about 11%.

When we bear in mind the fact that Koso-
va until now did not have access to external fi-
nancing, as well as not having had a monetary 

Table 3. Percentage of expenditures for goods and services on 2003 total expenditures

Source: Country Report, IMF (2003 data)

Country Expenditures for goods and services 
Kosova 26%
Slovenia 18%
Bulgaria 18%
Croatia 15%
Bosnia and Herzegovina 13%
Albania  9%
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policy, such elements make it all the more 
necessary to dedicate more attention to pre-
serving fiscal sustainability. The fiscal policy, 
until now, was the sole macroeconomic tool 
at the hands of the government. Countries in 
transition usually face problems in maintain-
ing a sustainable fiscal policy during devel-
opment stages as they undertake expansive 
fiscal policies that cause problems in terms 
of budgetary deficits. Therefore, Kosova as a 
country in transition which aims at EU mem-
bership should be careful with budgetary 
deficits, bearing in mind the fact that one of 
the main criteria for EU membership has to 
do with keeping the budgetary deficit under 
3% of the GDP.

There are various methods in which fis-
cal policies could assist in the collection of 
budgetary revenues of a country. In the case 
of Kosova, it is recommended that budget-
ary revenues are ensured through such a tax 
structure in which the tax base would be very 
broadly defined and have as few exceptions 
as possible. This makes it possible to keep tax 
rates at a low level, by decreasing the demoti-
vation to work, spend, invest or save. With re-
gards to budgetary revenues, it is important 
for governmental programs to be designed in 
such a manner so as to support the operation 
of the private sector – by fostering conditions 
that are favourable to economic growth and 
employment.
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Conducting an information 
security audit

Abstract: The rapid and dramatic advances in information technology (IT) in recent years have with-
out question generated tremendous benefits. At the same time, information technology has created signifi-
cant, unprecedented risks to government and to entities operations. So, computer security has become much 
more important as all levels of government and entities utilize information systems security measures to 
avoid data tampering, fraud, disruptions in critical operations, and inappropriate disclosure of sensitive 
information. Obviously, uses of computer security become essential in minimizing the risk of malicious at-
tacks from individuals and groups, considering that there are many current computer systems with only 
limited security precautions in place.

As we already know financial audits are the most common examinations that a business manager en-
counters. This is a familiar area for most executives: they know that financial auditors are going to exam-
ine the financial records and how those records are used. They may even be familiar with physical security 
audits. However, they are unlikely to be acquainted with information security audits; that is an audit of 
how the confidentiality, availability and integrity of an organization’s information are assured. Any way, 
if not, they should be, especially that an information security audit is one of the best ways to determine the 
security of an organization’s information without incurring the cost and other associated damages of a se-
curity incident.

Key words: Computer security audit, IT security, informational systems’ audit, information secu-
rity management system, IS security policies, firewall.
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  Adapting to the New World

Management of information, one of the 
most valuable assets, critical to success, often 
requires guidance in what to do. While there 
are many information security models, none 
is universally accepted. 

Management must provide the specific 
actions, policies, procedures, and controls. 
While each organization does it differently, 
those responsible include IS management, 
line management, the CISO (chief informa-
tion security officer, assuming there is one), 
and the internal auditors.

High security threats are now normal 
rather than exception. In 2006 and part of 
2007, over 67% of the infections classified by 
the Forum of Incident Response and Secu-
rity Teams’ (FIRST) Common Vulnerability 
Scoring System (CVSS), were high severity 
threats. The CVSS system, (a relatively com-
plex and thorough model for characterizing 
the fundamental characteristics of a threat 
and measuring its impact), has no single 
definition for the vulnerabilities that would 
cause a high severity threat. As a general rule 
however, a high severity threat is one that al-
lows an attacker to remove confidential data, 
take over, or otherwise modify a remote ma-
chine without authentication. Such a breach 
effectively leaves an organization at the mer-
cy of an attacker, and can have negative con-
sequences for a company.

Today, computer security comprises 
mainly “preventive” measures, like firewalls 
or an exit procedure.

A firewall can be defined as a way of 
filtering network data between a host or a 
network and another network, such as the 
Internet, and is normally implemented as 
software running on the machine, hooking 

into the network stack to provide real-time 
filtering and blocking. Another implemen-
tation is a so called physical firewall which 
consists of a separate machine filtering net-
work traffic. Firewalls are common amongst 
machines that are permanently connected to 
the Internet. However, relatively few organi-
zations maintain computer systems with ef-
fective detection systems, and fewer still have 
organized response mechanisms in place.

An effective exit procedure consists of 
documented standard processes that are car-
ried out for each person who has ceased em-
ployment as well as measures to ensure that 
cessations are detected and reported so the 
processes will be completed.

Does it Matter?

As we already know, yes it does, be-
cause the key to effective information securi-
ty is to work smarter, not harder. And in this 
case, working smarter means investing our 
valuable time, money and human resources 
on addressing the specific problems that are 
the most likely to cause a lot of damage. So 
we have first to identify the risks. The answers 
of some questions will help us: 

a) What are the resources, meaning the 
information systems? Are they enough im-
portant so we have to protect them? 

b) What is the value of those resources, 
monetary or otherwise? 

c) What are the all the possible threats 
that those resources face? 

d) What is the likelihood of those threats 
being realized? 

e) What would be the impact of those 
threats on our business or personal life, if 
they were realized? 

If we answered these questions above, 
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we can then investigate both mechanisms 
technical and procedural, that might address 
those risks, and then weigh up the cost of 
each possible solution against the potential 
impact of the threat. So, the answer is simple: 
if the cost of the solution is higher then the 
potential financial impact of the risks being 
addressed is higher; then one may need to in-
vestigate other solutions, consider accepting 
and living with a part of the risk, or accepting 
and living with the risk completely.

A Computer Security Audit 

A computer security audit is a system-
atic, measurable technical assessment of how 
the organization’s security policy is employed 
at a specific time. According to this, computer 
security auditors work with the full knowl-
edge of the organization, at times with con-
siderable inside information, in order to un-
derstand the resources to be audited. 

Security audits are part of the on-going 
process of defining and maintaining effective 
security policies, which involves everyone 
who uses any computer resources through-
out the organization. Given the dynamic na-
ture of computer configurations and infor-
mation storage, some managers may wonder 
if there is truly any way to check the security 
ledgers. Security audits provide such a tool, 
a fair and measurable way to examine how se-
cure is an information environment. 

Computer security auditors perform their 
work through personal interviews, vulnera-
bility scans, examination of operating system 
settings, analyses of network shares, and his-
torical data. 

Because a policy is typically published, 
and because it represents executive decision, 
it may be just what is needed to convince that 

potential client, merger partner or investor is 
really exactly who he pretend to be. 

Increasingly companies are requesting 
proof of sufficient levels of security from the 
parties they link to do business with. They 
are concerned primarily with how security 
policies are actually used, that’s way a secu-
rity policy is exactly the place to start.

The complexity of a computer system 
cannot guarantee that it is free of defects. 
From some knowledgeable observers to ig-
nore computer security efforts, the external 
threats, and generally treat the computer sys-
tem itself as a trusted system, represent an 
enormous mistake. They also point out that, 
this ignorance is the cause of many cases of 
insecurities of current computer systems: 
once an attacker has subverted one part of 
a system without fine-grained security, this 
one usually has access to most or all of the 
features of that system. This kind of security 
attitude tends to produce insecure systems.

There are a number of key questions 
that security audits should attempt to an-
swer: 

- Are theirs passwords difficult to 
crack? 

- Are there access control lists in place 
on network devices to control who has access 
to shared data? 

- Are there audit logs to record who 
accesses data? 

- Are the audit logs reviewed? 
- Are the security settings for operat-

ing systems in accordance with accepted in-
dustry security practices? 

- Have all unnecessary applications 
and computer services been eliminated for 
each system? 
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- Are these operating systems and 
commercial applications patched to current 
levels? 

- How is backup media stored? Who 
has access to it? Is it up-to-date? 

- Is there a disaster recovery plan? 
Have the participants and stakeholders ever 
rehearsed the disaster recovery plan? 

- Are there adequate cryptographic 
tools in place to govern data encryption, and 
have these tools been properly configured? 

- Have custom-built applications been 
written with security in mind? 

- How have these custom applications 
been tested for security flaws? 

- How are configuration and code 
changes documented at every level? How are 
these records reviewed and who conducts 
the review? 

These are just a few of many questions 
that can and should be assessed in a security 
audit. In answering these questions honestly 
and rigorously, an organization can realisti-
cally assess how secure its vital information is. 

Defining the Security Policy 

As stated, a security audit is essentially 
an assessment of how effectively the organi-
zation’s security policy is being implement-
ed. Of course, this assumes that the organi-
zation has a security policy in place which, 
unfortunately, is not always the case. Despite 
all of this it is possible to find organizations 
where a written security policy does not exist 
yet. Security policies suppose to standardize 
security practices by having them codified 
in writing and agreed to by employees who 
read them and sign off on them. If security 
practices are unwritten or they are just infor-

mal, they may not be generally understood 
and practiced by all employees in the organi-
zation. It is also necessary that all employees 
have read and signed off on the security pol-
icy; other way the compliance of the policy 
cannot be enforced. Written security policies 
are not about questioning the integrity and 
competency of employees; rather, they en-
sure that everyone at every level understands 
how to protect company data and agrees to 
fulfill their obligations in order to do so. 

The security audit should seek to measure 
security policy compliance and recommend solu-
tions to deficiencies in compliance. The policy 
should also be subject to scrutiny. Is it a living 
document, accurately reflecting how the or-
ganization protects IT assets on a daily basis? 
Does the policy reflect industry standards for 
the type of IT resources in use throughout the 
organization? 

The Necessary Steps for the 
Pre-Audit Process

Even before the computer security au-
ditors begin an organizational audit, there is 
a fair amount of “homework” that should be 
done. First of all auditors need to know what 
they’re auditing; they must to review the re-
sults of any previous audits that may have 
been conducted. They also need to find about 
the tools they will use or refer to before. All of 
these steps represent a technical description 
of the system’s hosts. The auditors must find 
about the entity management. Several secu-
rity questionnaires may be used as to follow 
up the entity survey. Maybe these question-
naires are apparently subjective measure-
ments, but they are useful because they pro-
vide a framework of agreed-upon security 
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practices. The respondents are usually asked 
to rate the controls used to govern access to 
IT assets. These controls include: manage-
ment controls, authentication/access controls, 
physical security, outsider access to systems, 
system administration controls and proce-
dures, connections to external networks, re-
mote access, incident response, and contin-
gency planning. 

Entity surveys and security question-
naires (Munteanu, 2001) should be clear-
ly written by auditors with quantifiable 
responses of specific requirements. They 
should offer a numerical scale from least de-
sired to most desired. Both should include 
electronic commerce considerations if appro-
priate to the client organization. For instance, 
credit card companies have compliance tem-
plates listing specific security considerations 
for their products. These measure network, 
operating system, and application security as 
well as physical security. 

Auditors, especially the internal ones, 
should review previous security incidents at 
the client organization to gain an idea of his-
torical weak points in the organization’s se-
curity profile. It should also examine if cur-
rent conditions are able to ensure that those 
incidents cannot occur. If auditors are asked 
to examine a system that allows Internet con-
nections, they may also want to know about 
IDS/Firewall log trends. Do these logs show 
any trends in attempts to exploit weaknesses? 
Could there be an underlying reason (such as 
faulty firewall rules) that such attempts are 
taking place on an ongoing basis. How can 
this be tested? 

Because of the breadth of data to be 
examined, auditors will want to work with 
the client to determine the scope of the audit, 
which must be clearly defined, understood 

and agreed to by the client. The audit pro-
cess must include some others factors: the 
entity business plan, the type of data being 
protected and the value or the importance 
of those data for the client organization, the 
time available to complete the audit and the 
talent or the expertise of the auditors. It’s also 
important to find about previous security in-
cidents. 

Next, the auditors will develop the au-
dit plan, which must cover how will audit be 
executed, with which personnel, and using 
what tools. They will then discuss the plan 
with the requesting organization. Next they 
discuss the objective of the audit with person-
nel organization along with some of the lo-
gistical details, such as the time of the audit, 
which their staff may be involved and how 
the audit will affect daily operations. At this 
stage the auditors should ensure that audit 
objectives are understood. 

The Auditing Process 

Auditors use a set of specific audit 
techniques and procedures, such as (Do-
broteanu & Dobroteanu, 2008): observation, 
interviews, questionnaires, collecting and 
studying internal regulations and relevant 
legislation, organizational charts, graphs, 
analyses and statistical comparisons, etc.

The evidences can be obtained by com-
bining the techniques (Ali & Stanciu, 2004): 
direct observations, interviews, questioning, 
examination, and sampling.

At the beginning, the aim of the auditors 
is to conduct an entry briefing where they 
outline the scope of the audit and what they 
are going to accomplish. 

The auditors should be thorough and 
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fair, applying consistent standards and pro-
cedures throughout the audit. During the au-
diting process, they will collect data about 
the physical security of computer assets and 
perform interviews of organization staff. 
They may perform network vulnerability as-
sessments, operating system and application 
security assessments, access controls assess-
ment, and other evaluations. Throughout 
this process, the auditors should follow their 
checklists, but also keep eyes open for unex-
pected problems. They should look beyond 
any preconceived notions or expectations of 
what they should find and see what is actu-
ally there. 

The ISACA “S14. Audit Evidence” au-
dit standard recommends to the IS auditors 
to obtain sufficient and relevant evidences in 
order to ground as realistic as possible con-
clusions and to express relevant opinions.

These modern tools and techniques can 
assist the auditor in any phase of its mission, 
being used in order to (Nastase et al., 2007):

- Testing a system’s security measures;
- Analyzing and controlling the infor-

matics applications existent in the system;
- Identifying the risks for a an organi-

zation and assessing them;
- Evaluating internal control;
- Verifying files integrity;
- Analyzing the information of the au-

dited client by complex interrogations of the 
data bases, extractions, layering, and totals.

After the audit is complete, the auditors 
will conduct an outgoing briefing, ensuring 
that management is aware of any problems 
that need immediate correction. Questions 
from management are answered in a general 
manner so as not to create a false impression 

of the audit’s outcome. At this point in time it 
should be stressed that the auditors may not 
be in a position to provide definitive answers. 
Any final answers will be provided following 
the final analysis of the audit results. 

The next step for auditors is to comb 
their checklists and analyze data discov-
ered through vulnerability assessment tools. 
There should be an initial meeting to help fo-
cus the outcome of the audit results. During 
this meeting, the auditors can identify prob-
lem areas and their possible solutions. The 
audit report must be simple and direct, con-
taining concrete findings with measurable 
ways to correct the discovered deficiencies. 

The audit report can follow a general for-
mat of executive summary, detailed findings 
and supporting data, such as scan reports as 
report appendices. The report must include 
first the executive summary. It’s important to 
realize that strengths as well as deficiencies 
can be addressed in the executive summary 
to help give an overall balance to the audit re-
port. Next, the auditors can provide detailed 
report based on audit checklists. The audit 
findings should be organized in a simple and 
logical manner on one-page worksheets for 
each discovered problem. This worksheet 
outlines the problem, its implications, and 
how it can be corrected. Space should be left 
on the worksheet to allow the site to docu-
ment corrective steps and a comment block 
to dispute the finding if appropriate. 

The finally step for the audit staff is to 
prepare the report as speedily as accuracy 
allows so that the organization staff can cor-
rect the problems discovered during the au-
dit. Depending on company policy, auditors 
should be ready to guide the audited orga-
nization staff in correcting deficiencies and 
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help them measure the success of these ef-
forts. Management should continually super-
vise deficiencies that are turned up by the au-
dit until they are completely corrected. 

The Role of Audit of 
Information Security 

While organizations evolve, their secu-
rity structures will change as well and ac-
cording to this, the computer security audit 
must be a continual effort to improve data 
protection. Auditing Information Security 
the auditors measures the organization’s se-
curity policy and provides an analysis of the 
effectiveness of that policy within the context 
of the organization’s structure, objectives and 
activities. The auditors must help organiza-
tions to refine their policy and correct their 
deficiencies that are discovered through the 
audit process. Whereas tools are an impor-
tant part of the audit process, the audit is less 
about the use of the latest and greatest vul-
nerability assessment tool, and more about 

the use of organized, consistent, accurate, 
data collection and analysis to produce find-
ings that can be measurably corrected. 

To be effective in ensuring accountabil-
ity, auditors must be able to evaluate infor-
mation systems security and offer recom-
mendations for reducing security risks to an 
acceptable level. To do so, they must possess 
the appropriate resources and skills.

Using a computer (Popescu et al., 2005) 
modifies the way in which financial infor-
mation is processed, stored and communi-
cated and it can affect both the accountancy 
system and the internal control system used 
by the entity. Consequently, a CIS (comput-
erized information system) environment im-
plies most times: large transactions volume 
– which makes is difficult to identify and cor-
rect errors during processing; automatic gen-
eration to another application of significant 
transactions or incomes; making complex cal-
culation; automatic electronic exchange with 
other organizations, without revising values 
or their reasonability.
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Background of the Study

The literature on planning in small busi-
ness has grown considerably over the past de-
cades. With a few notable exceptions, many 
scholars have recommended that small firms 
need to use strategic planning as an essential 
tool for their improved performance. Sup-

port for the planning process in small firms 
comes from a variety of writers in a number 
of forms (Gibb and Scott,1985).

Importance of strategic planning as a 
major activity of organizational manage-
ment is being increasingly accepted both 
academician and professional managers. As 
one of the important components of strategic 
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planning process, environmental scanning 
has received importance to explore new op-
portunities and to identify threats for mak-
ing important strategic decision. The notion 
of environmental scanning developed as 
apart of open system concept that maintains 
that organizational survival and growth de-
pend on an organization’s ability to adopt to 
its environment. Indeed, many of the impor-
tant reasons for small business failures, such 
as deficient planning, over-investment, un-
realistic pricing, low sales can be traced to 
small business owner- mangers’ inattention 
to the world beyond the office doors (Pearce 
II, Chapman and David, 1982). The identifi-
cation of strategic opportunities and threats 
becomes increasingly vital as the business 
environment becomes more complex and dy-
namic. In such an environment, the aware-
ness of the current events and the anticipated 
changes may pay off in an improved planning 
and decision-making that may in turn, lead 
to improved performance (Gibb and Scott, 
1985; Deakins, 1996). Despite the prescribed 
benefits of such awareness, empirical knowl-
edge of its influences on small business per-
formance has been very limited. Authors in 
the area of small business and entrepreneur-
ship have recognized the need for conscious 
and continuous study of the environment 
and integrate the environmental information 
into their strategic planning. Despite this rec-
ognition, studies on the effects of environ-
mental awareness on small business perfor-
mance are very limited. Knowledge of these 
issues in developing countries hardly exists. 
Generalizations derived from the studies in 
developed countries may not be appropri-
ate when applied to small firms in develop-
ing countries. Hence, this study is an attempt 
to examine the influence of owner-manager’s 

environmental awareness and small business 
performance and thus it contributes to some 
extent in fulfilling the gaps in knowledge.

Environmental Awareness

Strategic planning was defined opera-
tionally by three elements of the strategic 
planning process-environmental awareness, 
the existence of idea or formal documenta-
tion of a future strategic course of action, and 
an awareness of both short and long-term 
implications of strategies. It is often asserted 
that strategic planning is essential for a small 
as well as a large business for no other rea-
son than that it helps them to take better ad-
vantage of the opportunities which lie in the 
future and to forestall the threats that it con-
tains (Steiner, 1967). Environmental aware-
ness  is a concept from business management 
by which businesses gather information from 
the environment, to better achieve a sustain-
able competitive advantage. To sustain com-
petitive advantage the company must also 
respond to the information gathered from 
environmental scanning by altering its strat-
egies and plans when the need arises.

Timmons (1978) noted that one of the 
most striking characteristics of successful en-
trepreneurs their attitude towards and their 
use of planning. Similarly, Carland, Hoy, 
Boulton and Carland (1984) used the term 
‘entrepreneur’ to mean the innovative own-
ers of small firms who use strategic manage-
ment practices.

The research in small businesses has 
demonstrated that owner-mangers in small 
firms place more importance than larger firms 
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on external information (Johnson and Kue-
hn, 1987) and that they conduct environment 
scanning fairly regularly (Smeltzer, Fann, 
and Nikolaisen,1988). Their environmental 
scanning, however, is frequently reactive, 
informal and unsystematic (Gibb and Scott, 
1985; Fann and Smeltzer,1989). Some authors 
argued that because of the reactive nature of 
information search planning in small firms is 
often impeded by imperfect and insufficient 
information (Gibb and Scott, 1985;Deakins, 
1996). Johnson and Kuehn (1987) indicated 
that relying primarily on verbal exchanges 
with suppliers, distributors, and customers, 
small business owner-mangers find market 
place information sources both more acces-
sible and easier to interpret that technology 
– based media. Smeltzer (1988) investigated 
the environmental scanning practices and in-
formation sources by using semi-structured 
interviews of 88 owner-mangers in the Phoe-
nix and Kansas City metropolitan areas in the 
United States. Similar to the study of Johnson 
and Kuehn (1987), this study also found that 
small business owner mangers judge family 
and friends to be more valuable than the tra-
ditional formal sources of information and 
advice, such as, lawyers, bankers, and ac-
countants. Market place was found to be the 
most important environment unit of analysis, 
and personal information sources were con-
sidered to be more valuable than impersonal 
sources. Holland, Stead, and Leibrock (1976) 
found that managers faced with a difficult 
task preferred personal information sourc-
es because they enabled the manger to learn 
about a complex topic in a short time. Writ-
ten information sources, such as the profes-
sional literature and technical manuals, were 
found to be preferred when task assignments 
were well understood.

Small Business Performance.

Measuring firm performance has be-
come an important component of empirical 
research in the field of strategic management 
or marketing strategy. Researchers frequent-
ly take the performance of firms into account 
when investigating such organizational phe-
nomena as structure, strategy and planning. 
Research which incorporates performance 
must address two basic issues (1) selection 
of a conceptual framework to define per-
formance, and (2) identification of accurate, 
available measures that operational perfor-
mance (Dess and Robinson, 1984). Scholars 
have suggested a number of frame works to 
define performance. Regardless of the frame-
work chosen to conceptualize performance, 
it has been apparent that performance, it has 
been apparent that performance is a complex 
and multidimensional phenomenon and 
opeartionalising such a concept is inherently 
difficult. Dess and Robinson (1984) indicated 
that obtain accurate economic performance 
data is often a problem in measuring perfor-
mance of business units of multi-industry 
firms and privately –held firms. In provid-
ing a framework for operationalisng perfor-
mance, Venkatraman and Ramanujam (1986) 
referred to the   narrowest conception of busi-
ness performance that centers on the use of 
simple outcome-based financial indicators 
that are assumed to reflect the fulfillment of 
the economic goals of the firm. These finan-
cial indicators have been dominant models in 
empirical research. Typical of this approach 
would be to examine such indicators as sales 
growth, profitability, earnings per share, and 
so forth. Venkatraman and Ramanujam (1986) 
viewed that a broader conceptualization of 
business performance would include empha-
sis on indicators of operational performance. 
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(i.e., non- financial) in be logical to treat such 
measures as market-share, new product in-
troduction, product quality, marketing ef-
fectiveness, customer satisfaction, custom-
er loyalty, manufacturing value added, and 
other measures of technological efficiency 
with the domain of business performance. 
The inclusion of operational performance in-
dicators takes us beyond the ‘black- box’ ap-
proach that seems to characterize the exclu-
sive use of financial indicators and focuses on 
that key operational success factors that lead 
to financial performance (Venkatraman and 
Ramanujam, 1986). While business perfor-
mance can be measure using financial indica-
tors, operational indicators, or both, a further 
issue in its operationlistion is the sources of 
data (Venkatraman and Ramanujam, 1986). 
The sources of performance data are either 
primary or secondary. Using the conceptu-
alization of business performance (finan-
cial versus operational indicators) and data 
sources (primary versus secondary) as two 
basic but different concern in the overall pro-
cess of measuring business performance,

Similar experience was also observed in 
a number of research in other countries. Har-
riss (1981) quoted the following statements 
from some studies of Indian small traders… 
“ they lie when it came to statements about 
wealth, business, capital, turnover and so 
forth which they never correctly told to any-
one. Similar Fox (1969) Pointed out mer-
chants are extremely reticent regarding mon-
ey matters in business. Unni (1981) indicated 
confidentiality of responses was assured, the 
pre-testing of the questionnaire revealed an 
unwillingness of small businessmen to spec-
ify their profit and sales over the last few 
years. Orpen (1993) described small firms are 
notorious for their inability and unwilling-
ness to provide desired information.

Environmental awareness and 
Small Business performance

On the issue of the importance of envi-
ronmental scanning on small business per-
formance, Bollinger (1984) found that scan-
ning is positively correlated with the firm’s 
financial performance. Similar results were 
also found by Orpen(1993) in a study of 51 
small firms in England. In this study, he re-
ported that small firms, which possess more 
information about themselves ad their envi-
ronment, engage in formal strategic planning 
and they perform better financially than their 
counterparts. Bamberger (1980) noted, there 
is a positive relationship between the exis-
tence of a more or less formal strategic plan-
ning system and the firms’ growth. Watts and 
Orimsby (1990) pointed out the relationship 
between strategic planning and performance 
of small businesses, and that there is a tension 
between normative statements and the find-
ings of empirical research (Hanlon and Scott, 
1993), increasing evidence has confirmed that 
strategic planning has a positive effect on the 
performance of small businesses.

Orpen (1993) argued that formal strate-
gic planning follows improved performance, 
and another view is that formal strategic 
planning provides a structure for decision 
making, helping small businesses to take a 
long term view, and that in general, it ben-
efits small firms. Others have claimed that 
formal strategic planning enables organiza-
tions to better prepare for and to deal with 
rapidly changing environments that most of 
them face. Lyles, Baird, Orris, and Kuratko 
(1993) argued that as small business owners 
adopt a more formal planning process. There 
is a significant increase in the thoroughness 
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of their decision process, the breadth of stra-
tegic options emphasized in their business 
activity, and their overall performance. Stra-
tegic planning can almost certainly influence 
the growth of the company and provide a 
framework for enhancing this or it can also 
help maintain the existing size and capability 
of the firm (Gibb and Scott,1985).

Gibb and Scott, (1985) and Flavel (1991) 
indicated that strategic planning in small 
business is formal, unstructured, and irregu-
lar, supported by insufficient and ineffective 
information, usually obtained through infor-
mal sources, and reactive rather than proac-
tive. Although managers in small firms en-
gage in strategic thinking, such deliberation 
is seldom formal (Gibb and Scott,1985; Mint-
zberg,1994). Many reasons have been identi-
fied for the absence of formal strategic plan-
ning in small business. These include lack 
of time, cost, expertise, information, train-
ing, education and skills of owner-managers 
(Robinson and Pearce, 1984; Shrader, Mul-
ford, and Bluckburn, 1989). As with the study 
of Gibb and Scott (1985) reported the most 
owners-mangers of small firms have ideas or 

portfolio of ideas of projected action to avail 
themselves of relevant opportunities and for 
dealing with the threats that existed in the 
environment.

Conclusion

Bollinger (1994) found that scanning is 
positively correlated with the firm’s finan-
cial performance. Similar results were also 
found by Orpen (1993) reported that small 
firm which posses more information about 
themselves and their environment engage in 
formal strategic planning and they perform 
better financially than their counter parts. 
Authors in the area of small business and en-
trepreneurship have recognized the need for 
conscious and continuous study of the envi-
ronment and integrate the environmental in-
formation into their strategic planning. Based 
on the empirical research, the researcher 
found that positive relationship between en-
vironmental awareness and  small business 
performance. Finally, Environmental aware-
ness contributed significantly to the relation-
ship with overall performance of small busi-
ness under the study.
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Appraisal of the impact of environmental 
scanning on corporate performance 

in selected Nigerian banks

Abstract:This research study examines the Impact of Environmental Scanning on Corporate Perfor-
mance in Selected Nigerian Banks. Our goal was to establish whether the knowledge of organizations envi-
ronment and its scanning has any relationship with corporate performance.

This research was conducted to increase our level of understanding of the subject investigated and 
to add to the existing literature on the subject especially in the Third World countries where such study is 
not popular. 

Survey research method was used in carrying out the study. Analysis was done using Difference of 
Mean and Pearson Correlation Coefficient with the aid of Statistical Package for Social Sciences.

From the study, the findings show that environmental scanning firms outperform non- scanning 
firms, that information derived from environmental scanning is increasingly been used to drive the strate-
gic management process, that managers have a significant knowledge of their environment, that the  fold up 
of some banks in the Nigerian banking  industry was due to its inefficiencies in scanning its environment 
for threats and opportunities and that the scanning intensity in each sector is based on the level of perceived 
strategic uncertainty in each of these sectors. 

Base on the findings of the study, recommendations were made that more financial resources should 
be provided by organisation to put the required systems in place for environmental scanning 

Key Words:  Businss Organisations,   Environmental Scanning, Management, and Perfor-
mance.

~ Olu Ojo (Department Of Business Studies Covenant University, Ogun State Nigeria)
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 Introduction

Environmental analysis (scanning or 
appraisal) is very important to modern orga-
nization. It is used by corporate planners to 
monitor the economic factors, competition, 
government legislation, suppliers, technol-
ogy and market setting to determine the op-
portunities for and threats to the enterprise. 
Organizations scan the environment in or-
der to understand external forces of change 
so that they may develop effective responses 
which secure or improve their position in the 
future.

The importance of environmental anal-
ysis lies in its usefulness for evaluating the 
present strategy, setting strategic objectives, 
and formulating future strategies. The bank-
ing industry is a very strategic catalyst for the 
overall economic growth in any country. In 
Nigeria the industry is generally regarded as 
an engine room for economic growth and de-
velopment because of the crucial role it plays 
in linking all segments of the economy in the 
main stream (Udoaja, 2002).  The fortunes of 
business enterprise are known to have been 
determined by changes in the social, eco-
nomic, political, technological, business and 
industrial conditions. It is therefore pertinent 
that a thorough and careful analysis be car-
ried out on these factors.

 However, with the recent changes 
brought into the Nigerian banking industry 
by the Central Bank of Nigeria (CBN), the 
entire macro economic structure was altered 
with new opportunities and threats emerg-
ing. The financial sector got a boost, an after 
effect of the raise in the capital base from #10 
Billion to #25 Billion. This resulted in a con-
ducive investment climate.

 The general problem of environmen-
tal scanning faced in the industry however, 
could anchor on total ignorance of environ-
mental characteristics which affect them or 
inadequacy of information for management, 
to plan, implement and control certain events 
within and outside the organizations envi-
ronment.

A number of studies have been conduct-
ed on the subject of environmental scanning 
and corporate performance. Miller, (1994) 
carried out analysis on eighty-one detailed 
case studies of successful and failing busi-
nesses. The study found that environmental 
scanning was by far the most important fac-
tor in separating the successful companies 
from the unsuccessful, that this, it accounted 
for more than half of the observed variance. 
Newgren et al. (1984) compared the econom-
ic performance of twenty-eight corporations 
that practiced environmental scanning with 
twenty-two non-practicing firms. They mea-
sured performance over a period of five-year 
(1975-1980) using the firm’s share price/earn-
ing ratio, normalized by industry. The results 
showed that scanning firms significantly out-
performed non-scanning firms. The average 
annual performance of the scanning firms 
was also consistently better than the non-
scanning firms throughout the period. The 
study concluded that environmental scan-
ning and assessment has a positive influence 
on corporate performance. That scanning 
also benefits small businesses. 

West (1988) examined the relationship 
of organizational strategy and environmen-
tal scanning to performance in the food ser-
vice industry. Data were collected from six-
ty-five companies over the period 1982 to 
1986. The study found that environmental 
scanning had a substantial influence on the 



91Management

No. 7 ~ 2008

firm’s return on assets and return on sales. 
High-performing firms in both differentia-
tion and low cost strategies engaged in sig-
nificantly greater amounts of scanning than 
low-performing firms in those two strategic 
groups.

Daft et al.’s (1988) study of scanning 
by chief executives found that executives of 
high-performing firms (those with higher re-
turn on assets) increased the frequency, in-
tensity, and breadth of their scanning as ex-
ternal uncertainty rose. 

From the foregoing, it is obvious that 
many organization regard environmental 
scanning as a potentially beneficial way of 
running an organization. However, the ex-
tent to which Nigerian banks regard envi-
ronmental scanning and the performance 
impact of practicing it have not received ade-
quate research attention. Besides, most of the 
studies on environmental scanning that have 
been reported were carried out in industri-
alized countries. This implies that there is a 
major dearth of relevant literature on Third 
World countries, including Nigeria, which 
has to be covered by research. The study at-
tempts to examine the impact of environmen-
tal scanning on corporate performance. Thus, 
it is hoped that this study will add new in-
formation to the present state of knowledge 
in the field and this will be of assistance to 
academics and other researchers in this field 
and other related research areas. Moreover, 
this study will also be of immense benefits to 
practicing managers who might be willing to 
consider this approach in managing their or-
ganizations. 

In order to address the issues raised 
above, the following questions will be ad-
dressed in this study:

1. What is the level of organizations 
knowledge of their environment?

2. What is the relationship between en-
vironmental scanning and corporate perfor-
mance?

Hypothesis will be tested in order to 
know how much knowledge  the organiza-
tion have about their environment and to 
know if there is any relationship between en-
vironmental scanning and 

The literature 

Environment creates both problems and 
opportunities for organization. Organization 
depends on the environment for scarce and 
valued resources, and organization often 
must cope with unstable and unpredictable 
external and internal events. The environ-
ment itself perhaps, more than any other fac-
tor, affect organizational structure, internal 
processes and managerial decision making. 
From an information processing perspective, 
the environment is important because it cre-
ates uncertainty for managers. Environmental 
uncertainty increases information processing 
within organization because managers must 
identify opportunities, detect threats, inter-
pret problem areas and implement strategic 
or structural adaptation (Hambrick, 1982). 
One means of competing for policy and de-
cision makers is to acquire superior infor-
mation about the environmental opportuni-
ties and threats depends on management’s 
perception of signal that other organizations 
miss (Dulton and Freeman, 1984). 

Despite research on environmental un-
certainty, the question remains how do se-
nior managers learn about and if they know 
the impact of the environment? Before an or-
ganization can begin strategy formulation, it 
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must scan its environmental for strengths and 
weaknesses. Strategic managers view envi-
ronmental scanning as a prerequisite for for-
mulating effective business strategies (Beal, 
2000). Environmental scanning includes both 
looking at information (viewing) and looking 
for information (searching) (Benczúr, 2005). 
As leaders, strategic managers are challenged 
to anticipate changes in the environment and 
be flexible enough to adjust strategies to cre-
atively seek out new opportunities. Apply-
ing the process of environmental scanning 
creates the opportunity to weave together 
the past, present, and future change (Mason, 
2001).  A corporation uses this tool to avoid 
strategic surprise and to ensure its long-term 
health. It is against this background, the re-
searcher believes that there is a positive re-
lationship between environmental scanning 
and corporate performance.

Wheelen and Hunger (2006), defined 
environmental scanning as the evaluation, 
monitoring, and dissemination of informa-
tion from the external and internal environ-
ments to key people within the corporation. 

Nickole (2004) defined it as the activ-
ity of acquiring information about compa-
ny’s outside environment, the knowledge of 
which would assist top management in its 
task of charting the company’s future course 
of action.

Hagen et al. (2003), the term environ-
mental analysis refers to the process of pick-
ing up signals from the larger environment, 
analyzing their significance for the organiza-
tion, and tracking the most relevant of these 
signals.

An organized activity of the group re-
sponsible for strategy, which improves a 
firm’s competitiveness by gathering, pro-
cessing and internally diffusing information, 

in order to rule the environment. (Bournois 
and Romani, 2000).

Choo (1999) defines environment scan-
ning as the acquisition and use of informa-
tion about events, trends, and relationships 
in an organization’s external environment, 
the knowledge which would assist manage-
ment in planning the organization’s future 
course of action. 

Auster and Choo (1993), Environmental 
scanning is the activity of gaining informa-
tion about events and relationships in the or-
ganization’s environment, the knowledge of 
which would assist management in planning 
future courses of action.

To Donald (1981), environmental scan-
ning is the managerial activity that entails 
learning about events and trends in the organi-
zation’s environment; it is one of the tasks com-
prising the broader boundary spanning role.

Environmental scanning refers to the 
exposure to and acquisition of “information 
about events and relationships in a compa-
ny’s outside environment, the knowledge of 
which would assist top-management in its 
task of charting the company’s future course 
of action (Aguilar 1967). This interrelated set 
of categories contributes to understanding 
how environmental factors- (external and 
internal) to the organization, influence the 
scanning activity, and also how perceived 
environmental change affect strategic change 
(Correia, 1997).

The business environment

Every business organization operates 
in an environment that transcends its official 
boundaries. Organisation’s environment can 
be defined as all the forces and conditions 
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within and outside the organisation that af-
fect the organization in its day- to-day activi-
ties .

Meanwhile the environment of business 
is a highly dynamic, complex, and competi-
tive one. The forces a business is to contend 
with are varied as they are continually chang-
ing. Thus managers must take into account 
the influence of the environmental forces that 
can affect the performance of their organisa-
tions. They must have sufficient knowledge 
to be able to identify, evaluate and cope with 
environmental forces tat may affect the op-
erations of their organizations. A thorough 
understanding and analysis of the business 
environment by managers will enable the 
business to cope with the changing forces 
within the environment.

To adequately understand organisa-
tional environments, we must borrow some 
concepts from “System Theory”. One of the 
basic assumptions of system theory is that or-
ganizations are neither self sufficient nor self-
contained. Rather, they exchange resources 
with and are depended upon the external en-
vironment, which is defined as all elements 
outside an organization that are relevant to 
the physical operations (some of these ele-
ments connect the organization to the physi-
cal world) (Stoner, 2004).

Organization take ‘input’ i.e. raw ma-
terials, money, labour and energy from the 
external environment, transform them into 
products and/or services and then send them 
back as ‘outputs’ to the external environment 
(ibid).

The external environment has both di-
rect- action and indirect –action elements, 
also called shareholder include shareholders 
union, suppliers and many others who direct-
ly influence an organization. Indirect action 

elements; such as the technology, economy, 
and politics of a society, affects the climate in 
which an organization operates and have the 
potential to become direct element.

The business environment has been 
classified by various authors to suit their pur-
poses. In this research paper we shall classi-
fy organisation environment into two major 
ways: the external environment and the inter-
nal environment. The external environment 
refers to all relevant forces and conditions 
outside the organisation’s boundaries that 
affect its activities. The internal environment, 
on the other hand, consists of all forces and 
conditions within the organization that influ-
ence its activities. The external environment 
can be subdivided into two broad groups for 
proper analysis. These are the general envi-
ronment and the task environment. The gen-
eral environment consists of the major forces 
in the external environment that reflects the 
broad conditions in the societies in which an 
organization operates. The general environ-
ment is made up of the following elements; 
economic, technological, socio-cultural, po-
litical-legal, demographic, ecological, and in-
ternational. The task environment is that part 
of the external environment made up of the 
specific outside parties such as competitors, 
customers,  suppliers, new entrants, regula-
tors and shareholders, which an organization 
interact with in the course of performing its 
day-to-day business activities (Ojo, 2007).

Models of environmental scanning

Despite its importance, theoretical un-
derstanding of organizational scanning re-
mains limited. Although all forms of scan-
ning necessarily involve the seeking and use 
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of information about the environment. Dif-
ferent organizations operating in different 
environments may be expected to scan quite 
differently. Aguilar (1967) identified four 
modes of managerial scanning based on his 
field research.  Weick and Daft (1983)   Daft 
and Weick (1984), and Choo (1998a) built 
on Aguilar’s work and developed a general 
model of organizational scanning based on 
the two dimensions of environmental ana-
lyzability (‘can we analyze what is happen-
ing in the environment?’) and organization-
al intrusiveness (‘do we intrude actively into 
the environment to collect information?’). 
This research work made use of objective of 
Aguilar, Daft and Weick, and Choo model in 
two ways. First, since scanning is an essential 

form of organizational information seeking, 
it explained the model by detailing the infor-
mation needs, information seeking, and in-
formation use patterns that characterize or-
ganizational scanning. Second, since the goal 
of scanning is the gaining of new knowledge 
that enables action, the model also details: 
the sense making, knowledge-creation, and 
decision-making processes that constitute or-
ganizational scanning.

Depending on the organization’s beliefs 
about environmental analyzability and the 
extent that it intrudes into the environment 
to understand it, four modes of scanning may 
be differentiated: undirected viewing, condi-
tioned viewing, enacting, and searching.

Figure 1: Models of Environmental Scanning.

Source: Summary of Principal Findings from Research on Environmental Scanning (Choo, 2001)
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undirected Viewing: Consists of read-
ing a variety of publications for no specific 
purpose other than to be informed. The goal 
is to scan broadly in order to detect signals of 
change early. As a result of undirected view-
ing, the individual becomes sensitive to se-
lected areas or issues.

Conditioned Viewing: In this case the 
individual directs viewing to information 
about selected topics or to certain informa-
tion with the purpose of evaluating the sig-
nificance of the information encountered in 
order to assess its relevance on the organisa-
tion.

Informal/Enacting Searching: The indi-
vidual actively seeking specific information 
to deepen the knowledge and understanding 
of a specific issue, but doing it in a relatively 
limited and unstructured way. 

Formal Searching: The individual 
makes a proactive effort to obtain specific in-
formation or information about specific pur-
poses. (Morrison 1992).

According to Choo (2001), from the 
works of Daft and Weick, they suggested that 
organizations differ in their modes of scan-
ning, depending on management’s beliefs 
about the analyzability of the external envi-
ronment, and the extent to which the orga-
nization intrudes into the environment to 
understand it. An organization that believes 
the environment to be analyzable, in which 
events and processes are determinable and 
measurable, might seek to discover the ‘cor-
rect’ interpretation through systematic infor-
mation gathering and analysis. Conversely, 
an organization that perceives the environ-
ment to be unanalyzable might create or en-
act what it believes to be a reasonable inter-
pretation that can explain past behaviour and 
suggest future actions. 

Daft and Weick (1984) hypothesize that 
differences in perceptions of environmental 
analyzability are due to characteristics of the 
environment combined with management’s 
previous interpretation experience. Analysis 
done in the environment is said to be closely 
related to the concept of perceived environ-
mental uncertainty. Perceived environmental 
uncertainty is the variable that measures the 
totality of the scanner’s perception of the ex-
ternal environment’s complexity and change-
ability (Choo, 2001). 

Besides environmental uncertainty, the 
level of knowledge and information available 
about the environment may also be an impor-
tant factor. Some industries regularly collect 
and analyze data about products, markets, 
and competitors. In many cases automation 
and the use of information technology have 
made it possible to efficiently gather and an-
alyze data and trends. Information that is 
available affordably, and that is sufficiently 
detailed and timely to support decision mak-
ing, may lead to the perception that the envi-
ronment is analyzable.

An organization that intrudes actively 
into the environment is said to be one that 
allocates substantial resources for informa-
tion search and for testing or manipulating 
the environment. A passive organization on 
the other hand takes whatever environmen-
tal information comes its way, and tries to in-
terpret the environment with the given infor-
mation. 

Research hypotheses

Two major hypothesis are proffered and  
will be tested in order to know how much 
knowledge  the organization have about their 
environment and to know if there is any re-
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lationship between environmental scanning 
and corporate performance in the banking 
industry using Zenith International Bank, 
Oceanic Bank International, Guaranty Trust 
Bank, Bank PHB and First Inland Bank Plc as 
the case study.  Thus, the following hypoth-
eses were formulated in order to provide a 
necessary sense of action to the study. 

HyPOTHESIS 1
H0: There is no significant difference in 

organizations knowledge of their 
environment.

H1: There is significant difference in or-
ganizations knowledge of their en-
vironment.

HyPOTHESIS 2
H0: Environmental scanning does not 

contribute positively to corporate 
performance.

H1: Environmental scanning contrib-
utes positively to corporate perfor-
mance.

Research methods 

We shall concisely describe the methods 
and procedures employed in carrying out 
this research work.  

The basic idea of this study will only be 
beneficial if proper research design is clearly 
spelt out. The design of this study is the sur-
vey research design.

The study population of this research 
work was made up of executives, directors, 
corporate planners, managers and senior 
staff of the Nigerian banks. Owing to the 
widespread of the network of branches of 
these banks all over the country, it is there-
fore impossible to carryout this research us-
ing the whole population. A representative 

sample of randomly selected branches in the 
South West geo-political zone comprising 
Ekiti State, Lagos State, Ogun State, Ondo 
State, Osun State, and Oyo State was used. 
Although the entire country was expected to 
be covered, but due to paucity of financial re-
sources, the study is restricted to the afore-
mentioned States. 

Stratified sampling method was used 
for the selection of samples. The reason for 
stratified sampling method was that we want 
the sampled elements to reflect the various 
strata of the population. In all, 75 elements 
were ultimately selected as our sample..

 Both primary and secondary data were 
used. A well-structured questionnaire was 
used to collect primary data while Annual Re-
port and Accounts of the selected companies 
were used to garner secondary data based on 
the research questions and objectives  

 In our design, 75 respondents were se-
lected through stratified random sampling 
technique in various branches these banks 
and 71 (94.67%) of the respondents actually 
participated in the study. 

Our data were collected, collated, cod-
ed and analyzed sequentially through the 
use of Statistical Packages for Social Sciences 
(SPSS). In specific terms, Difference of Mean 
and Pearson Correlation Coefficient were 
used in the analysis of data. 

Hypotheses testing

HyPTHESIS ONE
H0: There is no significant difference in 

organizations knowledge of their  
environment.

H1: There is significant difference in or-
ganizations knowledge of their en-
vironment.
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N Mean Std. Deviation Std. Error Mean
Do you have knowledge of environmen-
tal scanning? 71 4.85 .402 .048

scanning is done to provide better knowl-
edge of the environment and help the or-
ganisation to achieve strategic fit

71 4.61 .547 .065

DIFFERENCE OF MEAN TEST

CORRELATION TEST: Environmental Scanning Contributes 
Positively to Corporate Performance. 

One-Sample Test

Test Value = 0

 t df Sig. 
(2-tailed)

Mean Dif-
ference

95% Confidence Inter-
val of the Difference

 Lower Upper Lower Upper Lower Upper

Do you have knowledge 
of environmental scan-
ning?

101.630 70 .000 4.845 4.75 4.94

scanning is done to pro-
vide better knowledge 
of the environment and 
help the organisation to 
achieve strategic fit

70.924 70 .000 4.606 4.48 4.74

Interpretation: This is a two - tailed 
test with a Degree of Freedom (DF= n- 1) i.e.  
(71-1 = 70). From the statistical value for 0.05 
at 70 the df of is 4.94. While the calculated 
value t=101.630. Since the calculated in both 
cases (questions) is greater than the tabulat-
ed value we reject H0 and accept the alter-
native hypothesis H1. This implies that there 
is a significant difference in organizations 

knowledge of their environment.

HyPOTHESIS TWO
H0: Environmental scanning does not 

contribute positively to corporate 
performance.

H3: Environmental scanning contrib-
utes positively to corporate perfor-
mance.

 
task 

uncertainty
internal

 uncertainty
external 

uncertainty
Task in-
tensity

Internal 
intensity

External 
intensity

Task 
uncertainty
 

Pearson Correlation 1 .215 .238(*) .302(*) .288(*) .107
Sig. (2-tailed)  .072 .046 .011 .015 .373
N 71 71 71 71 71 71
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INTERPRETATION: The above table 
indicates the degree of association or rela-
tionship between the perceived uncertainties 
in each of the environmental sector: Task, in-
ternal and external environment and the fre-
quency with which organisation scan the en-
vironment. (Most of the correlations i.e. are 
significant at 0.05 and 0.01 significance level). 
For example, the frequency or intensity of the 
company’s scanning of internal environment 
has a fairly association with their perception 
of uncertainty in this environmental sector at 
r = 0.39. Such scanning how ever, has a weak 
and negative association with their perception 
of uncertainty in the environment (r = -0.084).

 Empirical findings

The empirical findings of this research 
study, refers to the hypotheses tested in chap-
ter four of this research study. They include:

1. That the Nigerian banking indus-

try have knowledge of its business environ-
ment: it was found that directors, managers, 
corporate planners etc have a sound knowl-
edge of environmental scanning, that scan-
ning is done to provide better knowledge of 
the environment and help the organisation to 
achieve strategic fit and that it is actually a 
vital part of the organisation, that firms scan 
frequently, and that sufficient resource are 
provided by organization for scanning.

2. That environmental scanning has im-
pact on corporate performance: it was dis-
covered that this positively contributes to 
corporate performance. That the success of 
organisation depends on its ability to scan 
its environment for opportunity and threats 
which will be used to its own advantage.

3. That folding up of some banks is due 
to the failure of not scanning the environ-
ment for threats.

4. The result of this study also indicates 
that scanning is done based on the level of 

 
task 

uncertainty
internal

 uncertainty
external 

uncertainty
Task in-
tensity

Internal 
intensity

External 
intensity

Internal 
uncertainty
 

Pearson Correlation .215 1 .181 .027 .392(**) .116
Sig. (2-tailed) .072  .131 .826 .001 .334
N 71 71 71 71 71 71

External 
uncertainty
 

Pearson Correlation .238(*) .181 1 .225 -.084 .183
Sig. (2-tailed) .046 .131  .060 .489 .127
N 71 71 71 71 71 71

Task 
intensity
 

Pearson Correlation .302(*) .027 .225 1 .169 .160
Sig. (2-tailed) .011 .826 .060  .158 .183
N 71 71 71 71 71 71

Internal in-
tensity
 

Pearson Correlation .288(*) .392(**) -.084 .169 1 .017
Sig. (2-tailed) .015 .001 .489 .158  .887
N 71 71 71 71 71 71

External 
intensity
 

Pearson Correlation .107 .116 .183 .160 .017 1
Sig. (2-tailed) .373 .334 .127 .183 .887  
N 71 71 71 71 71 71

 * Correlation is significant at the 0.05 level (2-tailed).
** Correlation is significant at the 0.01 level (2-tailed).
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uncertainty across environmental sector. 
That the task (were more attuned to moni-
toring threats from competitors) and external 
environment causes the greatest uncertainty 
and influences the organisation most.

Recommendations

Environmental scanning leads to knowl-
edge and information acquisition, and a bet-
ter understanding of the organisations busi-
ness environment. Organisations which do 
not scan end up not attaining maximum per-
formance (in terms of profitability, increased 
growth etc) and may eventually die (i.e. fold 
up). Hence, the researcher recommendations 
are centered on the following.

1. Organisations should provide the 
necessary financial resources which will aid 
in putting the required systems in place for 
environmental scanning.

2. Implementation of programmes to 
train both directors and strategic/ corporate 
planners on how to scan its environment 
when ever the need arises.

3.Enterprises should endeavor to in-
clude other lower levels of management in 
its scanning activities.

4. The task and external environment 
should be closely monitored since these are 
very intense (turbulent) and causes a greater 
uncertainty to the organisation.

5. Organisations should make policies 
that favour the course of environmental scan-
ning since the survival of the organisation 
depends on it. 

 Conclusion 

This study provides some empirical 
insights on the relationship between envi-
ronmental scanning activity and corporate 
performance, it determined if there is a sig-
nificance difference of organizations knowl-
edge about their environment and the level 
of perceived strategic uncertainty across en-
vironmental sectors.

 When managers scan their organiza-
tional environment, they simultaneously ex-
plore variables that provide information for 
both potential opportunities and potential 
threats; in fact, they do not deliberately ig-
nore either one. They do so, so that they can 
be adequately equipped for the challenges 
presented by the environment.

However, the researcher came to the 
conclusion that the very foundation of stra-
tegic management in organisations hinges on 
environmental scanning activities. And that 
environmental scanning plays a vital role in 
organizational planning and implementation 
process, which if proper implemented results 
in enhanced and sustained long-term perfor-
mance of the enterprise. 
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Introduction

In an era when many organizations 
are trying to catch up with global competi-
tion, rapid technological advances and ever-
changing customer needs, benchmarking has 
been gaining attention among managers and 
academics as a means of strengthening a com-
pany’s ability to compete. Benchmarking has 
emerged as a reaction to growing competi-
tive pressures in international markets, and 
the concept of benchmarking has become in-
creasingly synonymous with successful per-

formance of business organizations (Rohlfer, 
2004). Benchmarking has been defined as the 
search for industry best practices that will 
lead to superior performance (Camp, 1989). 
This definition has been coined by Robert 
Camp, who first wrote a book on the subject 
based on his experience at Xerox Corporation 
in the USA. 

In a more elaborated way, the Interna-
tional Benchmarking Clearing House Design 
Committee defines benchmarking as “...a 
systematic and continuous measurement 
process; a process of continuously measuring 

Benchmarking in Mobarakeh 
Steel Company

Abstract: Benchmarking is considered as one of the most effective ways of improving performance in 
companies. Although benchmarking in business organizations is a relatively new concept and practice, it 
has rapidly gained acceptance worldwide. This paper introduces the benchmarking project conducted in Es-
fahan’s Mobarakeh Steel Company, as the first systematic benchmarking project conducted in Iran. It aims 
to share the process deployed for the benchmarking project in this company and illustrate how the project 
systematic implementation led to success. 
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~ Sasan Ghasemi (ALA Excellence Consulting Group, Iran)

~ Mohammad Nazemi (Esfahan’s Mobarakeh Steel Company, Iran)

~ Mehran Nejati (Department of Economics, Management and Accounting 

    Yazd University, Iran )



102 Management

No. 7 ~ 2008

and comparing an organization’s business 
process against business leaders anywhere in 
the world to gain information which will help 
the organization to take action to improve its 
performance” (Lema and Price, 1995).  Bench-
marking is currently considered as one of the 
most effective approaches to help a company 
improve its performance (Maire et al., 2005). 
Many companies consider that it is the search 
for “best practice” and many initiatives were 
launched to count, classify and propose best 
practices.

Although benchmarking in business or-
ganizations is a relatively new concept and 
practice, it has rapidly gained acceptance 
worldwide as an instrument of continuous 
improvement in the context of total quality 
management (TQM). In the USA, where it 
was first introduced, a large number of orga-
nizations make use of benchmarking. Many 
are the organizations in the USA and Europe 
that promote the use of benchmarking, such 
as the International Benchmarking Clear-
ing House or the European Network for Ad-
vanced Performance System (ENAPS), which 
provide benchmarking databases and assis-
tance in identifying partners. Following this 
international trend, many organizations in 
Brazil, from large to medium size, are adopt-
ing benchmarking.

The activity of benchmarking can be 
decomposed into basically five steps (Drew, 
1997):

(1) identify the object of study;
(2) select the superior performer (bench-

marking partner); 
(3) collect and analyze data;
(4) set performance goals for improve-

ment; and
(5) implement plans and monitor re-

sults.

One can see there is a clear relation-
ship between benchmarking and improve-
ment strategies in the sense that if it is to be 
used as part of the business strategy for gain-
ing and maintaining competitive advantage, 
improvement projects must be prioritized by 
taking into consideration the company per-
formance levels relative to competitors on 
product and operational aspects most impor-
tant to present and future market demands. 
In fact, most models and methodologies for 
benchmarking implementation published 
in the literature (Zairi and Leonard, 1994) 
stress the importance of aligning benchmark-
ing projects with competitive and operations 
strategy, so that organizational efforts for im-
provements are directed towards dimensions 
of performance critical to competitiveness. 

However, many companies, in their at-
tempts to adopt world class management 
practices rapidly such as benchmarking, 
tend to adopt a strong operational view of 
improvement, devoting little or no attention 
at all to the alignment of such practices with 
market demands and strategic objectives. 
This is especially true for medium to small 
size companies, where strategic thinking and 
positioning is part of the tacit knowledge of 
the organization.

Benchmarking is considered one of the 
most effective tools of transferring knowl-
edge and innovation into organizations 
(Spendolini, 1992; Czuchry et al., 1995). More 
importantly, when benchmarking is used to 
support continuous improvement strategies, 
it has a positive impact on competitiveness 
(Codling, 1998, p. 3; Karlöf and Östblom, 
1993, p. 112; Carpinetti and Melo, 2002).

Over the years, there has been a tremen-
dous development of benchmarking tech-
niques, in terms of benchmarking practices 
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and method, which are widely used in differ-
ent industries to achieve different goals in the 
developing countries. However, similar phe-
nomenon is not observed in Iran. Due to very 
few benchmarking implementations in Irani-
an industries, there is a lack of research in this 
area. Benchmarking has not been widely ad-
opted for improvement by the Iranian com-
panies. Only recently, companies are mov-
ing toward using this technique. The current 
paper overviews the implementation of the 
first structured benchmarking project in Iran, 
namely in Mobarakeh Steel Company (MSC). 
It tries to introduce the employed implemen-
tation process. Besides, the main challenges 
faced during the project and key success fac-
tors are listed. 

Mobarakeh Steel Company Overview

Mobarakeh Steel Company is undoubt-
edly one of the Iranian’s most striking suc-
cesses. It is the largest industrial complex in 
the Islamic Republic of Iran and has been es-
tablished and commissioned after the victory 
of the Islamic revolution and entered into op-
erational stage in early 1993. The company is 
located at 65 kms from south west of Esfahan 
which covers a land of 35 kms and has an an-
nul capacity of 4 mt/years of flat steel prod-
ucts ranging in thickness from 0.18 mm to 16 
mm in the from of hot and cold rolled coils 
and sheets, tinplate sheets and coils , Galva-
nized and pre-painted coils. The high – Quali-
ty products producible at MSC meet the needs 
of various industries such as: automotive, 
home appliances, pipe making, pressure ves-
sels, foodstuff, chemical material and medici-
nal packing, constructional industries, metal 
industries transportation, naval industries, 
high and heavy metal equipment and etc.

This complex is consisted of different 
plant units, out of which 10 plant units are 
considered as the main production line and 
the rest are rated as the auxiliary and back 
up units.

Benchmarking Stages

Camp (1989) of Rank Xerox, the pioneer 
of benchmarking, further developed bench-
marking into four stages, namely planning, 
analysis, integration and action.

Planning. Planning starts off with the 
commissioning of a team supported by a 
sponsor who has authority and stature in the 
organization to drive the exercise and support 
the findings (Camp, 1989; Cook, 1995; Mc-
Namee, 1995). Camp (1989) divides the plan-
ning stage into three steps. The first of these 
steps is to identify the activity to be bench-
marked and the quantitative and qualitative 
measures to be used (Camp, 1989; Cook, 1995; 
McNamee, 1995). The second step is to iden-
tify the benchmarking partner (Camp, 1989; 
McNamee, 1995). A prerequisite of effective 
benchmarking is the availability of participa-
tion from reliable information resources (Ba-
bachicos, 1999). 

Four routes may generally be taken to 
establish benchmarking partners, namely, 
benchmarking with organizations in related 
industries, best practice benchmarking, in-
ternal benchmarking and external competi-
tive benchmarking. With respect to the latter, 
Cook (1995) proposed a direct relationship 
between the degree of such external pro-
pensity and the potential for improvement. 
Finally, one should establish the appropri-
ate means of collecting internal and external 
data, who will be involved in data collection 
(Camp, 1989; McNamee, 1995), the aggrega-
tion level of the data (Cook, 1995; McNamee, 
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1995) and the number of benchmarking part-
ners required (Cook, 1995). The collection of 
data should be well-planned (Brown et al., 
1994) and based on the principles of a relevant 
benchmarking code of conduct to ensure that 
benchmarking efforts are not derailed over a 
breach of etiquette (McNamee, 1995). 

Analysis. This involves the interpreta-
tion of information as a basis for action and 
implementation. According to Camp (1989) 
this involves two steps, namely the establish-
ment of the performance gap and the projec-
tion of future performance. In the first place, 
one should quantify and determine the rea-
sons for the current gap between the compa-
ny and benchmarking partner. This will “in-
ject energy into the programs the size of the 
problem – and the opportunity – comes into 
view” (Peters, 1989, p. 74). Ratios and formu-
lae make IA performance evaluation more 
visible, but unless such data is standardised, 
comparative analysis would not be workable. 
Babachicos (1999) proposes the development 
of a benchmarking survey to provide each 
participating IA executive with a data source 
for comparison, based on a confidentiality 
agreement. One such survey is the annual re-
port of the Global Auditing Information Net-
work (GAIN) organised by the IIA (USA).

However, it is important not to reduce 
the problem to metrics (McNamee, 1995). 
One must step back and look for things the 
numbers are not telling us. Examples of per-
formance indicators to measure qualita-
tive issues are: employee absenteeism or the 
number of suggestions made to a suggestion 
scheme in order to gauge motivation; the 
number of layers in a department and the fre-
quency of gathering and acting on feedback 
by management to monitor management; 
and the number and types of complaints 

to determine customer satisfaction (Cook, 
1995). Cangemi and Singleton (2003) propose 
the use of the balanced scorecard system to 
combine qualitative and quantitative perfor-
mance measures.

The second step in the analysis stage is 
to project future performance, that is, esti-
mate, over an agreed time frame, the change 
in performance of the company and the 
benchmarking company in order to assess if 
the gap is going to grow or decrease (Camp, 
1989; McNamee, 1995).

Integration. Integration involves two 
further steps. The first is the effective com-
munication of findings and establishment 
of goals to eliminate the performance gap 
(Camp, 1989; McNamee, 1995). The second 
is the development of action plans to achieve 
the established goals. Discussions with IA 
staff, possibly forming quality circles (Zettie, 
2002), give staff the opportunity to identify 
better procedures (Babachicos, 1999) and to 
prioritise areas of change through cost-ben-
efit analysis and other techniques (Cook, 
1995). Even a small change could be the start 
of a journey to significant improvement (Ba-
bachicos, 1999).

Action. Finally, action should be taken 
to implement the plans, report and reassess 
the benchmarks. The first step is to imple-
ment the actions, plans and strategies. This 
involves good project planning and manage-
ment (Camp, 1989). Two-way communication, 
management support, a coaching leadership 
style and the use of readily understandable 
language are ways of overcoming resistance, 
which generally manifests itself at this stage 
(Cook, 1995). The second step is to assess and 
report the results of the action plans (Camp, 
1989). Finally, one will reassess or recalibrate 
benchmarks on a regular and systematic ba-
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sis and maintain good links with the bench-
marking partners (Camp, 1989). Cook (1995) 
even suggests the formation of benchmark-
ing consortia where representatives of the 
companies involved meet on a regular basis 
to share information and experiences.

Case Study of Mobarakeh 
Steel Company

During the previous years, several 
benchmarking practices had been conduct-
ed in the company, but there hasn’t been any 
unity in such practices. Therefore in an effort 
to regularize such practices and plan a sys-
tematic benchmarking, the current bench-
marking project was defined and conducted 
in the company. The project executive team 
started benchmarking project by a thorough 
study of the company’s existing situation. In 
this stage, which took about 6 months, com-
pany’s pre-defined goals were completely 
studied and necessary revisions were pro-
posed. After this stage, the educational stage 
of the project started were almost 40 repre-
sentatives of each of the 20 existing commit-
tees in the company were trained on bench-
marking basics and principles, its process 
and implementation guide. The current stage 
had a positive effect in the smoother run of 
the project in the next stages. The training 
sessions were conducted in the form of work-
shops and after the participants were given 
the essential training, they followed the given 
instruction on how to choose the key process 
indicators of their committee for the bench-
marking project. As a result, the output of 
these training sessions included the key pro-
cess indicators chosen for benchmarking. Af-
ter this, the project team of experts suggested 

some indicators for the measurement of each 
chosen KPI. These indicators were drawn 
from various resources including Ameri-
can Productivity & Quality Center (APQC). 
Committee members were asked to choose 
and finalize the indicators for the selected 
KPIs based on the existing standard indica-
tors within their committee and the suggest-
ed ones from APQC. 

Finally, in the last stage, action plans for 
the benchmarking of the chosen KPIs were 
defined, best practices were searched, sources 
of benchmarking were identified, and bench-
marking partners were selected. 

Figure 1, summarizes the process de-
ployed for the benchmarking project in Mo-
barakeh Steel Company. The planning phase 
includes determining the key processes 
for benchmark, forming the benchmarking 
teams, documentation of the key processes 
chosen for benchmark and identifying the 
performance indicators for the mentioned 
processes. 

In searching phase, a list of proper 
benchmarking partners is determined. After 
that, the benchmarking partners are contact-
ed for the benchmarking purpose. 

In observing phase, informational re-
quirements are identified, data collection 
methods are chosen, and finally the required 
data is collected. 

Analysis phase includes process of the 
collected data, quality control of the informa-
tion gathered, normalization of the data, gap 
analysis, and identification of the gap sources. 

 Finally, in adapting phase, results of the 
previous phase are announced, operational 
goals for improvements are set determined, 
improvement action plan is developed, and 
the improvement process is continuously 
monitored and feedback is announced.
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 Conclusion: Perhaps the major reasons 
for the success of benchmarking in Moba-
rakeh Steel Company are the fact that they 
have introduced comprehensive education 
programmes and introduced process based 
thinking before attempting to benchmark. 
They have also realised that benchmarking 
is not just measure to measure comparison, 
but that effective benchmarking is 20 per cent 
measures and 80 per cent practices. It should 
not be forgotten that benchmarking must be 
a continuous project which will move com-
pany forward in the road of excellence. 
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Organizational change takes time. One 
can speak of the shock felt by employees 
when employees cut downs take place or 
when the company undergoes a worrying fi-
nancial situation. Grounded on these realities 
the refuse can occur of accepting the situa-
tion, upon rather reactive than proactive atti-
tudes. When people start to admit their prob-
lem their repositioning against the created 
context begins. The first concerns for accept-
ing the situation imposing the change occur. 
Redefining one’s own position and giving 
up old working manners represent signs of 

decreased resistance to change. The new be-
havior becomes natural when employees 
appreciate the advantages of change. Actu-
ally, severe organizational changes mean pe-
rusing individual and organizational states 
which the management team must manage 
upon discernment. Loosing the safety feeling 
regarding one’s job, the fear of the unknown 
are natural human reactions in the rapport of 
assessing one’s own aptitudes and attitudes. 
The fear of diminished responsibility, of re-
ducing one’s status can reconfigure existing 
alliances. In these moments it is important for 

The dynamics of organizational 
transformation

Abstract: The present paper aims to emphasize a number of defining elements of the organizational 
transformation dynamics. The way in which people are prepared to face changes is essential and it adds 
value to the management team’s qualities. The analysis of the business environment, people training, em-
phasizing organizational values are important factors, essential in preparing for major changes. Un-deci-
phering organizational contexts allows for healthy strategies to be established, which are necessary in order 
to achieve organizational objectives.

Key words: change, transformation, behavior, leader, culture, motivation, objectives, values, 
contexts, stakeholders, environment

~ Prof. Ph.D. Paul Marinescu (University of Bucharest)
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leaders to identify organizational problems 
and to indicate their problems to people, as 
well as the risks they would face unless they 
take measures. Performance gaps can be pre-
sented by using benchmarking (comparison 
etalon against other company or another 
branch). The level of discomfort created by 
the change must be tolerable, and collective 
motivation should be sufficiently high as to 
ensure that stressful situations are kept un-
der control. The quality of the communica-
tion process is essential under such contexts 
because it emphasizes the messages defining 
future stages of the system and therefore ad-
vantages for employees. Reformulating or-
ganizational culture, redefining the formal 
structure, represent prerequisites of organi-
zational change. The organizational vision 
and values are essential catalytic elements in 
the reaction of change.  The process of change 
represents an organizational effort which can-
not be achieved without individual efforts. 
Without the employees’ support no veritable 
organizational change can be achieved. Stim-
ulating critical thinking, real dialogue moti-
vates the employees and involves them in the 
change. An essential element in changing be-
haviors is to increase the employees’ power. 
We refer here to more types of power:

The expert’s;• 
The position’s;• 
The authority’s;• 
Informational;• 
The resources holder etc.• 

Aligning organizational architecture to 
the new functioning way, training people in 
order to ensure they have the necessary com-
petencies for organizational change are im-
mediate needs.

Creating attitudes and competencies 
and professional development are essential 

activities specific to the ample process of 
planning the organizational change.

Increasing the market share, increasing 
profitability, decreasing operational costs, 
expanding geographic coverage, increasing 
the shares’ value are the first signs of success 
in an organizational change. These are en-
couraging signs of success, yet they have to 
be doubled by real people motivation.

Thus, we refer to four phases in the 
change process:

Creating favorable collective mentality• 
Behavior change• 
Creating attitudes, competencies and • 
practices
Increasing organizational performances.• 
Organizational redesign should be the 

resultant of a serious analyses performed 
over the organizational context and its play-
ers. This process must be grounded on judi-
cious vision of the future in which the per-
sonnel selection process considers the real 
necessary jobs, without overloading the re-
maining positions. Under such circumstanc-
es, although additional effort is paid, it is 
possible for the employees to not be able to 
answer to the demands, thus creating useless 
stress and tension generating points. Com-
parative analyses are important because they 
emphasize without a doubt the functional 
context in the rapports with other spectacu-
lar contexts, yet total unrealistic. People gen-
erally have a reduced tolerance to uncertain-
ty and that is why in limit situations prompt, 
sometimes surgical measures are imposed. 
Of course this is about the rapport between 
moral and immoral, between efficient and so-
cial, between appropriate and inappropriate. 
In any change it is necessary for the company 
to make a correct analysis of the activities in 
which it is an expert (it is obvious that here 
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also we refer to the quality of the company’s 
people and management). Secondly, an exact 
analysis should be performed of the business 
environment, in which the correct configura-
tion of the stakeholders is essential.

Creating a collective mentality combines 
the concrete objectives for the future with el-
ements of the organizational culture which 
are defining for the company. The organiza-
tion’s uniqueness nature, its identity, the set 
of symbolic elements expressed by language, 
rituals, metaphors, artifacts, behaviors pro-
vides the proper environment for people to 

manifest themselves. That is why this com-
bination of sometimes invisible elements can 
be the “organizational engine” valuing prin-
ciples and people.

Power holders have to know that in or-
ganizational transformations people’s trust is 
essential and that this can be achieved by ac-
curate communication in which the rapport 
between SAYING and DOING must be bal-
anced.

Attracting support and creating systems 
that could allow for the change represent de-
fining elements of the pragmatic leader.
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Perhaps it would be easier if manage-
rial theory ignored the ethical aspects con-
fronted by the management practice. Why 
raise questions on why and how to behave 
in a certain situation, if consequent to obvi-
ous actions an organization would gain?! To 
whom is it useful to waste time on analyzing 
alternatives, some more ethical than the pref-
erable version in financial terms? What could 
the organization obtain as compensation for 
the money it would loose but not applying 
money generating measures, regardless the 
consequences?

The questions similar to the ones above 
are not only limited to the said.

Specialists are most frequently con-
cerned with business ethics as set of moral 
principles and standards governing the be-
havior in the business environment. Howev-
er, unfortunately managers don’t have time 
to study, or even don’t have profound knowl-
edge regarding ethics and equity among em-
ployees, regarding the said and the other em-
ployees on the labor market, and worst, they 
are often not interested in such observations 
and investigations…

Overview on business ethics and human 
resources management ethics 

Abstract: In the contemporary business world ethics represents one of the most exciting challenges, 
precisely because there is still no universally valid modality for solving a problem of this kind. Adopting an 
ethic personal behavior does not always ensure winning in the problems regarding the actual business, nor 
in the organizational behavior itself. The personal values, either native or gained by an individual through-
out his socializing do not represent a support or advantage in the attitude towards the economic life. What 
is it that actually concerns the managers: to succeed in their activity or to have an ethic activity? A suc-
cessful business is necessarily an ethic one, or one lacking ethics? In particular, should the human resources 
manager choose the human factor of solid moral and ethic grounds, or the one exclusively focused on money 
quantifiable performance?

~ Prof. Ph.D. Cãtãlina Bonciu (University of Bucharest)
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Many managers spend most of their 
days at work, facing apparently insurmount-
able professional situations and inter-human 
confrontations. The last mentioned ones are 
actually the ones on which the level of effi-
ciency and competitiveness depend.

There are many cases of managers who 
live to work. For them, each sun raise comes 
with the joy of at least one objective to be 
achieved, regardless the financial security 
and social status implied by achieving it. In 
their case, managerial success means scien-
tific knowledge and practical experience, and 
also emotional coefficient which could influ-
ence the decisions they make, in most cases 
after ethic thinking and moral judgments.

Passionate managers also exist, who are 
not satisfied with envied careers, demonstrat-
ing that they are in charge with the processes 
around them, directing and controlling pro-
fessional activities. And in the decision mak-
ing process logic is accompanied by senses 
and sensations, feelings and bad feelings, by 
genuine emphatic actions, not only on a de-
clarative level, but also along with natural, 
connected well justified reasoning. Some-
times, this passion is of positive connotations 
and in ethical, equitable moral parameters. 
There are more alarming the realities of those 
organizations where the spring and impetus 
of the managers are translated by passion 
subjugated to personal interests, independent 
or even divergent from the general ones.

Lately the number of managers has in-
creased who pay attention to their emotional 
intelligence, which they use almost perma-
nently and encouraging the increased num-
ber of persons open to development, by us-
ing any means considered as acceptable by 
their own set of values. They understand 
their condition in life, knowing how to ex-
press themselves in harmony with their own 
being 1.
1 Lassus,R.de, Descoperirea sinelui, Editura Teora, 

Bucuresti, 1999.

Rich businessmen in rich organizations 
are not stimulating research on self knowl-
edge, or in any case not among mangers, 
or other persons who could influence other 
people’s destiny. It might be thought that not 
understanding the human dimension is un-
consciously neglected, because for too many 
years managerial interest has been mainly fo-
cused on facts, operations and activities or re-
sults. It has been and continues to be essen-
tial the effect obtained upon levels that are 
higher than those of the competition. It hasn’t 
been too important how and who would get 
those results. And when human relations 
have begun to gain field in the area of knowl-
edge, investigating was grounded on needs 
and possibilities of satisfying them. Nothing 
on the competencies of the executives, noth-
ing on the achievements of the multitude of 
individuals by fulfilling their aims or needs, 
nothing on the origins of all human needs. A 
case-effect of the research, focused on enea-
gram are: perfectionist; generous; efficient; 
original-sensitive; knowledge thirsty logic; 
nice intuitive; controversial by contradicting 
and often un-finalized interests; strong com-
batant; patient careful. Which of these types 
are more often, more rarely or not at all con-
fronting with ethical decisions?!

Of course since long ago studies have 
been initiated on organizational behavior 
upon the moment when conflicts appear be-
tween the employees’ personal values and 
those of the organization. It is also true that 
many attempts exist of identifying the ethi-
cal problems in organizations. Nonetheless, 
maybe not in view of finding the most ap-
propriate solutions according to the decision 
maker’s credo, beliefs or ethical expectations, 
but rather with the organization’s economic 
purpose.  

The present is on the business ethic’s 
side. And the assertion is supported not by 
the importance of the field, but by insuffi-
cient transparency. Both scientists and prac-
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titioners have numerous uncertainties – the 
first mentioned ones, or gaps in their special-
ized training – the last mentioned ones.

Frequently the question answered by 
ethics is if certain business practices are ac-
ceptable or not (such as omitted informa-
tion or changed information on the interest 
for a contracted loan or reduced feasibility of 
a good, or lack of interest for expensive in-
vestments in increased safety measures for 
a product). Without considering aspects re-
garding their lawfulness, this sort of actions 
are anyway regarded as right or wrong, and 
the one who has to judge them, to assign jus-
tice to one party or the other, proves a lot of 
imagination and creativity. 

On a conceptual level, ethic decisions, 
either made in the business world or regard-
ing inter-human relations in an organization, 
gravitate around the responsibility of weight-
ing values in order to reach unprecedented 
decisions, whereas accepted rules are useless, 
and the accent is rather on personal values 
and judgments. Evolved people tend towards 
high ethic standards, calling both for the busi-
ness environment and for the individuals to 
comply with solid moral principles. 

The particularities of ethics applied to 
the dimension of business or to that of the hu-
man factor involved in this process are sub-
ordinated to the permanent pressure from 
the dilemma of making a profit or answering 
to the society’s needs and demands, on one 
hand, but also on the nature/quality of peo-
ple employed in those businesses. Compro-
mises and compensations are those raising 
ethical issues. Referring to those unique as-
pects in the economic life, society has devel-
oped rules – lawful and implicit – aimed to 
direct businessmen in their efforts of gaining 
a profit by means which would not damage 
individuals. It is known that laws are made 
by people and for people, yet people are also 
the one breaking them. And in respect with 

rules, standards and moral principles of the 
business behavior, it is open to public opin-
ion. Good and evil take shape depending on 
interests, compared to which social responsi-
bility and social value are fading. 

Ethics is only achieved in businesses 
when such are managed by people of ethi-
cal principles. There are representative those 
who consider that if an institution employs 
good professionals, also with solid moral 
principles, it is enough for that organization 
to have an ethic behavior. Nothing could be 
more false. However, it is a plus in order to 
generalize an ethic business behavior. 

Usually, a serious organization, con-
cerned of its future, does not establish rules 
regarding personal ethic problems, yet it im-
poses politics of moral and ethic content re-
garding its products, its rapports with the 
partners, its internal attitude towards em-
ployees, and also the external attitude re-
garding potential employees.

By using this new concept of “emotion-
al intelligence2”  the way of evaluating hu-
man intelligence has actually been revolved. 
Comparative with traditional management, 
an ethical management is rather subordi-
nated to the five components of emotional 
intelligence – self-awareness (knowing your 
possibilities, limits, desires, as well as their 
effects on those around, by understating 
your own emotions, realist self-assessment, 
self-confidence); self-regulation (knowing to 
control your resources, your states, impuls-
es, by self-controlling your emotions, giving 
trust, consciousness, adaptability and inno-
vative capacity); self-motivation (being pas-
sionate about daily work, not necessarily due 
to the money generated by such, but rather 
for the purpose of achieving something, of 
demonstrating attachment to people, of giv-
2 The American psychologist Daniel Goleman gro-
unded his theory in “Emotional Intelligence” (1995) 
and “Working with Emotional Intelligence” (1998).
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ing proof of initiative, of optimistically per-
sisting in achieving goals); empathy (being 
aware of the needs, concerns and feelings of 
those around, by understanding and sup-
porting for differentiated development, or by 
focusing evolution towards their own needs) 
and social ability (being skilled in manipulat-
ing the others by establishing relations, team 
work, collaboration and cooperation, com-
munication, influencing, conflict control, fo-
cusing on change, in conclusion, by demon-
strating leadership).

An ethic and intelligent manager – in 
emotional sense also – becomes aware of his 
actions by responsibility, creativity and fre-
quent altruism. He is not far from the team, 
he is next to the others and leads them from 
the shadow or gives them the impression 
that the decision making process comes from 
unanimous conviction. It is easier for him to 
identify the problems raised by the ethical as-
pects and it is comfortable for him to operate 
distinctions between good and evil, between 
right and wrong, between true and false.

Life demonstrates that precisely these 
gaps in the managerial education and prac-
tice consolidate local habits, encouraging 
bribery, pay offs, payments, advantages or 
secret agreements, fees or portions from 
earnings, so-called promotions with free gifts 
or discounts, discriminatory prices by favor-
itism, products with complete service grant-
ed only to certain persons…

There are also long established unfair 
practices regarding subordinates, to whom in-
correct, dishonest treatments are applied, far 

from moral integrity and impartial correctness 
of the decision maker. Misrepresenting reality 
occurs since bringing people into the organi-
zation, by breaching the in force norms and 
laws, by giving up to valuable candidates be-
cause they are not related to the “proper per-
sons”. Once this step is taken, there is no ob-
stacle in left in front of preferential salaries, 
cutting down equity in allocating working 
tasks and rewards, in blocking certain per-
sons in their career evolution in order to give 
way to others, maybe less entitled on a pro-
fessional level.

There are also problematic on an ethical 
level incomplete, incorrect, inexact or even 
unreal communications; false or misleading 
advertising; dissimulating or discretionary 
organizational relations, with no content yet 
nicely enunciated in front of extended audi-
ence; discriminatory behavior; non-value cul-
ture and personality cult…

Most times the economic interest is pri-
mordial and does not request the knowledge 
of the decision maker in respect with con-
crete ways of achieving a purpose. Situations 
also occur when managers are concerned 
with strict or limited compliances with law-
fulness, and only with the explicit form of the 
business, without going into the details of the 
procedures’ intrinsic connotations. 

Why try to push correctness to the limit 
of the most sensitive aspects of working with 
and among people, if everything that is in-
tended is obtained especially without a code 
of morale, ethic and equity, of good manners 
in business and at work, among colleagues?
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Competition between retailers is in-
creasingly fierce. One of the biggest prob-
lems is that more than 74% of the customers 
say that all stores look alike; while a third of 
the customers feel that there is no difference 
between products and services. 

The aim of any retail marketing strate-
gy in the last few years was and it still has to 
be high levels of repeat purchase and greater 
commitment from the customer. 

For retailers, retaining the customers 
they already have is a key to their ability to 
grow.

In one known study about the moti-
vations of the customers defection is stated 
that:

 69% leave because of poor customer • 
service
 13% leave because of poor product • 
quality
 9% leave because of competitive rea-• 
sons
 3% move away• 
 6% leave because of other reasons• 

Losing customers can be expensive, as a 
new customer can cost a company more than 

Relationship marketing in the retail sector: 
an insight in the determination 

of customer loyalty

Abstract: In recent years we see a loss of power of individual brands, despite the money and the effort 
invested in them. The power is now in the hands of retailers. The final challenge of an individual band is the 
battle it has to win in the store. One way of winning the retail battle is to grow, to expand your offer, to sell 
food, clothing, electronic consumer durables, luxury goods, etc., to become the mastodon of your market.

But, growing, being the easy way into bigger profits, it is sure you will be soon followed by others. 
You have to differentiate; you have to expand not only the product range but also the services. This is 

the age of relationship marketing.
Key words: CRM, relationship marketing, retail, customer retention, customer loyalty 

~ Sabin Niculae (Academy of Economic Studies)
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10 times than to keep an existing one and an 
unhappy customer can influence another 5 to 
7 other people by telling of their bad experi-
ence with your company.

Frederick Reichheld, in his 1996 book 
The Loyalty Effect claimed that even small 
improvements in customer retention can 
double company profits. This is because:

It costs less to serve long-term cus-1) 
tomers;
Loyal customers will pay a price pre-2) 
mium; 
Loyal customers will generate word 3) 
of mouth referral. [4]

The ability to detect changes in the mar-
ketplace is more important than ever. Con-
sumers have the luxury of choosing from a 
wider assortment of products, the Internet 
makes it easier to shop and compare prices, 
and fads come and go at breakneck speed. 
Resolute store loyalty is a thing of the past. 
Today, retailers have to work much harder to 
please more sophisticated consumers. [7]

 In January 2008 National Retail Feder-
ation (NRF) conducted an annual survey of 
the USA retailer market. The results where 
surprising. 

As new competitors appear and old ones 
grow each year, the competition is becoming 
a place where growth comes from taking cus-
tomers away from competitors. [6]

According to the Kanbay Research In-
stitute, the retail industry’s growth rate has 
slowed from 16.7 percent from 1995 through 
2000, to 8.1 percent from 2001 through 2005, 
6.3 percent in 2006 and 3.7 percent in 2007.

The forecast is that industry sales 
growth is on a declining rate.

With this in mind it is easy to see that the 
way of surviving and obtaining growth is tak-
ing customers away from your competitors.

This is where CRM – customer relation-
ship marketing – comes in place.

The first step in obtaining your custom-
er loyalty is to know what he really wants and 
that means marketing research. Thru research 
you have to better understand how your busi-
ness can grow by reducing customer defec-
tion an increasing customer satisfaction.

Develop research instrument that can be 
used on a constant basis, apply them and use 
the results in developing your product range, 
services and loyalty programs. 

The strategy you use for gaining cus-
tomer loyalty must be based on what matters 
most to your customers.

 Analysis of the global top five hyper-
markets has shown that they concentrate on 
activities and competencies that don’t seam 
to have any relation with CRM.

They are obsessive customer focused, 
seeking to please customers even if it does 
not make short-term economic sense. 

They take in account all, from the sup-
ply chain system to store operating system 
and integrate applications and technologies 
like POS – point of sale, inventory manage-
ment, RFID – radio frequency identification, 
store-level demand, merchandising software, 
implemented satellite network system. 

Processes like ordering, shipping, com-
munications and logistics are automated and 
store-level data sales are collected, analyzed 
and transmitted electronically within 15 to 20 
minutes delay period. 

The major technology enablers for re-
lationship marketing have been the Internet 
and enterprise-wide management informa-
tion systems. The former allowed business-
es, for the first time, to get low cost interac-
tions with customers. The second allowed for 
a firm to generate a single view of a customer 
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across all functional areas of a firm and to im-
prove relationship with the suppliers. 

Both of these systems together allowed 
for customized communication with a single 
customer for very large firms. [5]

Another characteristic the top retailers 
share is innovation. By including special on-
line services and ongoing, nonstop research 
and development programs like mystery 
shopping they can tailor their business ac-
cording to the targeted customers.

In the past 3 years we have seen su-
permarkets introducing online services like 
online buying lists where the customer can 
chose the products, accessories, quantities, 
find out estimated prices and having their 
list optimized for the shortest time spend in 
the store.

It is also interesting to get information 

thru the eyes of the consumer, fact shown by 
the increase in mystery shopping programs 
use.

These programs can monitor and mea-
sure service performance, make employees 
aware of what is important in serving cus-
tomers, provide feedback from front line 
operations, allow for competitive analysis, 
support promotional programs, improve 
customer retention and ensure positive cus-
tomer relationships on the front line 

When location, pricing, and product as-
sortment are no longer unique, service is of-
ten the key to success or failure.

In a recent study from Accenture Insti-
tute for High Performance Business, when 
the customers where asked about their pre-
ferred characteristic in a retailer their first an-
swer was best price.

Price is the most often cited reason be-
hind loyal customers’ willingness to defect 
to a different retailer. Knowing this is easy to 
get the false impression that low prices are 
the solution for your customer loyalty pro-
gram.

This misconception can be often ob-
served in retailers that have a short-term fo-
cus and strategy.

This statistic indicates that the retailer of-
fering better prices on select goods to poached 
target loyal customers from a competitor isn’t 

When compared to your current preferred retailer, what characteristics would a 
new store need to have to become your new preferred retailer?

62%

43%

36%

35%

21%

53%

0% 10% 20% 30% 40% 50% 60% 70%

Best prices

Most convenient location

Wider range of products

More familiar store and products

I will not switch

Highest quality of service

Fig. 1: Preferred characteristics
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assured of anything more than incremental 
volume. Price buys volume and service earns 
continued loyalty. [6]

Another implication of this misconcep-
tion is the generation and usage of loyalty 
programs with a defensive role. 

We see increase usage of warranties, ex-
tended shopping hours, loyalty cards that 
implicate repetitive purchase to gain some 
advantages or lists of benefits for loyal cus-
tomers that do not include prices eliminating 
in this manner the price correlation that can 
generate defection.

CRM services can be used as an of-
fensive action. Retailers can and do include 
credit cards with the possibility to pay online 
on a later date or in advance, delivery of large 
expense items, attending to customers with 

special needs (teletype writer for deaf shop-
pers – Sears, Braille menus – McDonalds, 
sign language training for employee – South 
Town Mall, Rochester, New York).

Many features of a store can influence 
the customers that buy from outlet to find 
another. The kind and quality of services are 
the key factors. You have to close the gap be-
tween the service customers’ expectations 
and the service they experience.

However, it is very important to balance 
likely revenue against the cost of the services.

The way to gain economic growth is to 
differentiate and to position yourself in line 
with customer needs and requests. In this 
increasingly crowded market with its fierce 
competitors, the only route to success is cus-
tomer oriented strategies.
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Introduction

Widely known for his numerous articles 
and books on almost every management top-
ic, Henry Mintzberg is one of the most popu-
lar management thinkers of the world. With 
an easy style and refreshing approach, he is 
one of the most accessible management writ-
ers. Until now, Mintzberg has written more 
than 140 monographs and articles, and 13 
books, mostly in the management field. His 
reputation is high among people who study 
organizations and strategic management.  

   
Henry Mintzberg: a short biography

Born in 1939, Henry Mintzberg is a Ca-
nadian professor of management at McGill 
University in Montreal (Canada) and at IN-
SEAD in Fontainbleau (France). Originally an 
engineering graduate of McGill University, 

he later studied at the Sloan School of Man-
agement, Massachusetts Institute of Technol-
ogy. He received a Ph. D. from MIT with the 
thesis ‘The Manager at Work-Determining 
his Activities, Roles and Programs by Struc-
tured Observation’ in 1968. His honors have 
included election as an Officer of the Order 
of Canada and of l’Ordre national du Que-
bec, and selection as Distinguished Scholar 
for the year 2000 by the Academy of Manage-
ment (10).

Mintzberg worked in the filed of oper-
ational research for the Canadian National 
Railways between 1961 and 1963. After that, 
he became professor at McGill in 1968 and 
visiting professor with several universities 
and business schools around the world. He 
was elected as president of the Strategic Man-
agement Society between 1988 and 1991. Due 
to his multicultural teaching work, he has su-
pervised a co-operative venture by five busi-

Mintzberg on organizations

Abstract: Henry Mintzberg is considered as one of the most representative writers in management. 
Until now, he has written more than 140 monographs and articles, and 13 books, mostly in the manage-
ment field. On the basis of his research findings, Mintzberg proposed a typology of organizations. Taking 
into account their structure, he discovered seven major types of organizations.      

Keywords: Mintzberg, organization, planning, structure  

~ Prof. Ph.D.  Sorin-George Toma (Faculty of Administration and Business -  
    University of Bucharest)
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ness schools in Canada, United Kingdom, Ja-
pan, France and India. Also, he is consultant 
to a large number of organizations.

One of the leading management guru, 
Mintzberg has written more than 140 mono-
graphs and articles as well as 13 books (e.g., 
Strategy Bites Back, The Strategy Process, 
Strategy Safari etc.). His influential work 
comprises the following three main catego-
ries (1):

• strategy-making;
• what managers actually do with their 

time, and how their mental processes work;
• how organizations design themselves 

to satisfy their needs.
Published in 1973, The Nature of Mana-

gerial Work represented the result of a sys-
tematic research of five middle- to large-sized 
organizations: a consulting company, a tech-
nology firm, a hospital, a consumer goods 
company and a school. Mintzberg observed 
how chief executives officers of these orga-
nizations spent their time and found that a 
manager’s time is constantly being fragment-
ed by interruptions. As managers are hostag-
es to interruptions in a pressing managerial 
environment they are not encouraged to de-
velop a strategic thinking. In an environment 
of stimulus-response Mintzberg considered 
that managers develop a clear preference for 
live action. In this book, he exposed many of 
the myths surroundings top managers and 
stated that they are rather creatures of the 
moment than farsighted strategist. In sum, 
Mintzberg called for a clear understanding 
of the way managers spend their time and of 
what they do.

In The Rise and Fall of Strategic Plan-
ning: Reconceiving Roles for Planning, Plans, 
Planners, published in 1994, Mintzberg pro-
vided a deep insight in organizational plan-
ning and strategy. In his opinion, there are 
several formal definitions of planning (7):

Planning is future thinking. 1) 
Planning is controlling the future.2) 

Planning is decision making.3) 
Planning is integrated decision making.4) 
Planning is a formalized procedure to 5) 

produce an articulated result, in the form of 
an integrated system of decision.

He argued that planning is mandatory 
for any organization because:

Organizations must plan to coordi-• 
nate their activities.
Organizations must plan to ensure • 
that the future is taken into account.
Organizations must plan to be “ratio-• 
nal”.
Organizations must plan to control.• 

Much of his work has focused on trying 
to classify organizations taking into account 
the perspective of structure and the perspec-
tive of power. 

Mintzberg and organizations

In his influential early work, Mintzberg 
had to do with the structural configuration of 
organizations (8). In The Structuring of Or-
ganizations, published in 1979, and in Pow-
er In and Around Organizations, published 
in 1983, Mintzberg analyzed the main attri-
butes of organizations and proposed several 
types of organizations (Table 1). On the basis 
of research findings made with some of his 
colleagues at McGill University, he identified 
six basic parts of an organization as follows:

the operating core, comprising people • 
who perform the basic work;
the strategic apex, occupied by at least • 
one full-time manager;
the middle line, as a hierarchy of au-• 
thority between the strategic apex and 
the operating core;
the technostructure, comprising ana-• 
lysts who perform administrative du-
ties;
the support staff, putting together • 
staff units who provide various inter-
nal services;
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the ideology, encompassing the tradi-• 
tions and beliefs of the organization.

In his opinion, the structure of an orga-
nization is “the total of the ways in which its 
labor is divided into distinct tasks and then 
its coordination achieved among those tasks” 
(5). In order to coordinate their work, organi-
zations use the following coordinating mech-
anisms:

 Mutual adjustment.• 
 Direct supervision.• 
 Standardization of work processes.• 
 Standardization of outputs.• 
 Standardization of skills.• 
 Standardization of norms.• 

All these coordinating mechanisms rep-
resent the most basic elements of structure.

The entrepreneurial organization has a 
simple, informal, and flexible structure. The 
chief executive exercises the power person-
ally and controls personally through direct 
supervision. The decision-making process is 
flexible, allowing for rapid response. The en-
trepreneurial organizations are often young 
and aggressive organizations.

The machine organization has a highly 
specialized structure, based on a centralized 
bureaucracy and formal procedures. The op-
erating tasks are simple and repetitive, and 
require a minimum of skill and training. 

The professional organization has a bu-
reaucratic yet decentralized structure, de-
pendent on training to standardize the skills 
of its operating professionals. This type of 
organization relies for coordination on the 

standardization of skills, which is achieved 
through formal training. 

The diversified organization has a divi-
sionalized structure, in which market based 
divisions are coupled together under central 
administrative headquarters. In the 1920s, A. 
P. Sloan Jr. introduced this type of structure 
to General Motors in order to successfully 
compete with Ford Motors. 

The innovative organization has a fluid, 
organic, and selectively decentralized struc-
ture. This type of organization is known as 
adhocracy in the business world. The adhoc-
racy innovates and solves problems directly 
on behalf of its customers.

The missionary organization has a high-
ly integrated structure. This type of organi-
zation is based on the standardization of its 

No. Type of organiza-
tion (configuration)

Prime Coordinating 
Mechanism

Key Part of 
Organization

Type of Decentralization

1. Entrepreneurial Direct supervision Strategic apex Vertical and horizontal central-
ization

2. Machine Standardization of 
work processes Technostructure Limited horizontal decentraliza-

tion

3. Professional Standardization of 
skills Operating core Horizontal decentralization

4. Diversified Standardization of 
outputs Middle line Limited vertical decentralization

5. Innovative Mutual adjustment Support staff Selected decentralization

6. Missionary Standardization of 
norms Ideology Decentralization

7. Political None None Varies

Table 1 - Types of organizations (5)



121Management

No. 7 ~ 2008

REFERENCES:

Kennedy C., 1.  Guide to the Management Gurus. Shortcuts to the Ideas of Leading Management Thinkers, Cen-
tury Business, London, 1998  
Mintzberg H.2.  , The Nature of Managerial Work, Harper & Row, New York, 1973
Mintzberg H.,3.   The Structuring of Organizations: A Synthesis of the Research, Englewood Cliffs, Prentice-
Hall, New York, 1979
Mintzberg H.,4.   Power In and Around Organizations, Englewood Cliffs, Prentice-Hall, New York, 1983
Mintzberg H.,5.   Mintzberg on Management: Inside Our Strange World of Organizations, The Free Press, New 
York, 1989
Mintzberg H., Quinn J. B.,6.   The Strategy Process: Concepts, Contexts, Cases, Prentice-Hall, Englewood cliffs, 
New York, 1991
Mintzberg H.,7.   The Rise and Fall of Strategic Planning: Reconceiving Roles for Planning, Plans, Planners, The 
Free Press, New York, 1994
Moore J. I.,8.   Writers on Strategy and Strategic Management. The Theory of Strategy and the Practice of Strategic 
Management at Enterprise, Corporate, Business and Functional Levels, Second edition, Penguin Books, London, 
2001   
Ouchi W.,9.   Theory Y: How American Business Can Meet the Japanese Challenge, Addison-Wesley, Reading, 
1981 
Henry Mintzberg10.  , www.mintzberg.org (accessed May, 02, 2008)

norms. In other words, the sharing of values 
and beliefs among its members is very strong. 
The Japanese corporations (type J0 represent 
a good example (Table 2).

Table 2- Type A versus type J corpora-
tion (9) .

The political organization is character-
ized by a lack of the forms of order found in 
conventional organizations. This type of or-
ganization is based on the fluidity of infor-
mal power.

Conclusions: One of the top manage-
ment thinkers in the world, Henry Mintz-
berg has written prolifically on the topics 
of strategic management and organizations. 
He concluded that most organizations fall 

into several basic categories. Trying to clas-
sify organizations, first from the perspective 
of structure and later from the perspective of 
power, Mintzberg discovered seven types of 
organizations.   

Type A (American corporation) Type J (Japanese corporation)
Short-term employment Lifetime employment
Individual decision-making Consensual decision-making
Individual responsibility Collective responsibility
Rapid evaluation and promotion Slow evaluation and promotion
Explicit, formalized control Implicit, informal control
Specialized career path Nonspecialized career path
Segmented concern Holistic concern

Table 2 - Type A versus type J corporation (9)
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In the business environment, nowadays, 
the achievement of strategic objectives of any 
economic organization cannot be real with-
out turning to account the professional po-
tential of all its employees, of their creativity 
and talent, of their abilities and knowledge, 
all these being emphasized in new organi-
zation type, different from those rigid ones, 
much more flexible and much easier adapt-
able to the changes of external environment. 

One such method of activities organiza-

tion is represented by “ team work” used on 
a large scale, on one hand as a requirement in 
order to obtain success (from efficiency and 
performance reasons) and on the other hand, 
as a reply to the emphasized need of Maslow 
theory, that is group affiliation. 

During the time, the team work  based 
on solidarity and cohesion is more perfor-
mant than team work based on individual-
ism and competition, and this was already 
proved. In other words, performance of team 

The manager of the future and  
the team performance

~ Drd. ec. Mirela Udrea  (Al.I.Cuza University, Ia]i - 
    Faculty of Economy and Business Administration)

Abstract: The achievement of strategic objectives of any economic organization cannot be real with-
out turning to account the professional potential of all its employees, of their abilities and knowledge. 
“Team work”, as a method of activities organization, is a requirement in order to obtain success. The team 
work  based on solidarity and cohesion is more performant than team work based on individualism and 
competition.

The confidence is the basic principle in order to build a performant team, within the team (confidence 
between the members of team) and, also, the confidence of the whole team in their leader (manager). The 
working style of a manager has an influence on the team working style leaded by him.

Manager of future will be a decisive progress factor through his open-minded personality for novelty 
and his involvement, and the prevalent feature of his activities  will be  “orientation to  excellency ”.

Key  words: team,  working  group, objectives, performance, manager
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is superior than totalized performances of 
its members, in case that those should work 
one by one. This is possible because in a team 
there is an additional component  part be-
sides the number of its members , which is 
in fact the binder that makes them from sepa-
rate persons a whole. This intangible force in-
tensifies knowledges and experience of each 
member and amplifies team performance.  

Although  the concept of  “working 
group ” and the one of  “team” are related, 
finally these concepts are distinct. Choosing 
as analyses  criterion the scope for which are  
established, structure and working manner , 
we can appreciate that not all teams can be 
considered as groups , not all groups can be-
come teams. In order that a group of persons 
to be considered a team, there are four cumu-
lative conditions to be accomplished  :

to be one of  the set of workers group;• 
to have a chief (manager) ;• 
to have one objective allocated ;• 
to use concertized action practices.• 

A team contains a group of persons  
whoose aim is to co-operate in order to 
achieve  a common target, on the basis of a 
set of performance objectives, persons who,  
mutually, are assuming the responsibility for 
the obtained results .

We are talking today about teams in all 
kind of organizations : project team, team of 
experts, team of intervention, etc., which cer-
tifies that team work is suitable in any activ-
ity field, as a result of  the  awarded advan-
tages:

creates the possibility of bringing alto-• 
gether various knowledges, abilities,  
which are exceeded by those belong-
ing to any other member of team  ;
teams which comes with better ideas • 
than in case when persons  should 

work separately for different  prob-
lems or matters which can be solved 
in real time ;
creates a positive working  climate, • 
based on confidence, cohesion, in-
volvement, efficiency, collaboration, 
satisfaction.

The team work  is recognized as being 
a success strategy, but is difficult enough to 
be implemented. The difficulty to implement 
is resulting, many times, from the following 
aspects :

the techniques of team work are less • 
known and less applied ;
in most of cases, the meetings of team • 
took place in an non-efficient mode, 
due to the inability of moderator (usu-
ally, the chief of  team) ;
difficulties in defining some distinct • 
objectives or the misunderstanding of 
assigned objectives ;
incompatibility between  team work, • 
as a type of developped activity and 
the evaluation systems  of perfor-
mances and of remuneration  ;
the  of the middle managers who are • 
thinking frequently that subordinated 
teams are some threatenings for their 
position and authority .

The basic principle in order to build a 
performant team is the confidence within the 
team, confidence between the members of 
team , but in the same time is represented by 
confidence of the whole team in their lead-
er (manager) and confidence in the manage-
ment organization.

To gain confidence in his team, manager 
must be deeply acquainted with his team,  in 
order to be able to change the potential into 
action, by training and continuos motivation.  
This involves :  to identify and to understand  
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motivations belonging to each member as 
well as motivations of team, as a whole, to es-
tablish the existing connections between the 
team behaviour and the personality of each 
team member, to identify the informal hier-
archy  within the team. Here are some basic 
rules to be noticed by the manager :

more than frequent communication • 
with team members  ;
respect for all team members ;• 
correctness given to team (when you • 
have to estimate the performances 
and to establish the rewards)  ;
consistency;• 
proficiency in solving the matters, as • 
well as technical aspects .

Managers are interested to have teams 
who are working efficiently and have success 
in fulfilling of their objectives. Being preoc-
cupied by this, managers can interfere within 
the teams leaded by them, using many types 
of actions   :

actions connected  to human being   – • 
favoured by a good communication 
and development of mutual confi-
dence between the members, between 
team and management ; to minimize 
the conflicts, fight for supremacy and 
threatenings from internal side of 
team ; 
actions connected to organization – • 
manager is concerned in running and  
progress of team , is involved in im-
portant events  and is rewarding the 
achievements   ;
actions connected to tasks – manager • 
has to determine the objectives, direc-
tions, distinct plans for team, has to of-
fer guidance and to give the necesary 
independence for tasks fullfilment.

Therefore, the role of leader for a team 

is not easy to be carried out ; a good man-
ager must have a lot of qualities and abilities 
: to be intelligent, well-informed, sensible to 
the feelings of team members, dynamic, in-
tuitive, communicative, good listener, wise, 
patient, determined.  In addition, a manager 
must be careful, with strength of character, 
intellectual robustness, innovation, to be able 
to take actions.

Is difficult to find  a human being to ful-
fil all these requirements, taking into account 
tha fact that future is coming with other 
changes and challenges which are imposed 
to all economic organizations  to be guided 
by extraordinary managers (neo-manageri), 
in their way to reach the high performance .

The working style of a manager has an 
influence on the team working style leaded 
by him. An efficient working style of a man-
ager is connected   :

to be concerned and to define distinct • 
objectives of  team ;
to ensure an economic efficiency ;• 
to organize in a rational way the ac-• 
tivities of the team ;
to call for discipline and respect of • 
team ;
to evaluate the performances of team • 
depending on good settled  criteria ;
to be involved in studying and per-• 
fecting  ;
to recognize the contribution of team • 
members  and on the whole to recog-
nize the contribution of  team in order 
to reach the objectives and to give a 
corresponding remuneration  ;
top stimulate  creativity  and innova-• 
tion to all the members of team.

Manager of future will be a decisive 
progress factor through his open-minded 
personality for novelty and his involvement. 
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A performant manager has the capacity to 
identify the problems and the needs of team, 
has new ideea to solve the problems and to 
act, learning from results.  According to con-
dition of an increasing  proffesional compe-
tition, increasing the possibilities to be in-

formed and human resources proficiency, the 
prevalent feature of activities for a tomorrow  
manager  will be  “orientation to  excellency 
” (Thomas Peters), based on a total involve-
ment of the whole team in order to reach the 
objectives of organization.


