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EXCHANGE MARKET PRESSURE INDEX
AS A MACROECONOMIC RISK MEASURING INSTRUMENT

Tatiana COLESNICOVA?, PhD in Economics, Associate Professor,
National Institute for Economic Research, Republic of Moldova
Rodica PERCIUN?, Habilitation in Economics, Associate Professor,
National Institute for Economic Research, Republic of Moldova
Alexandra TVIRCUN3, PhD Student,

National Institute for Economic Research, Republic of Moldova

DOI: https://doi.org/10.36004/nier.es.2020.1-01
JEL Classification: E44, F4, F47, GO1
UDC: 330.131.7:336

ABSTRACT

The financial sector of the Republic of Moldova belongs to the developing ones and is characterized by
a higher level of risk and, therefore, a higher likelihood of a systemic crisis. Globalization and development of
advanced information technologies not only create great opportunities for rapid economic development, but
also pose serious security threats to the economic development of states, especially in a developing economy.
In these conditions, the issue of ensuring the financial stability of the state is becoming increasingly relevant.
The state of the financial and foreign exchange market represents one of the most important aspects of the
financial security of the state. This study has been developed as part of the scientific project 15.817.06.02A
"Development of tools for measuring the financial stability of the state". The study analyzes various macro-
financial risk management tools. The purpose of this study was to calculate the pressure index on the foreign
exchange market of both the Republic of Moldova and the main partner countries in terms of international
trade. The results of related studies conducted by the authors of this work, which revealed that stability
indicators in the foreign exchange market are associated with foreign trade risks served as an argument for
the authors of the work to calculate the pressure index on the currency market of Romania and the Russian
Federation for comparison with the indicators of the Republic of Moldova. Methods used in research include
theoretical and comparative approaches, descriptive statistics and econometric models. The results of the
research showed that international trade and the foreign exchange market are interdependent. The first can
be considered a channel for transmitting the currency crisis, since demand increases with increasing imports,
and this leads to increased pressure on the foreign exchange market. Increased exports reduce pressure on
the foreign exchange market. But the greatest impact on the foreign exchange market in the Republic of
Moldova is made by remittances from abroad, which are directly correlated with the dynamics of labor
exports. At the same time, it was concluded that at present, due to macroprudential regulation, there are no
linear dependencies in financial markets and, therefore, there are no correlations, but only the
interdependence of variables.

Keywords: macroeconomic risk, financial instability, currency crisis, pressure index on the foreign
exchange market, countercyclical macroeconomic policies, macroprudential regulation.

Sectorul financiar al Republicii Moldova apartine celor emergente si se caracterizeazd printr-un nivel
de risc mai ridicat si, prin urmare, cu o probabilitate mai mare de aparitie a crizei sistemice. Globalizarea si
dezvoltarea tehnologiilor informationale avansate genereazd nu doar mari oportunitdti pentru o dezvoltare
economicd rapidd, dar creeazd si grave amenintdri pentru securitatea, dezvoltarea economicd a statelor,
mai ales cu o economie emergentd. In aceste conditii, problema asigurdrii stabilitdtii financiare a statului
capdtd o amploare tot mai semnificativd. Unul dintre cele mai importante aspecte ale securitdtii financiare

1 © Tatiana COLESNICOVA, -« ctania@gmail.com
2 © Rodica PERCIUN, - rodica21@gmail.com
3 © Alexandra TVIRCUN, -« alexandra_tvircun@yahoo.com
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a unui stat este starea pietei financiar-valutare. Prezentul studiul a fost elaborat in cadrul proiectului
15.817.06.02A ,Elaborarea instrumentarului de mdsurare a stabilitdtii financiare a statului” si analizeazd
diferite instrumente de gestionare a riscurilor macrofinanciare. Scopul prezentei cercetdri a constat in
calcularea indicelui de presiune al pietei valutare atdt a Republicii Moldova, cdt si a principalelor tdri
partenere din punct de vedere al comertului international. Drept argument al deciziei autorilor de a calcula
indicele presiunii valutare a Romdniei si a Federatiei Ruse in coraport cu cel al Republicii Moldova pot servi
rezultatele altor studii efectuate de autori, care demonstreazd faptul cd indicatorii de stabilitate pe piata
valutard sunt asociati riscurilor comerciale externe. Metodele utilizate includ aborddri teoretice si
comparative, statistica descriptivd si modele econometrice. Rezultatele studiului au ardtat cd comertul
international si piata valutard sunt interdependente primul poate fi considerat un canal de transmitere a
crizei valutare, deoarece odatd cu majorarea importurilor creste cererea, iar aceasta duce la majorarea
presiunii asupra pietei valutare. lar majorarea exporturilor reduce presiunea asupra pietei valutare, dar cel
mai mare impact asupra pietei valutare in conditiile Republicii Moldova il au remitentele din strdindtate care
sunt intr-o corelatie directd cu dinamica exporturilor de muncd. Totodatd, s-a ajuns la concluzia cd, in
prezent, datoritd reglementdrilor macroprudentiale, pe pietele financiare nu existd dependente liniare si, in
consecintd, nu existd corelatii, doar interdependentd variabild.

Cuvinte-cheie: risc macroeconomic, instabilitate financiard, crizd valutard, indicele presiunii asupra
pietei valutare, politici macroeconomice contraciclice, reglementare macroprudentiald.

DuHaHcosblll cekmop Pecnybauku Mosdosa omHocumcst K pa3gusaroujumcsl U Xxapakmepusyemcsi
60/1ee 8bICOKUM YpPOBHEM PUCKA U, €/1e008ame/bHO, 60/1ee 8bICOKOU 8eposIMHOCMbI0 803HUKHOBEHUS
cucmemHozo Kpu3suca. ['106aauzayusi u pazgumue nepedossiX UHPOPMAYUOHHbIX MEXHO102ULl HE MOIbKO
OmKpbleaom 601bWue 803MONCHOCMU 0151 6bICMPO20 IKOHOMUYECK020 pd3gumus, HO U co3darwm
cepbesHble Y2po3bl 6e30NACHOCMU IKOHOMUYECKOMY pasgumuko 20cydapcms, OCOGEHHO 8 YC/08USIX
passusaroujelics 3KOHOMUKU. B amux ycao8usix eonpoc obecheyeHuss @GUHAHCOB80U ycmoliuugeocmu
2ocydapcmea cmaHosumcsi 6ce 6os1ee akmyaabHuiM. OOHUM U3 8aXCHEUWUX Acnekmog (UHAHCOB0L
6esonacHocmu zocydapcmea s18/s5emcsi  COCMOsiHUe — (PUHAHCOB0-8A/IIOMHO20  pbIHKA.  /laHHOe
uccsedosaHue 6bL10 paspabomaHo 8 pamkax HayyHozo npoekma 15.817.06.02A «Paspabomka
UHCMPYMEHMOo8 045 u3MepeHusi @GuHaHcosoll ycmoliyueocmu eocydapcmea». B uccaedosanuu
aHAAUZUPYIOMCSl  pA3/UYHble UHCMPYMEHMbl YNnpasaeHusl MAkpo-@UHAHCO8bIMU puckamu. lleavro
JaHHO20 uccaedo8aHusl IBUAOCL 8blHUC/AEHUe UHJeKca 0as/1eHUs1 Ha 8a/MI0MHbIU PbIHOK Kak Pecnybauku
Mos1dosa, mak u 0CHOBHbIX CMPAH-NAPMHEPOS C MOYKU 3peHUst MexcdyHapodHoli mopzoeu. Pesyssmamol
npedvidywjux uccaedosaHuli agmopos 8uls8uUU, YMo nokasameau cmabu1bHOCMU HA 8A/IMHOM PbIHKE
C8513aHbl C BHEWHEMOP208bIMU PUCKAMU. IMO NOCAYHCUAO0 AP2YMEHMOM 0151 peuleHUsl aemopos pabombi
paccuumams uHdekc das.1eHuUs1 Ha 8aA0MHbIU pbiHOK PymbiHuu u Poccutickotl @edepayuu 015 cpasHeHust
¢ nokazamesasmu Pechybauku Mosadosa. Hcnosb3yemble memodbl 8KAWHAIOM MeopemuyecKull u
cpasHuUmMeibHbIll N0dX00bl, ONUCAMENLHYI0 CMAMUCMUKY U IKOHOMempuYeckue modeau. Pesyabmameol
ucc/a1ed08aHuUsl hoKA3aau, 4Ymo MexcdyHapoOHds mopzoe/s U 8AJAH0MHbII PbIHOK 83aUM03a8UCUMDI.
[lepsbili MONCHO cHUMAMb KAHAA0M nepedayu 8a/HMmMHO20 KPU3ucd, NOCKOAbKY C pOCmMoM umnopma
yseauyugaemcsi cnpoc, d 3mo hpueodum K YCU/eHur 0as/eHust Ha 8A/A0MHbIU PbIHOK. YeesuveHue
2KCcnopma cHuxcaem das/ieHue Ha 8aAMHbIU pbiHOK. Ho Haubo1buee 81uUsiHUEe HA 8A/IHMHbIU PbIHOK 8
Pecnybauke Mosadosa okasviearom deHedcHble nepesodbl U3-3a pybexcad, Komopble HaX001mcs 8 npAMoUl
Koppe/asiyuu ¢ UHAMUKOU sxcnopma pa6ouell cuisl. B mo sce eapemsi, 6bL1 coenaH 861800 0 MoM, 4mo 8
Hacmosiwee 6pemsi U3-3d MAKpONpPyOeHYUA/IbHO20 pezyAuposaHusi He cyujecmsyem  JUHelHbIX
3asucumocmetl HA (PUHAHCOBLIX PLIHKAX U, CcAedosamesibHO, Hem Koppeasiyull, a Mmo/abKo
83aUMO3A8UCUMOCTb NEPEMEHHDIX.

Kawuesvle cnoea: makposKoHOMUuecKuil puck, (UHAHCO8As HeCmMabu/bHOCMb, BAAIOMHbIU
Kpu3uc, uHoekc 0ae/ieHusl Ha 8A/HMHbIU PbIHOK, AHMUYUKAUYECKAS] MAKPOIKOHOMUYECKAS] NOUMUKQ,
MakKponpydeHyuaabHoe pe2yAUposaHue.

INTRODUCTION
During the transformation stage, the role of national regulation of the financial market of the Republic
of Moldova increases with the goal of preventing crisis development. Given that the financial sector of the
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Republic of Moldova belongs to emerging markets, it is characterized by higher levels of risk, and, therefore,
a higher likelihood of a systemic crisis. Financial crisis represents an essential element of the systemic
economic crisis. The overlapping of two crises makes it difficult to follow the path of sustainable growth and
makes structural and institutional reforms a necessity.

Periods of financial instability are accompanied by significant socio-economic losses. Macroeconomic
shocks can affect the financial sector through two main channels: first of all, they affect the value and quality
of assets that are held in their portfolios by financial institutions; secondly, in terms of general economic
instability, the banking sector indicators are deteriorating. An up to date study of systemic risk, the
relationship of its indicators with the main macroeconomic indicators, the quantitative assessment of
accumulated risk and the development of macroeconomic policies to prevent the buildup of systemic
imbalances presents relevance.

The following systemic risks present a potentially greater negative effect for the national economy:

— bankruptcy of certain financial institutions;

— recession in the real sector, negatively affecting the stability of most financial institutions;

— hidden accumulation of imbalances in the financial sector during the cycle (in particular, the rapid
growth of unsecured lending, massive investments of revalued assets).

Systemic risks arising in one of the segments extend to other segments of the financial sector and lead
to a deterioration in the overall macroeconomic dynamic. Features of the financial market of the Republic of
Moldova are associated with the presence of many macroeconomic risks of a systemic crisis (systemic crises
are associated with the passage of the country and the world through deep institutional and technological
changes, with a change in the technological base, which brings the economy to a whole new level of systemic
efficiency), such as:

» weak national currency;

« high level of dollarization of the economy;

 growing external debt;

« budget deficit;

e low GDP growth rate;

¢ sustainable current account deficit;

» weak banking regulation;

« underdevelopment of the stock market and specialized credit and financial institutions.

A significant channel for the emergence and spread of a crisis in the Republic of Moldova is the foreign
economic sector (which comes in the form of an increase in remittances and a growth rate of imports). Crises
spread between countries as the key macroeconomic indicators change. The World economic and financial
systems are becoming more integrated due to the rapid expansion of international trade in goods, services
and financial assets. Along with the intensification of economic integration processes, there is an increase in
the level and pace of financial integration. Two systemic crises in the Republic of Moldova (in 1998 and 2008-
2009) were induced by shocks in the balance of payments.

However, the ways in which a crisis spreads can vary. Thus, in accordance with the scientific
characteristics, the crisis of 2015 in the Republic of Moldova has the features of both a currency and a
banking crisis, which in its turn is defined as a complex crisis. During the crisis period, there was a significant
financial and macroeconomic imbalance (“overheating” of the domestic debt market, a breakdown in the
economic agents’ expense dynamics from the dynamics of their income, etc.).

DEGREE OF SCIENTIFIC APPROACH AND ITS REFLECTIONS IN THE SPECIALIZED LITERATURE

Existing methods and tools for assessing the financial sector are developed by the World Bank and the
IMF (Financial Sector Assessment Program - FSAP); Committee attached to the Bank for International
Settlements (Basel Committee on Banking Supervision); OECD, International Securities Regulatory
Organization (I0SCO), International Association of Insurance Supervisors (IAIS), International Accounting
Standards Board (IASB); The Financial Stability Board (Coordinator of the Plenipotentiary Representatives
of the National Central Banks, the Ministries of Finance and Financial Market Regulation of the World's Most
Developed Countries, and the Major G-20 International Financial Organizations) and others (Perciun 2014;
Colesnicova 2015; Perciun, Colesnicova et al. 2018).

It should be noted that the most commonly used crisis prevention instrument is the Early Warning
Systems, which allow rapid identification of problems in the economy, based on indicators that emit signals,
which facilitates the prompt taking of crisis prevention measures. These early warning systems can be
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defined as a set of processes, models, indicators, which summarize the information and data needed to
identify the risks faced by financial institutions, generally the financial system, allowing the forecast of a crisis
in a certain period of time in the future (Perciun 2014).

The most updated, developed and applied in practice methods for assessing the risks of the financial
sector are the following:

1) the signal, or nonparametric method;

2) probit and logit modeling;

3) building leading indices of crisis.

In contemporary research, the methodology of the “signal” approach has become quite widespread. The
“signal” approach using by Graciela Kaminsky, Saul Lizondo and Carmen Reinhartin in 1998 (Kaminsky,
Lizondo, Reinhart 1998), is based on an analysis of the behavior of a specific set of macroeconomic and financial
indicators, which, in crisis-free periods, refer to the pre-crisis periods and periods of crisis implementation as
private. A signal of an approaching crisis, given by one or another private indicator, is considered to be going
beyond the range of acceptable (threshold) values. If a private indicator gives out a signal for the
predetermined period of time before the crisis (called a “signal window”), then such a signal is referred to as
“good”. On the contrary, if a private indicator gives a signal, but the crisis does not occur during the signal
window, then such a signal is considered “bad” (“noise”). The length of the "signal window" is set expertly.

Thus, based on the analysis of several works, the information on the capacity of indicators to predict
the crisis is presented (table 1).

Table 1

Trends of indicators that predict financial instabili

o . Trend before
Group of indicators Indicator the crisis
Internal macroeconomic policy | The growth rate of GDP in constant prices decrease
The growth rate of outflows in constant prices decrease
The budget deficit relative to GDP increase
Unemployment increase
External context (external Current account balance of payments decrease
economic conditions) Export decrease
Import increase
The balance of payments decrease
Gold and foreign exchange reserves decrease
Capital outflow increase
External debt increase
Net outflow of capital increase
Public budget deficit increase
Fundamental indicators Money supply increase
Sufficient reserves increase
M2 relative to gold and currency reserves increase
The multiplier increase
The monetization of economy increase
Financial system health Internal credit increase
indicators Deposits decrease
Shocks affecting the financial Inflation increase
sector Actual effective exchange rate increase
Real domestic credit interest rate on the interbank market increase
Ratio between credit rate and deposit rate (margin) increase
The spread between the internal credit rate and the LIBOR rate increase
Trade conditions decrease
Pressure on the foreign The Exchange Market Pressure Index increase
exchange market

Source: Elaborated by the authors based on their previous researches (Perciun 2014; Colesnicova 2015; Perciun,
Colesnicova et al. 2018).

We note that one of the indicators to be monitored is the pressure on the foreign exchange market.
The main signs of a currency crisis are a sharp drop in the exchange rate and the exhaustion of the
foreign exchange reserves. In scientific literature, a currency crisis, as a rule, refers to the depreciation of the
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national currency by 25-30% or more over several months and the same sharp reduction in foreign
exchange reserves. Paul Krugman described this type of crisis in the framework of “Balance of Payment
Crises and Capital Flight” model (Krugman 1979).

The situation of financial instability of the banking sector is characterized as a full-blown banking
crisis if at least one of the following conditions is met:

— the share of bad loans in the total assets of the banking sector exceeds 10%;

— the cost of measures to improve the situation in the industry exceeds 2% of GDP;

— theresult of problems in the banking sector became the nationalization of a significant share of banks;

— there were massive deposit withdrawals from banks (depositor “raids”), emergency measures
were applied (freezing deposits, announcing long “bank holidays”), or introduction of mechanisms for state
deposit guarantee (Demirguc-Kunt, Detragiache 1998) [2].

Complex crisis — a crisis situation characterized by the simultaneous or sequential manifestation of
several types of crises, due to the similarity or interconnectedness of the causes that gave rise to them (World
Bank 2012).

The relationships between a systemic risk of the financial sector and a major macroeconomic risk
should be taken into account when developing countercyclical macroeconomic policies and
macroprudential regulation. Currently, the following risk management tools are applied:

1. macroeconomic instruments are aimed at creating macroeconomic balance, in particular at the
achievement of financial stability, overcoming budget deficit, stabilizing inflation, ensuring a positive balance
of payments and maintaining a stable national currency rate. Among these tools, we can distinguish the
mechanisms of monetary, fiscal policy;

2. institutional instruments are aimed at the formation and regulation of the legal and organizational-
economic environment, the approval of a single operating procedure for all market entities. Institutional
quality plays a significant role in the reduction of the likelihood of both the crisis itself and its continuation.
Among these tools we can distinguish the legislative, regulatory, technical regulations;

3. infrastructural support presumes the participation of government agencies in shaping markets for
the factors of production (construction of transport infrastructure, transmission mechanisms; financing
fundamental science and co-financing applied developments, testing facilities, training, etc.);

4. information tools aimed at creating a single information space, providing economic agents with
economic, legal, statistical and other useful information, in its turn resulting in an effective and informed
management decision making process. The lack of proper attention to an effective financial monitoring of
the Republic of Moldova’s economy does not allow timely planning and control of the necessary measures
for strategic crisis prevention, as a result of which the state responds to an escalating financial crisis.

An important role in the policy of financial stability should be played by the regulatory policy aimed
at sustainable growth achievement. Tinbergian assignment in which, under normal circumstances at least,
price stability is assured by interest rate policy while financial stability is assured by macro-financial policies,
be they capital requirements or credit restrictions, general or sector-specific. During the crisis, “it is
important to ensure an adequate balance between the macroprudential and microprudential regulation of
risk control, as well as the development of necessary tools to monitor and evaluate the accumulation of
macroprudential risks within the financial system” (Himino 2010). A special role in the achievement of
financial stability should be given to the National Bank of Moldova. Problems that arose during the crisis
remain relevant for the Republic of Moldova:

—Does the central bank have the necessary tools? Are they outdated due to non-use, or is it necessary
to create an administrative or legal basis for the creation of new ones?

—Is the concept of central bank independence adequate and effective enough for new
responsibilities? Does it need to expand its legal immunity or make changes in the sphere of legislative
supervision in order to fulfill its responsibilities of financial stability?

—Are the loss allocation mechanisms reliable enough to take on the balance sheet risks associated
with the policies, such as the recent measures of restoring financial stability?

—Does the central bank require changes in its administrational governance arrangements?
(Caruana 2010).
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METHODOLOGY OF SYSTEMIC RISK MEASUREMENT
The systemic risk quantitative assessment of the financial sector can be carried out by different
methods. Table 2 represents the following instruments and methods measuring macroeconomic risk.

Table 2

Approaches of quantifying systemic risk of the financial sector

Assessment of the financial

system and potential threats R

Approach | Stress testing Network Value-at-Risk Indicators of | Synthetic

methods based Indicators | early Indexes
(CoVaR, MES, detection
SRISK)

Approach | Testing financial Perception of Evaluation of Defining the | Identification of

essence institution’s the financial each onset of a “mode switching
vulnerabilities / the | sectorasaset | participant’s crisis as an effect” from the
system integrally to | of players contribution to | exceeding stable
shock scenarios. connected by the systemic indicator of | development of

contracts. risk. the threshold | economy to
value. crisis.

Benefits Identification of Tracking the Identification of | Capacity of Aggregation of
financial institution’s | relationships institutions the | early crisis high-frequency
vulnerabilities between surveillance and | tendencies market data to
Estimated system regulation of detection monitor the
information for the | elements which should be situation online
risk level more
supervision scrupulous

Shortcom | Uncertainty of High Existing Sensitivity to | Sensitivity to the

ings scenario selection complexity of indicators giving | the selection | selection of the
Errorsin the models dueto | conflicting of the research period
collection of the numerous | results. research - retrospective
statistical possible period - functioning
information scenarios of retrospective
Nonlinear interaction functioning
relationships between the
between the system | players.
elements The necessity

of specifying
the conditions
that simplify
the actual
situation

Source: Elaborated by the authors using (LlJeneaesa 2016).

Stress-test is a more often used tool and allows the assessment of the financial situation of
credit institutions and their ability to resist the challenges based on identifying weaknesses in their
work. Therefore, stress-tests are a group of methods for financial assessment of an institution in
situation of the crisis and the tools for managing economic risks (Perciun 2014; Perciun et al. 2014;
Colesnicova 2015; Perciun, Colesnicova et al. 2018).

Calculations of leading crisis indexes

Contemporary literature offers an analytical review of the existing methods for prevention,
diagnosis, and intervention to solve crisis situations. In foreign practice, integrated and local “crisis”
indicators are being calculated:
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— financial stress indexes (St. Louis Fed FSI; ECB Composite Indicator of Systemic Stress;
Kansas City Fed FSI; IMF Advanced Economies FSI; AKRA FSI and others);
financial condition indexes (Chicago Red FCI; Bloomberg FCI);

— composite leading indicators (SOl TsMAKP);
— pressure index on the foreign exchange market;
monetary index;

— credit gap and debt burden indicators; etc.

The following conclusions were drawn in this study on the use of the crisis indicators data based
on international experience:

1. There is a lack of a clear ideology for building crisis indicators: As a rule, they are randomly
“assembled” from various particular indicators, without the presence of internal logic.

2. In modeling of the central monetary institutions’ activities, there is a deviation from the
existing institutional theory.

3. Difficulties in using certain key indicators (for example, GDP) due to the lack of official
monthly data.

4. The multifactorial nature of the process of economic growth, which makes it difficult to
choose the correct monetary indicators that should act as real growth drivers.

5. Nonlinearity between some important monetary indicators of parameters for economic
growth, which complicates the construction of a simple anticipatory indicator.

6. Identification of future collisions - ignoring minor changes in the monetary climate.

7. Short lags of anticipatory indicators.

8. The absence of a "recognized leader" (EkumoBa 2018).

The Exchange Market Pressure Index (EMPI)

EMPI is often used as the simplest anticipatory indicator. In 2009, the IMF proposed the use of
the IMF financial stress index for the emerging economies, and the EMPI as one of five indicators. This
indicator is practically used in different countries.

Firstly, the EMPI is used as a crisis indicator for assessing financial instability, for example,
applying the signal approach by using this index by P. Trunin and E. Inozemtsev in 2012 (Trunin,
Inozemtsev 2012).

Secondly, the currency pressure index was used to identify the period of financial crisis in the
binary choice models, probit and logit models - using by Matthieu Bussiere and Marcel Fratzscher in
2006 (Bussiere, Fratzscher 2006) and also by Graciela Kaminsky and Carmen Reinhart in 2000
(Kaminsky, Reinhart 2000).

Thirdly, the currency pressure index is used to assess the monetary policy within the
framework of exchange rate management and to assess the adequacy of the foreign exchange regimes.

Also, the currency pressure index is used to assess the features of regional crises (Mody, Taylor
2007) and integration processes.

The exchange market pressure index, as a rule, is the weighted average of the rate of
depreciation of the national currency (usually compared to the US dollar, in nominal or real terms),
monthly changes in foreign currency reserves (in percentage terms) and the monthly changes in
interest rates.

A financial crisis occurs when pressure in the financial market is abnormally high. The main
problem of this methodology is to determine the coefficient value. Various studies suggest using a
value ranging from 1.2 to 3.

Cﬂﬂs={L it EMP,>Bogy, gy
— in other cases;
(1)
The group of countries significantly affected by the crisis includes countries for which the
deviation of the EMP index from its average value adds up to over two standard deviations
calculated on the basis of historical values of the EMP index for the analyzed country (Lukianenko

etal. 2013).
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DATA SOURCES, METHOD UTILIZED AND EMPI CALCULATIONS
In the numerous researches there are different methods which used to identify the currency
pressure index. Each author proposes his own methodology regarding the calculation of the currency
pressure index. The methodology developed by G. Kaminsky and K. Reinhart (Kaminsky, Reinhart
1999) will be applied in the present research. Their approach to identifying the EMP index can be
viewed by the following formula (2):
__leyy Oe %

EMPI;, == — 2 (2)

it or Tit

where, EMPI;; - the pressure index of the foreign exchange market for the country i during the
period t;

ei: - the currency exchange rate of the country i in relation to the currency of the base country
during the period t;

o. - the standard exchange rate gap (Aeit/ei.);

rir — the international reserves of the country i during the period t;

or - represents a standard aberration in foreign international reserves (Ar;:/ris).

Table 3
EMPI calculations, 1995-2018

. EMPL__________________meandeviaton |

1995 0.146833 0.004492
1996 0.2427 0.004492
1997 -1.79915 0.004492
1998 -4.91071 0.004492
1999 -1.73474 0.004492
2000 -0.47287 0.004492
2001 -0.51884 0.004492
2002 -0.14992 0.004492
2003 2.354603 0.004492
2004 0.271331 0.004492
2005 0.299702 0.004492
2006 3.507408 0.004492
2007 3.221559 0.004492
2008 -1.56308 0.004492
2009 -0.23352 0.004492
2010 1.812387 0.004492
2011 2.069182 0.004492
2012 0.872831 0.004492
2013 -4.38248 0.004492
2014 -6.59638 0.004492
2015 0.917606 0.004492
2016 4.083223 0.004492
2017 2.56232 0.004492
2018 2.00000 0.004492

Source: Authors' calculations based on the NBM data.

The growth of the EMPI represents an increase of tension in the foreign exchange market. The
crisis is evidenced by values that increase from their average value by more than three standard
deviations. A constant increase in the index may indicate a worsening of the economic situation, a
decrease of the index may demonstrate the effectiveness of anti-crisis measures, etc.

Based on the theory of currency crises, the instability indicators within the foreign exchange
market are associated with the risks of international trade. Given the foreign economic dependence
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of the Republic of Moldova on the export of raw materials and imports of energy resources, it is
important to monitor the dynamics of the foreign exchange market in the countries which are the
main trading partners of the Republic of Moldova.

N B~ O

==FMP| =—=mean deviation

Figure 1. EMPI for the Republic of Moldova, 1995-2018
Source: Elaborated based on authors' calculations.

EMPI increases with the depreciation of the national currency or with the decline of
international reserves. The crisis situation is highlighted by values that increase from the average
value by more than three standard deviation points. Therefore, in the period 2008-2009, before the
crisis, the EMP index exceeded the threshold level 3 times, thus, there was a significant increase of the
index two years before the banking crisis in 2014-2015, but the most significant index growth was
recorded in 2017, which indicates an increase in the market currency during this period. The
consequences of the stressful situations during the crisis periods 98-99, 2009, 2014-2015 began to
amortize the national currency against the base currencies and reduce international reserves,
especially in 2014 (with an increase of 24.6 p.p.).

e EMP| Moldova @ EMIP| Russia @ EMP| Romania mean deviation

Figure 2. EMPI for the Republic of Moldova, Russian Federation, Romania
Source: Elaborated based on authors' calculations.
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The channels of commercial and financial transactions, the impact of the crisis, may interact
with each other, as the availability of commercial credit is related to the volume of trade. Increased
imports increase demand and pressure on the foreign exchange market. The increase in exports
reduces the pressure on the foreign exchange market, but the biggest impact under the conditions of
the Republic of Moldova on the foreign exchange market is due to the dynamics of remittances from
abroad. Thus, the highest values of the EMPI indicator for the last two years have been associated
with the increase in remittances abroad in spring 2018 and early 2019. However, modern financial
markets are so complex and interconnected that there can be no linear dependencies, thus, only
variable interdependence.

MAIN CONCLUSIONS

Trade and financial channels for transferring the impact of the crisis can interact with each
other, since the availability of trade credit is related to the volume of trade. Import growth increases
demand, and pressure on the foreign exchange market increases. Export growth reduces pressure on
the foreign exchange market, but the greatest impact in the conditions of the Republic of Moldova on
the foreign exchange market is associated with the dynamics of labor exports, or remittances from
abroad. Thus, the highest values of EMPI over the past two years were associated with an increase in
remittances from abroad in the spring of 2018 and at the beginning of 2019. However, modern
financial markets are so complex and interconnected that there can be no linear dependencies, and
therefore no correlations, only variable interdependence.

Thus, country-specific sources of vulnerability to external shocks include solvency and liquidity
problems, weak domestic balances, and factors associated with an open economy. These factors
increase the vulnerability to crises related to the balance of payments, to the capital account, and to
the foreign exchange market, and also potentially increase the degree of stress transfer originating
from investing countries.
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ABSTRACT

Considering the growing role of the insurance protection function in a dynamic business environment,
the issue of efficient management and solvency of insurance companies is becoming a priority. The purpose of
this study is to identify the performance determinants of the insurance business. To achieve this goal, the authors
researched methodological aspects of assessing the financial performance of the insurance company in terms
of absolute and relative indicators of financial results. The authors consider that profit and profitability
indicators are important to give a quantitative and qualitative assessment to the financial management of
companies. The monographic method and the causal explanation were applied to concretize the model for
forming the overall financial result of the insurance company. The methodological approach in order to test the
hypothesis was made by adapting the factorial model for analysing the profitability of sales revenues to the
specifics of the insurance company's activity. Profit and profitability indicators play an important role in the
process of qualitative and quantitative evaluation of the company's financial management. The analyses
performed by the authors based on the public financial statements of the insurance company "Acord Grup" S4,
the reports of the National Financial Market Commission (NCFM) and the reports of the Romanian Financial
Supervisory Authority (FSA) highlighted the decreasing trend of profitability indicators of insurance companies.
In orderto react as quickly as possible and manage the given situation, the authors recommend to the managers
of the insurance companies to apply the factorial analysis models, in order to capture the determinants of the
profitability indicators of the insurance activity, which require an increased attention.

Keywords: insurance, profit, profitability, performance, factorial model, insurance portfolio.

Avand in vedere rolul crescand al functiei de protectie a asigurdrilor intr-un mediu de afaceri dinamic,
problema gestiondrii eficiente si solvabilitdtii societdtilor de asigurare devine o prioritate. Scopul acestui studiu
constd in identificarea factorilor determinanti ai performantei activitdtii de asigurdri. Pentru realizarea acestui
scop autorii au cercetat aspectele metodologice ale evaludrii performantei financiare a societdtii de asigurdri
prin prisma indicatorilor absoluti si relativi ai rezultatelor financiare. Autorii considerd cd indicatorii de profit
si rentabilitate sunt importanti pentru a da o apreciere cantitativd si calitativd gestiunii financiare a
societdtilor. Metoda monograficd si explicatia cauzald au fost aplicate pentru concretizarea modelului de
formare a rezultatului financiar global al societdtii de asigurdri. Demersul metodologic in vederea testdrii
ipotezei s-a realizat prin adaptarea modelului factorial de analizd a rentabilitdtii veniturilor din vdnzdri la
specificul activitdtii societdtii de asigurdri. Indicatorilor de profit si rentabilitate le revine un rol important in
procesul de evaluare calitativd si cantitativd a gestiunii financiare a companiei. Analizele efectuate de autori in
baza Situatiilor financiare publice ale societdtii de asigurdri ,Acord Grup” S.A., a rapoartelor Comisiei Nationale
a Pietei Financiare (CNPF) si a rapoartelor Autoritdtii de Supraveghere Financiard din Romdnia (ASF) au scos
in evidentd tendinta de descrestere a indicatorilor de profitabilitate a societdtilor de asigurdri. Pentru a
reactiona cdt mai promt si gestiona situatia datd, autorii recomandd managerilor societdtilor de asigurdri sa
aplice modele de analizd factoriald, pentru a surprinde factorii determinanti ai indicatorilor de rentabilitate ai
activitdtii de asigurare, care necesitd o atentie sporitd.

Cuvinte-cheie: asigurdri, profit, rentabilitate, performantd, model factorial, portofoliu de asigurdri.
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Yuumoieas pacmywyro poas yHKyuu cmpaxoeoti 3awumsl 8 AUHAMU4HOLL 6U3Hec-cpede, npob.iema
apekmusHO20  ynpasaeHUsT U NJAAMEHCECNOCOGHOCMU  CMpAaxoeblX KOMNAHUU — CMAaHOBUMCS
npuopumemHtoll. Lleavlo 0aHHO20 UCCAE008AHUST 518/155€MCsl  8blsiB/eHUe (PAKMOopos, onpedeasrouux
appekmusHocmv cmpaxogozo 6usHeca. [as docmuoieHuss 3moil  yeau asmopwvl  UCCA008aAU
Memo0o.102u4ecKue acnekmol 0YeHKU (PUHAHCOBbIX hoKazameell cmpaxoeotl KOMNAHUU NO A6COMAOMHbBIM U
OMHOCUMeEIbHbIM NOKA3ame/isiM (PUHAHCOBbIX pe3y.1bmamos. [lokasameau npubbLiu U peHmabeabHOCmu
8aJCHbI 0/151 KOAUYECNBEHHOU U KAYecmeeHHOU OYeHKU (UHAHCOB020 MEHeONCMeHmMda KOMNAHULL
MoHoepadpuveckuti Memod u NpUYUHHO-C/1Ie0CMBEHHAs C8513b OblLAU NPUMEHeHbl 0151 KOHKpemu3ayuu
Modeau ¢opmupogaHuss o6wezo @PUHAHCOB020 pe3ysbmama cmpaxoeoll KomnaHuu. /[las hposepku
aunomesbl aKmopHasi Modeab aHaIu3a JoXoOHOCMU 8blpy4KU om npodaxc 6bLia adanmupoeaHd K
cneyuguke desimebHOCMU CMPAX0B0U KOoMNAHUU. AHAaUmMu4eckue OaHHble N0 KOMNAHUSIM U N0 ompacau
6bL1U 06PA6OMAHbBI C UCNO16308AHUEM CPABHUMENbHO20 AHAU3M, MABAUYHO20 U 2paduyecko2o Memoaa.
[lokazamenu npubbLiu U PeHMAGEALHOCMU BaMCHbI 018 KO/IUYECMBEHHOU U KA4eCmBeHHOU OyYeHKU
@uHaHcoB020 MeHedHcMeHMa KOMNAHUU. AHA/U3, BbINOJHEHHLIU asmopamu HA OCHO8e NY6AU4HOU
¢duHaHcosoll omyemHocmu cmpaxosoti komnaHuu "Acord Grup” SA, a makice omuemos HayuoHnanbHoii
Komuccuu ho UHAHCOBOMY pbiHKY U OpzaHom no ¢uHaHcosomy Had3opy PymwviHuu (FSA) evissus
MeHOeHYU K CHUXCeHUl0 hokasamesell 3gdekmusHocmu cmpaxosvix Komnauul. 4mobbl sospemsi
peazuposams U ynpasasms cumyayueti, agmopvl peKoMeHAyrom MeHedxicepam CMmpaxosbiX KOMNAHUl
NpuUMeHsims Modeb PaKmopHO20 AHA/U3A, YMOo6bl 0Xeamums aKmopbsl, onpedesoujue nokasamenu
agpgpekmusHocmu cmpaxosoti dessmebHOCMU KOMNAHUU, KOMOopble mpebytom 006020 8HUMAHUSL.

Karouessle cnoe8a: cmpaxosaHue, npubblib, peHmabdesbHocmy, 3gdekmusHocms, BaKmMopHas
Modesb, cmpaxosoti hopmge.

INTRODUCTION

Insurance is considered one of the most important components of the financial market, thus
contributing towards the increasing of the efficiency of all areas of activity. The current conditions of
economic development and society determine special conditions with regard to the financial stability of
insurance companies as a strategic factor in the economic security of social reproduction, increasing
business activity and improving the investment climate.
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Republic of Moldova B Romania

Figure 1. Dynamics of the number of insurance companies in RM and Romania, 2000-2019
Source: Elaborated by authors based on the reports of the National Commission for Financial Markets of
the Republic of Moldova and of the Romanian Financial Supervisory Authority [1]
https://asfromania.ro/publicatii/rapoarte-anuale/rapoarte-asf
https://www.cnpf.md/ro/rapoarte-anuale-6315.html
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Recently, we are witnessing an involution of the insurance market in the Republic of Moldova,
given that the management of companies has made changes in their development strategy. For
example, Aliance Insurance Grup JSC and Asito JSC together with other companies went through
reorganizations, which resulted in the restructuring of business processes, changes in shareholding
and the name of the company, but failed to overcome the financial difficulties. Therefore, in 2018, the
NCFM withdrew the activity licenses of these two companies.

We are witnessing a shrinking of the insurance market in the last two decades. Both in the Republic
of Moldova and in Romania the number of insurance companies decreased significantly (figure 1).

Such a conclusion also results from the dynamics of the main performance indicators specific to
the insurance field: the insurance degree of penetration and density. If the insurance density registered
a modest increase, then the downward dynamics of the degree of penetration in the last 6 years clearly
reflects the involution of this field with negative macroeconomic implications (figure 2).
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Figure 2. The evolution of the main performance indicators of the insurance field
in the Republic of Moldova (2000-2018)
Source: Elaborated by authors based on NCFM reports [2].

At the base of the performance indicators of the insurance field are the insurance premiums,
which, viewed individually at the level of the insurance company, represent a determining factor of
its performance. Insurance premiums determine the level of solvency, as by collecting premiums the
company supplies itself with liquidity. At the same time, insurance premiums represent a factor that
influences the size and quality of performance indicators (profit or loss).

In the context of the above mentioned, the research hypothesis was formulated: the financial
performance of the insurance company depends on the size of the premiums collected from the insurance
contracts and the compensation expenses.

This problem’ solving requires an appropriate methodological approach for the financial
performance indicators, which ensures an in-depth analysis of the profit-generating activities specific
to the insurance field.

LITERATURE REVIEW

In the authors’ opinion, at the present stage, both the analysts and managers of the insurance
companies in the Republic of Moldova, as well as in Romania pay a great attention to solvency and
liquidity indicators, considering the fact that management must be oriented towards sustainable
growth, which requires a periodical monitoring of the economic and financial situation. Such an audit
is performed with the methodological tools of the financial analysis specific to the insurance field. In
the specialized literature different methodological approaches to the financial analysis of the
insurance companies’ activity are described [3, Vacarel, I, BERCEA, F, 2006]. Most often they address
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the issue of financial solvency, the sufficiency of assets that form the reserves of the insurance
company. A complex analysis of the financial situation of the insurance company is recommended by
the National Association of Insurance Companies (NAIC). [GHINZURG A. 2006].

At the same time, to be considered rational, economic activities must generate profit. Profit is
perceived as a force that directs the market economy and is the raison d'étre of any economic entity,
being considered a gain that remunerates the basic, classic factors of production: capital, land and
labour.

According to the modern theory of financial management, the fundamental goal of any company
is to maximize the market value. The value of the company is perceived as an indicator of future
opportunities to increase its revenues. Given this aspect, in the strategic vision, the profitability
indicator can be considered an indicator that characterizes the degree of growth of the market value
of the insurance organization.

The methodological tools for assessing the market value of companies are largely based on
indicators of economic profit, free cash flow and their changes. Economic profit is interpreted as the
added value obtained by the company's owners over the value, they could achieve from optional
investment alternatives. Thus, a positive economic profit reflects the value creation and the efficient
use of capital. The positive net cash flow reflects the result of cash flows over a given period of time,
reflecting the excess when cash inflows exceed payments. The expected cash flows, discounted at a
discount rate that takes into account the risks of the organization, determine the market value of the
insurance company.

Each of the methods of estimating the market value has its advantages and disadvantages,
following which it is usually recommended to use a combination of them (for example, EVA, SVA and
CFROI) followed by a comparative analysis of the financial results [Tabar3, Vasiliu 2006; Copeland et
al. 2000]. When selecting an appropriate model for analysing the financial performance of the
insurance company, their growth strategy, current status and estimates of the evolution of the
business environment must be taken into account.

Many opinions emphasize the importance of the goal of profit maximization, but mention that
it should not be an end in itself, because the insurance company participates in the redistribution of
national income, not in its creation. The largest contribution to the financial result must come from
the investment activity. In addition, the established insurance reserves, being temporarily free
resources, are also becoming an important source of investment. The profit from the investment and
financial operations must have the largest share in the total amount of the profit. The investment
profit allows the insurance company to pay on time the indemnities, the extension of the activity, the
reduction of the insurance tariffs, etc. [Vaduva 2010]. Thus, the profit obtained from the investments
made on account of the reserves can be used to extend the insurance liability; reducing tariffs on
insurance products, and this contributes to increasing the competitiveness of the insurance company.

Profit as an indicator that fully expresses the efficiency of the insurance company's activities is
important, but only in base of profit indicators it is impossible to give an objective assessment of
success or decline in performance during that period, because the same amount of profit can be the
result of different activities of the insurer.

Some general conclusions on profitability derived from the analysis of the financial results’
indicators expressed in absolute terms lead to the idea that the efficiency of insurance companies in
the Republic of Moldova has a downward trend, confirmed by data on financial results in insurance
presented by the NCFM [NCFM] in the quarterly and annual reports. Thus, according to the cumulative
profit before tax indicator in the field at the situation from the end of 2019, the sector recorded losses
in the amount of 10,33 million lei. Out of 14 insurance companies in the Republic of Moldova, 6
insurers ended the financial year with losses. In the context of the above mentioned, we consider of
great actuality the approach to the issue of profitability management within insurance companies.

RESEARCH METHODOLOGY

Insurers, as subjects of entrepreneurship, manage a potential of resources, whose capitalization
has as main objective profit generation. We can speak of profit when the total income of the activity
of a company exceeds the total expenses, the profit representing the surplus of income over the
expenses made by the enterprise. Profit is often used as a measure of performance or as a basis for
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other indicators, such as profitability (activity, investment) or earnings per share. Profitability reflects
the company's ability to produce profit (positive result), reflecting in a synthetic form the efficiency
of its entire economic activity and is one of the expression forms of economic efficiency.

The financial result of the operational activity of the insurer obtained during the reporting
period, expressed in profit or loss, characterizes the success or failure/unsuccess of the activity in
terms of quality and quantity.

The general model of the formation of the insurance company’s financial result can be
represented in the following way:
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Figure 3. The general model of formation of the insurance company’s financial result
Source: Elaborated by authors based on the Financial Statements of the Board of Directors “Donaris
Vienna Insurance Group JSC and "Klassika Asigurdri” JSC; "Acord Grup” JSC, ,Euroins Romania
Asigurare-Reasigurare” JSC [8; 9; 10; 11].
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The above mentioned in figure 3 allow us to find that the interim financial results and the overall result
(the absolute indicators of financial performance) are formed progressively, based on a "cascading
succession” mechanism due to the continuous chain of operations (receipts of premiums, payments of
compensations, interest receivables from securities’ investment fees, payments of commissions to brokers,
etc.), that characterize the activity of the insurance company. The analysis of the financial results of the
insurance company is performed based on the elements included in the Profit or Loss Statement or the
Statement of the global result that summarizes the economic flows, respectively the expenses and revenues
of the management period, resulting from insurance, investment, financing and other activities.

If we refer to the efficiency of the financial management of the joint stock company, we consider that
the managerial performance indicator of the insurance company is nevertheless the net profit, which can be
presented in the following way:

Net result = Total revenues - Total expenditure (1)

Revenues = Net income from insurance / reinsurance activities + net income / investment gains + net
income / gains from financing (2)

Expenditure = Operating / operational expenses + net financing costs 3)

The formalized model (1) highlights that the positive financial result of the insurer's activities largely
depends on 2 basic components:

1) Netincome from underwriting insurance contracts;

2) Netinvestment income.

These, in turn, determine the size of other performance indicator of the insurance company - the profit
before tax.

The application in analytical practice of profitability indicators eliminates this disadvantage, a fact
confirmed by the studies conducted by Moskaleva E. [Moskaleva 2013]. Profitability indicators reflect the
efficiency of the establishment, distribution and capitalization of the financial resources of the insurance
company, i.e. the optimum of its financial result. Profitability is a synthetic form of expressing economic
efficiency, which reflects the ability of a company to obtain a profit or a benefit from the activity it carries out.
Profitability is measured by the ratio between the results (a profit indicator (gross, net, etc.) and the means
(resources or capital) used to obtain them [NBS]. In the process of analysing the efficiency indicators, it is
necessary to determine correctly from a methodological point of view the total amount of income and
expenses realized from the insurance, investment and other activities.

Thus, Moskaleva E. highlights the role of profitability indicators viewed through the prism of their
analysis by stakeholders [Moskaleva 2013]:

e A high level of profitability contributes to increasing the financial stability of the insurance
company (the risks associated with the possible non-fulfilment of obligations to pay damages are reduced);
the company is able to face a fierce competition in the insurance market;

o Profitability is of particular importance for owners (shareholders), because, when it increases, the
interest for investments in this insurance company increases, the share price increases, respectively the
objective of maximizing the market value of the capital invested by them is achieved;

o For entrepreneurs, a profitability indicator characterizes the attractiveness of a business in this
field, showing how insurance justifies investment expectations compared to alternative areas of capital
investment.

In order to correspond to the rigors imposed by the financial environment, the modern financial
management comes to the aid with specific management methods, tools and levers, oriented towards the
achievement of the object of activity in normal conditions of profitability. Normal conditions of profitability
are considered when the entity obtains a sufficient gain to continue operating under normal conditions and
corresponding to the degree of risk to which it is exposed. The main indicators of profitability, calculated on
the basis of the data of the public financial statements of insurers, can be systematized in the following three
categories:

1) indicators that characterize the efficiency of insurance activities and insurance operations;

2) indicators that characterize the efficiency of the insurer's investment activities;

3) indicators that characterize the return on invested capital (figure 4).
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Indicators of the insurance Indicators of the investment Indicators of the return
activity profitability activity profitability of the advanced capital
«Profitability of insurance *Return of investment *Return of assets
operations *Return of investment of Return of equity
*Profitability of the insurance/ insurance reserves «Profitability of permanent
operating activity capital
+Profitability of net assets

Figure 4. Categories of profitability indicators of insurance companies
Source: Elaborated by authors.

One solution to capture several aspects of profitability is to apply a complex indicator of
profitability. An example suggested by Moskaleva E. is based on an additive model (4), which reflects the
results of different activities on the basis of reporting - gross insurance premiums, which allows us to
estimate their contribution to the overall profitability of the insurance company of all subsystems, its
functions: insurance, investment and reinsurance [Moskaleva 2013]:

ROP-aS + RnetINV + RCR
PBS  PBS  PBS

Kg = (4)

Where:

Kz - the complex / integral coefficient of the profitability of the insurance company;

Ropas — the net result of insurance operations;

Rnetiny - the net result of investment activity;

Rcr - benefits or damages related to reinsurance contracts;

PBS - gross insurance premiums written during the period.

One of the performance indicators of the insurance company is the Return on Assets (ROA),
calculated according to relation (5) and shows the contribution of a Leu invested in assets to the formation
of profit. Along with the indicator "Return on Capital (ROE)", it is considered one of the most important
indicators of the activity of an insurance company, because it "...highlights the way in which managers of
society use the total resources of society (financial and real) to get profit”.

ROA = PLAH «100, )

Where:
ROA - assets rentability (Return on Assets);
Pnet - net profit;

A - the average annual value of the assets.

The assessments of the rate of return on assets allow comparisons with other insurance companies.
According to this profitability indicator, stakeholders are informed about the capacity of economic capital
to ensure its renewal and remuneration as a factor.

Relevant assessments regarding the level of profitability rate are given by correlating their value
with the existing averages in the branch or sector of activity. The average profitability of assets in the field
of activity "Financial and insurance activities" in 2016 was 3,9%, and in 2017 - 6,2%. In 2016, only 5
companies out of the 9 analyzed exceeded the average level of ROA in the given field of activity. In 2017,
only 3 insurance companies exceeded the level of 6,2% of the return on assets.

The rate of return on assets, in some situations is assessed in correlation with the evolution of the
inflation rate. A rate of return on assets above the inflation rate will be able to ensure the preservation of
the "economic substance” of the enterprise and even the renewal and growth of its economic assets, in the
shortest possible period.

An important qualitative indicator of the insurer's activity is considered the Profitability of the
insurance activity (6) which is of interest not only to the owners and administrators of the insurance
company, but primarily to external users: consultants, financial analysts, potential investors and
shareholders. External users have the opportunity to assess the profitability of the insurance company
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only on the basis of the public financial statements of the insurer, which they are required by law to
publish, in their capacity as public interest entities, one of the indicators being profit before tax. However,
considering that the profit before tax is an indicator expressed in absolute terms, the result obtained
"..does not always give the possibility to objectively assess the effectiveness of the operational activity
without resorting to profitability indicators." [Balanuta 2010]. The interpretation of this hypothesis with
reference to the insurance activity, allows us to conclude that the profitability of the insurance activity (R4)
is an indicator that reflects the performance of the management team, calculated as the ratio between
profit before tax and total income.

Ry = adl %100,
VS (6)
Where: R4 - profitability of the insurance activity, %;
PI - profit before tax;
VS - income from underwriting insurance contracts;
PI = VS - ChE (Operating expenses) (7)

The change in dynamics of the profitability indicator of the insurance activity is important for
different categories of users, because it highlights a series of factors, which influence the resultant
indicator. Moreover, taking into account the free access to the financial statements of companies, we can
compare with other insurance companies operating in the market and their dynamic evolution.

RESULTS AND DISCUSSIONS

The factor analysis can determine the influence of a number of factors. In the present study we will
refer to the analysis of the profitability of the insurance company's activity through the prism of the
analysis of three factors:

e Changing the structure of the insurance portfolio;

e Modification of expenses related to the insurance activity;

e Changing the amount of insurance rates.

We will apply the factorial model (7) to analyse the profitability of the insurance activity based on
the Profit or Loss Account of the insurance company “Acord Grup” JSC for the period 2017-2018. The
initial data are presented in table 1.

Table 1

Initial data for the factorial analysis of the insurance activity profitability
in dynamics of the insurance company ,, Acord Grup” JSC

Conventional SEaiatls
Indicator — 2017 recalculated in the
conditions of 2017

Income from underwriting VS 58245,19 53754,0 55769,34
insurance contracts, thousand lei
Operating expenses, thousand lei ChE 45852,92 51543,37 47571,18
Profit before tax, thousand lei PI 8930,94 2210,63 10239,31
Profitability of the insurance Rus 15,33 411 18,36
activity, %

Source: Authors' calculations based on the Financial Statements of the Insurance Company " Acord Grup " for
the years 2017-2018.

The recalculation of the indicators of 2018 in the conditions of 2017 was made based on the
calculation methodology of the scientist V1. Balanuta [Balanuta 2010]. The following calculations were
performed to determine the influencing factors:

Recalculated profitability of the insurance activity [ (Rasrec):

_ VS, ~ChE,. ,,,_ 5375405154327

Rasrec =4,11%
VS, . 53754,0
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Recalculated profitability of the insurance activity II (Rasreci):
VS,.. —ChE,;,, <100 — 53754,0-47571,18

R =
Asrecll VS 53754,0

In 2018, the profitability of the insurance activity of the insurance company “Acord Grup” JSC
increased by 3.03 p.p. The influence of the factors stated above is as follows:

Changing the structure of the insurance portfolio:

AR, () =411-1533=-1122p.p.

Modification of the expenses related to the insurance activity:

AR, (f,)=1150-411=+7,39p.p.

Changing the amount of insurance rates:

AR, (f;) =18,36 —11,50 = +6,86 p.p.

Verification: -11,2 +7,39 + 6,86 = +3,03

From the three factors stated above, we conclude that the change in the structure of the insurance
portfolio mitigated the increase in the profitability of the insurance business of the insurance company
"Acord Grup" JSCin 2018 compared to the previous year. Its negative impact determined a decrease of the
resultant factor by 11.22 p.p., and the other two factors had a positive influence.

In order to establish the influence of other indicators on the performance indicators of this
company, the authors deepened the analytical approach by determining the influence of changing the
structure of the insurance portfolio on another important indicator, which determines the company's
solvency - net premiums and represents the company's turnover.

Creating a sustainable portfolio is an important goal of the organization. The insurance portfolio
characterizes the financial reliability of the company. This is a set of contracts concluded for certain
amounts of insurance. In fact, it is a reflection of the company's obligations to customers. The degree of
responsibility of the structure within the adopted contracts depends on its size. In order to ensure the
sustainability of activities, it is reasonable to create an insurance portfolio with a large number of low-
liability transactions. The payment of compensation should not affect the company's financial situation.
The insurance portfolio is the main source of cash, and if the structure is poorly managed, it can cause the
organization to go bankrupt. Therefore, it is important to form and correctly distribute the risks and
liability in contracts. However, reinsurance services are not free. It is therefore necessary to assess the
economic efficiency of the transaction before it is concluded.

Asitresults from the Profit or Loss Account and the statement of other elements of the overall result
of the Insurance Company “Acord Grup” JSC, for the financial year ended December 31, 2018 the written
gross insurance premiums increased compared to the previous year by 7521,77 thousand lei. This
deviation was formed under the influence of the change of the following two factors:

1) number of insurance contracts;

2) the average premium received per contract.

The influence of each factor was analysed based on table 2.

=11,50%

rec

Table 2
Initial data and calculations related to the evaluation of the factors’ influence on the net
premium subscribed by the Insurance Company “Acord Grup

Absolute
Indicator deviation (+,-)

2017 2018
Number of insurance contracts concluded 71246 81095 +9849
The average premium received per one contract, lei 797,1 798,21 +1,1
Written net premiums, thousand lei 56789,92 64730,67 +7940,75
including, based on:
Increase in number of concluded contracts: 9849 x 797,1 +7850,65
Increase in average net written premium per one +8921
contract: +1,1 x 81095 !

Source: Authors' calculations based on the Financial Statements of the Insurance Company " Acord Grup
" for the years 2017-2018.
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The calculations show that the amount of net written premiums increased only due to the growth in
the number of concluded contracts, the increase being 7850 thousand lei. The amount of the average
premium received practically remained at the same level, respectively did not have a significant influence on
the change of the net amount of the subscribed premiums.

CONCLUSIONS

Given the conditions imposed by the competitive environment, but also by the supervisory bodies of
the non-banking financial market, the insurance company must have as basic objectives the assurance of the
profitability and liquidity necessary for a continuous activity. Respecting these fundamental objectives, the
insurance company will make enough profit to remunerate the owners and to compensate the insured if
necessary. Failure to meet the objectives of profitability and liquidity may condition a state of financial
imbalance, insolvency and non-compensation of policyholders in case of insured risks.

From the systematization of the methodological approaches for analysing the efficiency of the
insurance activity, we considered that an efficient financial management requires an integrated approach to
the profitability indicators, which can be achieved through factor analysis. This will allow managers to
determine the causes, the influencing factors and to make managerial decisions regarding the increase of the
efficiency of the activity and the financial performance of the insurance company.
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ABSTRACT

People with disabilities experience significant difficulties in the process of finding a job, which is
caused not only by their health status, difficulty in getting education, but also by the reluctance of
entrepreneurs to hire disabled people. In this situation, people with disabilities, who can provide self-
employment or create their own business, get an additional chance to have a constant source of income,
develop themselves and, in general, integrate more successfully into social life. The aim of the research
was to identify the basic needs of support of entrepreneurs with disabilities; for this purpose, in 2017, a
survey of 75 individuals was conducted. The results of the survey implemented within the project of the
National Institute for Economic Research (NIER) showed that for people with disabilities (unlike other
groups of small entrepreneurs) is not enough to create a favorable business environment. No less
important is the improvement of general living conditions of persons with disabilities, especially the
improvement of their access to social infrastructure, education and the labor market. The main
directions of the state support of people with disabilities aimed at the business development and self-
employment, are proposed to be following: improvement of legislation on supporting social
entrepreneurship to increase the ability of persons with disabilities to be employed; improvement of
access to education for people with disabilities through building and modernization of social
infrastructure objects; use of direct economic and financial forms of support for this group of people,
including through state target programs; support for the establishment of business associations uniting
entrepreneurs with disabilities, etc.

Keywords: small and medium-sized enterprises, people with disabilities, entrepreneurs with
disabilities, need for support of entrepreneurs, state support for entrepreneurs with disabilities.

Persoanele cu dizabilitdti intdmpind dificultdti semnificative in procesul de gdsire a unui loc de
muncd, ceea ce este cauzat nu doar de starea lor de sdndtate si dificultdtile intdmpinate in procesul
educational, dar si de reticenta antreprenorilor de a angaja persoane cu dizabilitdti. In aceastd situatie,
persoanele cu dizabilitdti, care se pot asigura cu muncd independentd sau isi pot crea propria afacere,
au sansa suplimentard de a avea o sursd constantd de venit, de a se realiza si, in general, de a se integra
cu succes in viata sociald. Scopul cercetdrii a fost identificarea necesitdtilor de bazd de sprijin ale
antreprenorilor cu dizabilitdti, in acest scop in a.2017 a fost realizat un sondaj care a cuprins 75 de
persoane. Rezultatele sondajului realizat in cadrul unui proiect implementat de Institutul National de
Cercetdri Economice (INCE) au ardtat cd pentru persoanele cu dizabilitdti (spre deosebire de alte
grupuri de intreprinzdtori mici), crearea unui mediu de afaceri favorabil nu este suficientd. La fel de
importantd este si imbundtdtirea conditiilor generale de viatd, printre care prioritate a fost acordatd
fmbunadtadtirii accesului persoanelor cu dizabilitdti la infrastructura sociald, educatie si piata muncii.
Principalele directii ale sprijinului de stat pentru persoanele cu dizabilitdti ce au drept scop dezvoltarea
antreprenoriatului si a activitdtii independente, includ: Tmbundtdtirea legislatiei si sprijinirea
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antreprenoriatului social pentru cresterea capacitdtii persoanelor cu dizabilitdti de a se angaja;
imbundtdtirea accesului la educatie pentru persoanele cu dizabilitdti, inclusiv prin construirea si
modernizarea obiectelor de infrastructurd sociald; utilizarea unor forme economice si financiare directe
de sprijin pentru acest grup de persoane, inclusiv prin programe vizate de stat; sprijin pentru formarea
asociatiilor de afaceri care unesc antreprenorii cu dizabilitdti etc.

Cuvinte-cheie: intreprinderi mici si mijlocii, persoane cu dizabilitdti, antreprenori cu dizabilitati,
necesitdti de sprijin ale antreprenorilor, sprijin de stat pentru antreprenori cu dizabilitdti.

Jluya ¢ UHBA/IUOHOCMbBIO UChbIMbIBAOM CYUeCMEBEHHble C/JA0MCHOCMU 8 npoyecce NOUcCKa
pabomvl, umo 06yc/n08/€HO He MOJAbKO COCMOSIHUEM UX 300p08bs, CAO0NHCHOCMbH NOJY4YeHUs
06pa308aHusi, HO U HexceaaHuem npednpuHumameiell 6pams HA pabomy uHea.1udos. B caoxcuswetics
cumyayuu 00U ¢ UHBAAUJHOCMbI), KOMOpble MO2ym obecnedums CaAMO03dHSIMOCMb UAU €030amb
co6cmeeHHbIll 6U3Hec, noJy4arm JdonoJIHUMEeAbHbIU WAHC UMemb NOCMOSIHHbIU UCMOYHUK dox0dd,
peasusosams cebsi U, 8 yesnoM, 60/ee YyCNEWHO UHMEe2puposamsvCsi 8 COYUA/IbHY XU3Hb. Lleabio
uccnedosaHus  SI8//10Cb  8blsiIB/AeHUE  OCHOBHbIX NompeGHOcmell npednpuHumamenel ¢
UHBA/NIUOHOCMbK 8 noddepicke, 04 4ezo 8 20172, 6bl1 nposedeH onpoc 75 pechoHdenmos.
Pe3ysiomamsl  onpoca, peaau308aHHO20 8 pamkax npoekma HayuonasvbHozo uHcmumyma
aKoHOoMuuecKux uccaedosaHnuli (HU3H), npodemoHcmpuposaau, ¥mo 045 Auy ¢ UH8AAUIHOCMbK (8
omuyue om dpyaux 2pynn mMejaKux hpednpuHumameJiell), HeAocmamovHo co3daHue 6.1a20NpussmHoll
6usHec-cpedsl. He MeHee 8AXHCHBIM S8A9emCs YAyHUEHUE 00WUX YCA08UU HCU3HU, NPUOPUMEMHbIMU
cpedu KOmopblX 0KaA3a/10Cb yjayyuwieHue docmynam UuHeaaudos8 K 00seKmaM COYua/abHoll
UH@pacmpykmypbl, 06pa308aHuio U poIHKy mpyda. K 0CHOBHbIM HanpagaeHusimM 20cydapcmeeHHoU
noddepycku AUY C UHBAAUOHOCMbLIO., HANPABJAEHHbIM HA paA3gumue npeonpuHuMamenbcmea u
CaMo3aHsIMocmu, nped.1a2aemcsi OMmHeCMu: CO8epPUEHCMBO8AHUE 3aKOHOdameabecmaa U hoddepicka
coyuanbHo20 npednpuHumamenbcmea 0751 NOBbIUWEHUEe B03MOXCHOCMU JAUY C UHBAAUOHOCMBIO
no/y4ums 3aHIMoCmby; yayduieHue docmynd /uy ¢ UHBAAUIHOCMbIO K cucmeMe 06pa308aHUsl, 8 MOM
yucsae nymem cmpoumesnbcmed U MOJepHU3ayuu 00seKmos8 Coyua/abHOU UHPpacmpykmypbl;
UCNO0/1b308AHUE NPSAMbIX IKOHOMUYECKUX U (PUHAHCOBbIX (POPM hodJepHcKU YKA3AHHOU epynhnbl AUY, 8
moM vucsae nocpedcmeom 20cydapcmeeHHbIX Uesae8blx npozpamM; nodoeprcka PopMuposaHusi
6usHec-accoyuayutl, 06seduHIWUX hpednpuHUMameell ¢ UH8ANUIHOCMbIO U OP.

Karuessle ca08a: masbie u cpedHue npednpusimusi, AUYA ¢ UHBAAUTHOCMbIO, NpednpuHuUMamenu
€ UHBA/UOHOCMbH, hompebHoCcmu npednpuHumame.iell 8 noddepicke, 20cydapcmeeHHas noddepicka
npednpuHumamedeil ¢ UHBANUOHOCMBIO.

INTRODUCTION

Today, social and economic integration of people with disabilities represents one of the
international priorities, especially after the adoption of the Convention on the Rights of Persons with
Disabilities in 2006. The Convention was signed by all EU Member States and more than 100 other
countries of the world, including the Republic of Moldova. The Convention obliges the states that have
ratified this document to ensure that persons with disabilities have the opportunity, on an equal basis
with other citizens, to fully enjoy their rights, including access to education, employment, transport,
infrastructure and buildings opened for public access, increase participation in political life, etc.

In the economic developed countries, people with disabilities are involved in the labor field and
work in all the types of activities, but, however in other countries they often remain inactive on the
labor market. So, statistics of the European Union testify that, for example, in Austria only 22% of the
identified population with disabilities are not active on the labor market, while in Poland this
indicator reaches 78%. This variation can be explained by several factors, including the extent to
which persons with disabilities are included or excluded from education, discrimination of employers,
demographic factors, etc. [OECD 2014j].

In the Republic of Moldova, 180.6 thousand people (i.e. more than 5% of the total population of
the country) are persons with disabilities, many of whom cannot find employment on the labor
market; one of the reasons of this is that employers are not interested in employing them. In this
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situation, development of their own business provides an additional opportunity for people with
disabilities to ensure a decent standard of living and social integration. However, for the active
involvement of persons with disabilities in the business, the support from the government is needed
more than for other small entrepreneurs. The scientific hypothesis of the study is that it is not enough
for people with disabilities, unlike for other groups of small entrepreneurs, to provide favorable
conditions for business development: the improvement of their general living conditions is equally
important as well.

In order to identify the basic needs of entrepreneurs with disabilities, a survey has been carried
out with the active participation of authors. The survey included not only entrepreneurs/self-
employed, but also individuals, who intend to set up their own businesses in the next 1-2 years. The
survey was conducted by NIER in the framework of the applied research project 15.817.06.05A
“Harmonizing the SMEs development policy in the Republic of Moldova with the principles of the
“Small Business Act” for Europe”; stage of 2017: "Improving the SMEs Support Policy in the Republic
of Moldova: Improving the Opportunities for Development of Entrepreneurs from the Socially
Vulnerable Categories of the Population”, with the support of the Association of Entrepreneurs with
Disabilities of the Republic of Moldova [Aculai 2017].

REVIEW OF THE SCIENTIFIC LITERATURE ON THE BUSINESS ACTIVITIES OF PERSONS
WITH DISABILITIES

In the last decades, the lives of people with disabilities are studied by institutions aimed at
developing and promoting inclusive policies and eliminate stereotypes present in the society. To a
large extent, the research deals with the involvement of disabled people in active work. Labor activity
is considered as necessary not just for having a decent living, but it also fulfills a number of basic
human needs including those with a social purpose, status and professional activity, which help to
support mental health and well-being. For people with disabilities, work is a matter of special
importance because having a disability often means being socially isolated. The work represents an
opportunity to reduce this isolation [UN 2007].

To date, not many studies regarding the problems and needs of entrepreneurs with disabilities
have been published. Nevertheless, self-employment and entrepreneurship can be used as a potential
means of professional rehabilitation, in order to achieve a faster and better integration into the labor
market and, eventually, social inclusion [8]. Data on the activities of persons with disabilities are
limited. Available information suggests that among this group, people are more often unemployed or
inactive. At the same time, employed people are often hired on low qualification working places with
low salaries [Meager, Higgins 2011].

According to one of the leading researchers of entrepreneurs with disabilities J. Kitching, people
with a disability face many specific obstacles in the process of initiating and sustaining
entrepreneurship, partly because of poor education, low employment rates and concentration of
employees with disabilities in low-paid activities [Kitching 2014]. Scientific papers include, among
the barriers faced by people with disabilities, the following: limited access to the start-up capital and
lack of knowledge and skills specific to the business; [Foster 2010]; lack of adequate support [Boylan,
Burchardt 2002] etc. However, in the modern specialized literature, disability is not regarded as an
insurmountable obstacle in carrying out entrepreneurial activity or barrier to participation on the labor
market. On the contrary, it is assumed that the advantages of entrepreneurship for people with disabilities
can far outweigh any risk involved. Being a disabled entrepreneur allows achieving professional and
personal goals and could lead to a higher level of job satisfaction [Gy6ril et al. 2019].

Often, entrepreneurial activity is a forced one for persons with disabilities, which affects its
content. The reason for becoming an entrepreneur or self-employed person is mostly an incentive
that results from a constraint or fear of something (e.g. unemployment or discrimination) that creates
a completely different situation than if entrepreneurship is based on an independent decision [8].
However, in other cases, the motivation of people with disabilities to pursue independent activities
results from the positive reasons, such as the desire for independence, passion for entrepreneurship
and the innovative pursuit of opportunities [Drakopoulou, Keles 2015].

Successful stories are significant enough to motivate people with disabilities, especially if they
describe the own experiences of people who have achieved great results. In particular, professor
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Stephen W. Hawking believes that: “Disability should not represent an obstacle to success. [ have
suffered virtually all my adult life from motor neuron disease. However, this has not prevented me
from having a wonderful career in astrophysics and having a happy family life” [OMS 2012].

Support policies for persons with disabilities are implemented both nationally and
internationally. Thus, the World Report on Disability suggests measures for all stakeholders -
governments, civil society organizations and organizations of persons with disabilities - to create
enabling environments, develop recovery and support services, provide adequate social protection,
create programs and inclusive policies and the implementation of new and existing standards and
legislation for the benefit of people with disabilities. People with disabilities should be in the center
of these concerns [OMS 2012].

Brief quantitative characteristics of persons with disabilities in the Republic of Moldova

In the Republic of Moldova, according to statistical data of 2017, the total number of persons
with disabilities amounted to 180.6 thousand people. However, access to the labor market is limited,
as the participation rate of persons with disabilities constituted 19.7% compared to 49.2% for
persons without disabilities. Among the men with disabilities, the activity rate was 20.3%, and for
women — 19.0%. In the urban area, the participation rate accounted for 16.8% and in the rural area -
21.5%. Unemployment rate (as defined by the International Labor Office) of persons with disabilities
was 2.9% compared to 4.1% among unemployed people without disabilities.

The employment rate of persons with disabilities is lower compared to that of persons without
disabilities: while the employment rate of persons without disabilities is 47.2%, among persons with
disabilities this constitutes only 19.1%. In men, this indicator registered 19.7%, in women,
respectively, 18.5%. The employment rate of people with disabilities in rural areas was higher
(21.1%) compared to that in urban areas (16.0%).

Of the total number of employed persons with disabilities, the employees make up 46.8%
(compared to 65.7% for persons without disabilities). The share of self-employed persons constitutes
44.0% (in agriculture 38.7% and in non-agricultural activities 5.3%), involved in the family activities
as unpaid worker are integrated 8.6% and only 0.6% have the status of business owner.

0,6
P

= Business owner
= Unpaid family worker

Self-employed worker in non-agricultural activities
@ Self-employed worker in agricultural activities

Figure 1. Structure of occupied persons with disabilities by professional status, 2017, %
Source: National Bureau of Statistics [NBS 2018].

According to the Activity report of the National Agency for Employment in 2018, about 623
persons with disabilities were registered with unemployment status. Out of the total number of
unemployed people with disabilities, 260 people (42%) are women. According to the age categories
of persons with disabilities with unemployed status, 22% persons are aged between 16-29 years,
37% — between 50-62 years and 41% — between 30-49 years.
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m 16-29 years = 50-62 years = 30-49 years

Figure 2. Age category of persons with disabilities registered with unemployed status, 2018, %
Source: NAE activity report 2018 [NBS 2018].

Qualifications of the personnel with disabilities recorded by NAE are the following:

¢ 51% persons with primary/secondary / high school education;

e 25% persons with secondary-professional education;

¢ 24% persons with college /university studies;

Thus, it can be mentioned that the highest share is made up by people with average qualifications,
mainly primary / secondary / high school studies, which makes access to the labor market difficult and makes
them more susceptible to unskilled and poorly paid work.

During 2018, 356 persons with disabilities benefited from work intermediation services, at the same
time 58 people were integrated in vocational training courses, and 65 persons were involved in public works.
275 persons were successfully placed in the field of work, while 44% of the total number of persons with
disabilities were registered with unemployed status.

It is important to emphasize on the small number of persons in the records of the National Agency for
Employment; if statistically the number of persons with disabilities is of the order of tens of thousands, then
the number of the persons in the register as unemployed are of the order of hundreds. This gap between the
persons in the NAE records and the real one results in a low degree of employment and lack of training, as well
as vocational reorientation courses.

In the Republic of Moldova, the substantiation of the policies for inclusion of persons with disabilities on
the labor market are regulated by the provisions of the Law on the social inclusion of persons with disabilities.
Thus, art. 34 paragraph (4) assumes that "employers, regardless of the form of legal organization, which
according to the scheme of hiring staff have 20 or more employees, create or reserve jobs and employ persons
with disabilities in a percentage of at least 5% of the total number of employees" [LEGIS 2012].

Although the present law indicates that in case of failure to comply with these provisions during a
financial year the employers are sanctioned according to the Contraventional Code, these sanctions are missing
in the legislation and are not applied. Gaps in the legislation allow employers to take advantage of and not
implement the legislative provisions.

In regard to entrepreneurial activity, it is not formalized in any way for people with disabilities, although
at the legislative level, there are no restrictions or barriers that could slow down the process of developing the
entrepreneurial activities carried out by people with disabilities. At the same time, the law on entrepreneurship
and enterprises does not provide measures to support entrepreneurs with disabilities, because it favors
stagnation of the current state of economic and social exclusion of persons with disabilities [LEGIS 1992].

The business environment as well as the civil society show a reluctance in the process of inclusion of
persons with disabilities. This low receptivity prevails because the employment of persons with disabilities
is mainly performed in specialized companies that are in a very small number, and are located in a restricted
area, satisfying the need for jobs, thus creating barriers for both entrepreneurs and people with special
needs. Therefore, the most pressing problem remains not the lack of means of integration in the economic
activities, but the fact that the society and entrepreneurs have set certain unwritten limits, so very few people
have overcome these barriers.

The main factor hindering the process of integrating people with disabilities into economic activities,
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atthe same time as entrepreneurship, is the lack of statistical data on the number, structure of entrepreneurs
and self-employed workers, which accentuates the inefficiency of some economic integration programs,
because the lack of data on the number of beneficiaries and their needs cannot be estimated without their
actual knowledge.

Special needs of entrepreneurs with disabilities in the conditions of the Republic of Moldova
(based on survey results)

Methods and sources of information used. Sample feature

For a more detailed identification of the needs of persons with disabilities involved in entrepreneurial
activities or intending to create their own business in the next 2 years, a survey was conducted as part of the
NIER project [7] with the support of the Association of Entrepreneurs with Disabilities from the Republic of
Moldova during May - September 2017. This study of entrepreneurs with disabilities is the first one in the
Republic of Moldova, based on original primary information.

The sample consisted of 75 persons. The main characteristics of the sample are as follows:

¢ Out of the total number of respondents, 49.3% of people have the entrepreneur status, respectively
50.7% of people are potential entrepreneurs.

e Respondents refer to age categories of 25-35 years (50.7%) and 36-50 years (49.3%).

¢ Respondents domiciled in the urban area make 67.6% of the total number of people surveyed, in
the rural area - 32.4%.

e The main areas of activity chosen by entrepreneurs with disabilities are: services area - 70.3% of
enterprises, trade - 16.2% of enterprises and agriculture - 5.4% of enterprises.

5,40%

16,20% = Services
= Trade

Agriculture

Figure 3. Areas of activity of entrepreneurs with disabilities
Source: Outcomes of the survey [Aculai 2017].

Respondents are characterized by different degrees of disability. Out of the total number of
surveyed persons, 72% have the degree of severe disability (1st degree), 24% - pronounced degree
of disability (group II) and 4% - the average degree of disability (group III). Thus, we can conclude
that the degree of severe or pronounced disability does not represent an invincible impediment in
order to the conduct an entrepreneurial activity.

4%

= Severe disability
® Pronounced disability

Average disability

Figure 4. Disability degree of the surveyed persons
Source: Outcomes of the survey [Aculai 2017].
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To carry out any activity, it is necessary to have a certain level of professional training.
Although success in business is not directly related to the availability of special education, but in
the conditions of the Republic Moldova (as well as a number of other countries with emerging
market economies), most entrepreneurs have higher or secondary specialized education. This
characteristic fully applies to the surveyed group of people: 61.3% of the respondents have a higher
level of education, 18.7% have professional and secondary education, 20.0% - have high school and
gymnasium education.

70

60

50

40

30

20

10
1,3

Higher education Vocational and secondary High school education Gymnasium education
specialized education

Figure 5. Professional training of questioned persons with disabilities
Source: Outcomes of the survey [Aculai 2017].

Despite the fact that 80% of respondents have specialized education, many of them have a
business profile not related to acquired knowledge. Thus, only for 38.9% of the respondents the
professional education corresponds to the profile of the held business, and for 61.1% of them the
owned business does not correspond with the obtained studies.

The success of a business depends not only on education, but also on previous experience. More
than 2/3 of those surveyed have previous work experience, but this is mainly experience as an
employee, not an entrepreneur. So, 2.7% of the respondents have experience as a business owner,
68.0% — have the employee status and 29.3% of the respondents have no previous work experience.

Most of the respondents had no business experience and management experience as well. In
particular, of the total number of respondents, who at the time of completing the questionnaire were
carrying out entrepreneurial activities, only 2.7% indicated that they previously had management
experience, respectively 97.3% did not have such experience when they decided to set up their own
business.

Needs of entrepreneurs with disabilities for state support

In order to develop the entrepreneurial activity carried out by people with disabilities,
according to the respondents, it is necessary to support their businesses by the state. In this purpose
it is advisable to use various directions and measures for improving the business environment.

Respondents identified the following main paths, which would increase the chances of setting
up and developing the business: use of direct methods of economic / financial state support; improve
training opportunities for entrepreneurs and potential entrepreneurs; support for the establishment
and development of business associations; improve the attitude of entrepreneurs with disabilities to
business support organizations, including public authorities. As the survey showed, all of the above
mentioned areas and measures have a very high priority for respondents. In particular, 100.0% of
respondents indicated the importance of such measures as: development of a state target program,
which will provide for preferential financing of the entrepreneurial activity of people with disabilities;
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providing tax and payment facilities for this group of entrepreneurs; improving the possibilities of
acquiring knowledge in the field of entrepreneurship; supporting the activity of business associations
and improving the attitude of state officials, other business support organizations.

The set of answers reflecting the need for state support with regard to improving the conditions
for the development of business among persons with disabilities is presented in the table 1.

Table 1
The need for support from the state with regard to improving the conditions for the
development of businesses among persons with disabilities*

%

Direct economic and financial forms of support
Development of a state target program, which provides for preferential financing 100,0
of the entrepreneurial activity of persons with disabilities at the stage of starting
the business
Provision of tax and payment facilities for this group of entrepreneurs (for example, 100,0
exemption from payment of insurance rates or facilities for payment of communal
services for business)

Improving learning opportunity
Improving the possibilities for acquiring knowledge in the field of 100,0
entrepreneurship, taking into account the different degrees of work capacity and
the limitations on types of activities

Developing a mentoring system at the start-up stage 98,6
Support for the establishment and development of business associations
Supporting the activity of business associations, which mainly meet or include 100,0

entrepreneurs from persons with disabilities (including, involving their leaders in
the activity of the Advisory Councils near the public administration bodies)
Strengthening the partnership with other business associations, in order to jointly 98,6
promote the interests of different groups of entrepreneurs
Improving relations to entrepreneurs with disabilities

Improving the attitude of state officials, employees of commercial banks, other 100,0
business support organizations towards entrepreneurs among people with
disabilities

* Respondents had the opportunity to give multiple answers.

Source: Outcomes of the survey [Aculai 2017].

At the same time, the results of the survey clearly demonstrated that in order to increase the
possibilities of developing the businesses set up and managed by people with disabilities, it is not
enough to create a general favorable business environment. It is necessary to improve the general
living conditions for this group of entrepreneurs. In particular, respondents believe that they need
diverse forms of support, associated primarily with the solution of medical and domestic problems,
education, employment on the labor market, adaptation of social infrastructure and socio-
psychological factors.

The highest priority is given to such forms of support as:

e design, construction and modernization of social infrastructure objects (100.0% of
respondents);

e improving the possibilities for obtaining general and professional studies (100%);

e supporting social entrepreneurship oriented towards increasing the employment of people
with disabilities and production of goods / services necessary for them (98.6);

o changing the attitude of the society towards people with disabilities (95.9%), etc.

It is significant that, according to respondents, government assistance in solving medical and
domestic problems is slightly less significant than problems associated with access of persons with
disabilities to social infrastructure, education and the labor market.
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The need for state support, with reference to improving

Table 2

the general living conditions of people with disabilities*
Types of support | % |

Related to the adaptation of social infrastructure objects

problems at home

Design, construction and modernization of social infrastructure objects (housing 100,0
and social objects, etc.), in order to make them more accessible (existence of ramps,

etc.)

Related to receiving of education

Improving the possibilities for obtaining general and professional studies (home 100,0
education and training, internet training possibilities, etc.)

Related to the provision of employment on the labor market

Supporting social entrepreneurship oriented towards increasing the employment 98,6
of people with disabilities and production of goods / services necessary for them

Creation of job places and special conditions for employment 90,5
Improving professional rehabilitation, as well as social integration 82,4
Associated with socio-psychological factors

Changing society's attitude towards people with disabilities (more confidence, a 95,9
welcoming environment, etc.)

Promoting the positive image, disseminating success stories of entrepreneurs 87,8
among people with disabilities

Related to the solution of medical and domestic problems

Provision with articles and specialized means of rehabilitation, which allow people 91,9
with disabilities to be involved in work and social activity (ocular prostheses,

hearing aids, typhotechnical means, optical means, etc.).

Improvement of the system of expertise and determination of the degree of 55,4
invalidity

Improving health care, rehabilitation and home treatment 16,2
Improving the system of providing social care and personal assistance in solving 12,2

* Respondents had the opportunity to give multiple answers
Source: Outcomes of the survey [Aculai 2017].

Needs of entrepreneurs with disabilities for suport from business associations

Another form of support for entrepreneurs with disabilities may be business associations.
Survey results demonstrated that cooperation, exchange of practices and other forms of collaboration
between entrepreneurs (without taking into account sales relations) are characteristic for the
majority of respondents: out of the total number of respondents engaged in entrepreneurship, 70.3%
cooperate with other entrepreneurs and 29.7% entrepreneurs do not have any cooperative relations.

Yes No

B Do you cooperate with other entrepreneurs?

Figure 6. Cooperation relations of entrepreneurs with disabilities, %

Source: Outcomes of the survey [Aculai 2017].
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Entrepreneurs with special needs are looking for different ways to become more efficient in the
business environment through their own powers and initiatives, while through business associations
is aimed at creating opportunities for collaboration for these members with other third parties. Out
of the surveyed entrepreneurs with disabilities, 45.9% people are members of business association,
37.8% — not members, and 16.3% people plan to join a business association starting next year.

Yes No

| plan to be starting
next year

Figure 7. Membership of entrepreneurs with disabilities in business associations, %
Source: Outcomes of the survey [Aculai 2017].

Almost all 100% of respondents who are members of business associations indicated that they
benefited from within business associations with:

e useful information;

e possibility to participate in training courses;

e support in establishing contacts with other companies;

e possibility to get involved in the implementation of joint projects;

e supportin protection and promotion of their interests in public administration bodies.

A significant share of members of business associations received consultancy services (94,1%),
as well as psychological and emotional support (88,2%).

Provides useful information
Promotes our interests in public administration...

Involves us in carrying out joint projects
Helps establish contacts with other companies 00%

Organizes training courses 00%

Helps in obtaining consulting services

Offers psychological, emotional support

82% 84% 86% 88% 90% 92% 94% 96% 98% 100%

Figure 8. Services offered by the business association*
* Respondents had the opportunity to give multiple answers
Source: Outcomes of the survey [Aculai 2017].

In order to improve the activity of business associations 100% of respondents consider that it
is necessary to promote the successes of the associations more actively and the state should improve
the financial possibilities of the associations. For 78.4% of respondents it is important to improve the
quality of the services offered by the business associations.
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The state should i the fi ial ibiliti
e state should improve the financial possibilities 100.0%

of the associations

It is important to promote the successes of
100,0%

associations more actively

It is important to improve the quality of services
isimp improv quality Vi 78.4%

offered by business associations

Entrepreneurs should be more active 79,3%

0,0% 20,0% 40,0%» 60,0% 80,0% 100,0% 120,0%

Figure 9. Ways to improve the activity of business associations*
* Respondents had the opportunity to give multiple answers
Source: Outcomes of the survey [Aculai 2017].

MAIN CONCLUSIONS

The support policy of entrepreneurs from underprivileged groups and those underrepresented
in business should take into account the specifics of their activities, special problems and needs for
support. In the Republic of Moldova, the entrepreneurial activity of persons with disabilities has not
been investigated yet. This study is the first one, based on primary information, i.e. the results of
surveys.

The analysis of the results made it possible to establish areas of the state support for people
with disabilities.

First of all, it is necessary to provide a differentiated entrepreneurship support system, which
varies significantly with respect to certain groups of disadvantaged population and those
underrepresented in business, including entrepreneurs with disabilities.

One of the important tasks is to increase the opportunity of persons with disabilities to obtain
employment on the labor market by improving legislation, monitoring its implementation and
supporting social entrepreneurship.

Equally significant is improvement of the access of people with disabilities to the education
system, including through construction and modernization of social infrastructure objects, to make
them more convenient for people with special needs.

Other expected measures include use of direct economic and financial forms of support for this
group of people, including through state targeted programs; improvement of the system of assistance
to persons with disabilities in solving domestic and medical (including psychological) problems;
support the establishment and consolidation of business associations that unite entrepreneurs with
disabilities or are aimed, inter alia, at working with them.

Finally, it is advisable to actively promote in society the idea of real opportunities for people
with disabilities to create their own business, as an alternative to finding a job on the labor market.
This represents an additional chance to increase their material level and self-accomplishment.
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ABSTRACT

Money laundering and terrorism financing are serious and internationally emerging issues that
must be approached and confronted at European Union level. The latest terrorist attacks and periodic
banking scandals highlight the necessity for additional attention in this particular direction. In regard
to the internal EU market, financial flows are integrated and trans-border by nature, thus funds can
circulate rapidly, from one country to another, offering the possibility to perpetrators and terrorists to
transfer money across Member State avoiding detection by authorities. This specific situation generates
the necessity to identify and understand the particular ML/TF risks generated by services and products
offered within the EU economic and financial ecosystem. In order to ensure an efficient mechanism for
identifying the ML/TF risks associated with the products and services provided on the territory of
European Union, the 4AMLD provides the obligation of the EU Commission to perform once in two years
the so-called European Union Money Laundering and Terrorist Financing Supranational Risk
Assessment. Since 2017 two supra-national risk assessments were carried out and the final results are
used by Member States to monitor the evolution of risks at Union level and to implement the necessary
recommendation for ensuring a proper minimization of threats and vulnerabilities at the national level.
This paper aims to analyze, understand and compare the main outcomes of the two assessments, namely
the identified risks and their links with vulnerable sectors, as well as the evolution or devolution of
certain risks as a result of mitigation measures applied by EU Member States. Another task of this article
is to provide additional recommendations in terms of mitigating measures and efforts, which must be
taken into account by Member States.

Keywords: risks, money laundering, financial services, threats and vulnerabilities, customer due
diligence, beneficial owner.

Spdlarea de bani si finantarea terorismului sunt probleme serioase, care apar la nivel
international, dar care trebuie abordate si confruntate inclusiv la nivelul Uniunii Europene. Ultimele
atacuri teroriste si scandaluri bancare periodice evidentiazd necesitatea unei atentii suplimentare in
aceastd directie. In ceea ce priveste piata internd a UE, fluxurile financiare sunt integrate si
transfrontaliere, prin urmare, fondurile pot circula rapid, dintr-o tard in alta, oferind posibilitatea
autorilor si teroristilor de a transfera bani in statele membre, evitdnd detectarea de cdtre autoritdti.
Aceastd situatie specificd genereazd necesitatea identificdrii si intelegerii riscurilor specifice ML/TF
generate de serviciile si produsele oferite in cadrul ecosistemului financiar si economic al UE. Pentru a
asigura un mecanism eficient pentru identificarea riscurilor de ML/TF asociate cu produsele si serviciile
furnizate pe teritoriul Uniunii Europene, 4AMLD prevede obligatia Comisiei UE de a efectua o datd in doi
ani evaludrile riscurilor supranationale pentru spdlare si finantare a terorismului in conformitate cu
criteriile UE. Din 2017 au fost efectuate doud evaludri de risc supra-national, iar rezultatele finale sunt
utilizate de statele membre pentru a monitoriza evolutia riscurilor la nivelul Uniunii si pentru a
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implementa recomandarea necesard pentru a asigura o minimizare adecvatd a amenintdrilor si a
vulnerabilitdtilor la nivel national. Acest articol isi propune sd analizeze, sd inteleagd si sd compare
principalele rezultate ale celor doud evaludri, respectiv riscurile identificate si legdturile acestora cu
sectoarele vulnerabile, precum si evolutia sau devolutia anumitor riscuri ca urmare a mdsurilor de
atenuare aplicate de statele membre ale UE. O altd sarcind a acestui articol este de a oferi recomanddri
suplimentare in ceea ce priveste mdsurile si eforturile de atenuare, care trebuie sd fie luate in
considerare de cdtre statele membre.

Cuvinte-cheie: riscuri, spdlare a banilor, servicii financiare, amenintdri si vulnerabilitdti de
spdlare a banilor, cunoasterea clientului, beneficiarul final.

OmmbieaHue deHez u UHAHCUPOBAHUE MEPPOPU3MA — MO CEPbe3Hble U BO3HUKAWUEe HA
MeNCAYHAPOOHOM YpOoBHe npob/emMbl, KOmopble Heob6X00UMO Bbls8/159Mb U peuwdmb HA YpPOBHE
Esponeiickozo Cot3sa. [locaedHue meppopucmuyeckue akmbsl U nepuoduyeckue 6aHKo8cKUe CKaHAa 1bl
noduepkusarom Heo6x00uUMocmb 0ONOJAHUMENbHO20 BHUMAHUSI 8 IMOM KOHKPEMHOM HANpas/ieHuu.
UYmo kacaemcsi 8HympeHHezo pbiHka EC, puHaHcoeble nomoku si8AsMcsl UHMe2pupo8aHHbIMU U
MPAHCZPAHUYHbIMU NO c8oell npupode, Makum 06pasoM, PUHAHCOBble NOMOKU MO2ym 6bicmpo
YupKy/uposams u3 00HOU cmpaHbl 8 dpyaylo, npedocmas/sisi 803MOICHOCMb NPecmynHukam u
meppopucmam hepegodums deHbau Yepe3 20cydapcmao-yaeH, usbezas 06HapyiHceHus 8aacmamu. Ima
KOHKpemHasl cumyayusi nopoxcodaem Heo6Xo0uMocmyb 8bis18/1€HUS U NOHUMAHUSI KOHKPEMHbIX PUCKO8
04/®T, cozdasaembvix ycayeamu u npodykmamu, hpednazaemMbiMu 8 PAMKAX 3IKOHOMUYECKOU U
duHaHcosoll skocucmemwvl EC. [l obecneueHusi 3ghhekmusHo20 MeXAHU3MA Bbisi8/AeHUS] PUCKO8
0/ /®T, cesi3anHbIX ¢ npodyKmamu u ycay2amu, npedocmasisieMblMu Ha meppumopuu Eeponelickozo
Cor3za, 4AMLD npedycmampusaem o6s13ameabcmeo Komuccuu EC pa3 8 dea 200a 8bin01HAMb OYEHKY
HAOHAYUOHA/NbHO20 PUCKA OMMbIBAHUS OeHez U (GUHAHCUPOBAHUSI MEpPpopu3Ma CO2AACHO
ycmaHos/ieHHbIM kpumepusim. C 2017 2o0a 6bL1u npogedeHbl d8e HAOHAYUOHA/AbHbIE OYEHKU PUCKOS, U
OKOHYAMe/IbHble pe3y/Abmambsl  UCNO/Ab3yIOMcsl  20cydapcmeamu-yaeHamu 0451 MOHUMOpPUHaa
280110YUU pucko8 Ha yposHe C0H3a U 8bINOAHEHUS] HE06X00UMbIX peKoMeHdayull 0415 obecheyeHust
Hadsexcaujeli MUHUMU3AYUU y2p03 U Yys38uMocmell HA HAYUOHA/IbHOM yposHe. llesab amoii cmambu -
NpoaHa/Au3uUpo8ams, NOHAMb U CPABHUMb OCHOBHblE pe3y/bmambsl 08yX OYEHOK, a UMEHHO
8blsI8/1EHHbIe PUCKU U UX C8513U C YSI36UMbIMU CEKMOpamu, d MAkice 38040Yul0 Uau nepedauy
onpede/ieHHbIX PUCKO8 8 pe3y/ibmame Mep N0 CMsI2YeHUI0, NPUMEHSIEMbIX 20CyJapcmeamu-yaeHamu
EC. [lpyzasa 3adaua samoii cmambu cocmoum 8 moM, 4mobsbl npedocmasums dono/gHUMEAbHbIE
pekoMeHdayuu 8 OMHOWEHUU CMSA2YAUWUX Mep U YCUAUll, Komopble J0/1HCHbI 6biMb NPUHSMbI 80
B8HUMAHUE 20Cydapcmaamu-41eHaMu.

Kawuesvwle caoea: pucku, ommbigaHue deHees, puHaHco8ble yCay2u, y2po3bl U Ys138UMOCMb K
0MMbl8aHUI0 deHee, Hadlexcawasl nposepka KAUueHmos, KOHeuHbll 6eHeduyuap.

INTRODUCTION

The money laundering is a significant concern and a growing problem for European Union
because of its enormous internal market and numerous services and products, which can be used by
criminals to legalize illicit proceeds obtained from various illegal activities such as corruption, tax
evasion, fraud, smuggling, etc. The European Union is an important trade player with a considerable
share in the worldwide trade, which means that EURO is used by many participants and members of
internal and external commercial and economic exchange, thus the European Union is an important
target for those who want to hide the origin of their dirty money and to use the rights and freedoms
of the EU common market for this purpose. In addition, the money laundering risk is highlighted by
the fact that its Member States are using different legal and financial systems, which can be used by
offenders to launder criminal funds or assets. Thereby, the issue of identifying and assessing money
laundering risks at the EU level was and still is a major concern, in this regard the mechanisms for
fighting with this phenomenon being updated and adapted. It is to mentioned that the first reference
to the question of the weak transaction reporting and the problem of money laundering by drug
traffickers could be traced to European Parliament Resolution of October 1986 [9]. Soon after, during
the meetings of the Ministers, the Council proposed the Member States to consider mutual
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recognition, as well as enhanced cooperation on freezing and confiscation of the drug traffickers’
assets [8]. Next year, the European Community was engaged in the preliminary work on the United
Nations Vienna Convention, which, among other things, covered the criminalisation of money
laundering derived from drug-related offences [4], even if the term of money laundering is not directly
mentioned in the document.

Today, the money laundering risk is seen as a menace for Union’s security, financial integrity
and stability, as well as a tool for encouraging the individual perpetrators, organized crime and
terrorists to transfer their grey assets into the legal economy. In order to facilitate the fight against
money laundering, as well as of terrorism financing and to strengthen the established AML/CFT
ecosystem at the level of European Union and Member States, the European Parliament and Council
approved on 20.05.2018 the Directive No. 2015/849 on the prevention of the use of the financial
system for the purposes of money laundering or terrorist financing. This specific document aims to
enhance the Union’s existent regime and introduces a new instrument tailored for assessing the
money laundering and terrorist financing risk at the level of the European Union. This instrument
known as the supranational risk assessment (SNRA) has the role to identify and evaluate the exposure
of various sectors, products and services to the money laundering and terrorist financing risks and to
propose a list of mitigating measures that can be used to harmonize and synchronize the general effort
of Member States in addressing the above-mentioned risks. It is clear that the problems related with
money laundering can be effectively approached by Member States only through introducing concrete
legal and institutional barriers specifically adapted to each AML/CFT regime in part. However, there
are several common shortcomings identified during the SNRA that can be used by Member States as
a starting point for improving their local AML/CFT system. The purpose of this paper is to analyse the
results of the existent SNRAs and to propose additional recommendations for minimizing the effect
of money laundering phenomena in Member States and as a consequence to strengthen the European
Union AML/CFT regime. The present article can be treated and viewed as a scientific opinion
concerning the findings and outcomes of SNRAs.

LITERATURE REVIEW

The history of important global regulations related to AML can be traced since 1988, together
with the entry into force of the United Nations Convention Against Illicit Traffic in Narcotic Drugs and
Psychotropic Substances [Shehu 2005:222]. Although money laundering was not explicitly
mentioned or defined in the Convention, it was the basis of subsequent regulations to prevent money
laundering [Stessens 2000:133].

In 1989, the anti-money laundering rules were institutionalised by a group of 7 industrialized
countries (G-7) by creating the Financial Action Task Force (FATF), with a specific mission to combat
the money laundering threat. The next year FATF issues the 40 Recommendations as a
comprehensive framework for fulfilling its mandate, and later, in 2001, has issued 9 additional
Recommendations in order to address the growing concern for terrorism [Bergstrom, Helgesson &
Morth 2011:1044].

The FATF members in accordance with the Recommendations had to adopt laws and
regulations by specifying in details how the threat of money laundering in their respective
jurisdictions shall be managed. These Recommendations gave rise to the rules-based approach [Aj,
Broome and Yan 2010:394], in which the regulatory authorities established the principles and
regulations that allow the identification and prevention of actions that involve money laundering.

Every member state was obliged to apply the necessary measures, which were later assessed
during a mutual evaluation process. But this approach has not proven its effectiveness, because of
being too prescriptive it didn’t allow the regulated entities to individualize their own actions
according to the existing threats [Ai, Broome and Yan, 2010:394]. Subsequently, this model was found
to be expensive to implement and easy to manipulate by using in the money laundering process the
amounts even below the regulated threshold in order to avoid sending a suspicious transaction report
[Takats 2011:38]. The risk-based approach was introduced later in 2003 by FATF after reviewing the
40 Recommendations [Koker 2009:336]. The document which summed up the efforts of FATF,
banking and securities sectors, includes the recognition of the existing risk (risks), by performing a
risk assessment and developing the strategies for managing and mitigating the identified risks.

No.1/2020



46 Theoretical and scientifical journal

It follows that AML risk is not clearly defined [Koker 2009:336; Ross, Hannan 2007:110], and
the risk-based approach raised more questions than it answered and revealed intrinsic and very real
difficulties in managing the relationship between risk and AML [Demetis and Angell 2007:424].

While the adoption of risk-based approach could simply reflect the general move to such
broader regulations of financial market, the fact that the risk itself is defined so differently mean that
within the AML activities the obliged entities' inability to apply proper risk measurement techniques
have led to an inability to distinguish what is really criminal and what is not, which leads to the
generation of "a waste of unnecessary information about AML procedures” [Pellegrina and
Masciandaro 2009:3]. Clearly, if obliged entities report everything as suspicious, they don't actually
report anything [Takats 2011:39].

There is a modest number of researches in the field of efficiency of applying the risk-based
model in the area of anti-money laundering, thus there are identified three approaches: the risk-based
model as a phenomenon, game theory and agent theory.

Thus, some researchers examined the problems arising from the risk-based approach [Demetis
and Angell 2007:424], others followed the application of game theory in identifying the risk of money
laundering [Araujo 2010; Arnone, Borlini 2010:68], and a stronger group proposed examining the
problem through agent theory [Masciandaro and Filotto 2001:133; Pellegrina and Masciandaro
2009:931; Takats 2011:39]. The problem that underlies the research is the possibility to apply the
term of risk as a definition, which implies uncertainty about absolutely concrete phenomena, which
can be classified more as crimes due to the certainty arising from the awareness of the final result of
the actions carried out by the offenders in the money laundering process. However, in the AML
literature and regulatory documents, the terms of risk and uncertainty are sometimes used as
interchangeably notions [Guerron-Quintana 2012:10], despite the fact that they are defined
differently, the distinction being in the degree of uncertainty of the consequences of a result
associated with money laundering.

The discussion at the level of theory regarding the risk-based approach of the money-
laundering process has been transposed into law since 2000 (Fig. 1).

1980-1990

2017-today

*Tick-box *Risk eMultidimension eTrans-Border

approach Assesment al Risk Risk

*Rules- eRisk-Based Assesment Assesment

Based *Enhanced Risk- eEnhanced Risk-
Based Based

Figure 1. The evolution of the estimation concept of the money
laundering phenomenon in the European legislation
Source: Elaborated by the authors based on the Harvey, J. (2008). Just How Effective is Money Laundering
Legislation. Security Journal, 21(3), 189-211.

The problem related with the identification of an efficient mechanism for preventing and
combating the money laundering phenomenon has always existed and the basis for finding a solution
was to identify the best selection criteria for assessing the phenomenon. Thereby, during the
evolution of the legislation and practice in the field, the regulation aspect became more robust, by
changing from the rule-based principle to the risk-based approach and finally to the enhanced risk-
based approach. So, at the international level the Financial Action Task Force (FATF)
[https://www.fatf-gafi.org/], which is the standard setter organization for combating money
laundering and the financing of terrorism & proliferation promotes through Recommendation No. 1
[FATF 2012-2019] that:

»Countries should identify, assess, and understand the money laundering and terrorist
financing risks for the country, and should take action, including designating an authority or
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mechanism to coordinate actions to assess risks, and apply resources, aimed at ensuring the risks are
mitigated effectively. Based on that assessment, countries should apply a risk-based approach (RBA)
to ensure that measures to prevent or mitigate money laundering and terrorist financing are
commensurate with the risks identified...”.

The European Union Supranational Risk Assessments (SNRAs) use an established methodology
in order to offer a multilateral analysis of the ML or TF risks associated with the activities and
behavior of criminals and offenders. The main task is not to analyze a specific sector as a whole, but
to highlight the situations when the products and/or services offered by this sector can be misused
for ML or TF scopes. These SNRAs are oriented on vulnerabilities identified at EU level, both in terms
of legal framework and in terms of effective application. It does not prejudge the mitigating measures
that some Member States are applying or may decide to apply in response to their own national
ML/TF risks.

DATA SOURCES AND USED METHODS

We will analyze European legislation to identify how it treats the money laundering and what
forms of risk it assumes would be included in this operation, to demonstrate that in the European
Union the ML and FT approach is risk based, but also extended to identify the types of risk per activity.

In order to achieve the stated purpose, a series of scientific research methods were used, among
which: the dialectical method, the method of analyzing the literature in the researched field, the
comparative method, the induction and the deduction, the scientific abstraction, etc. The use of these
methods allowed for a thorough and detailed analysis of European legislation in order to regulate the
ML and FT, making some conclusions, but also recommendations on the application but also its
improvement. The methodological basis of the article is represented by comparative research in
approaching the analysis of the regulatory components.

TRANS-BORDER RISK APPROACH IN EU LEGISLATION

The 1SNRA [6,2017] and 2SNRA [7, 2019] state that the actions of ML and TF are complex risks
affecting the internal market and relating to trans-border activities are the first two reports performed
by the European Union (EU) Commission at a supranational level. The reports are considering the ML and TF
risks that the EU could meet and recommend an extensive mechanism to minimize them. Both documents
provide the most important risks for the internal market in a large number of sectors and the horizontal
vulnerabilities, which can influence these sectors. In this respect, the reports include the mitigating actions that
should be implemented at EU and national level in order to minimize these risks, as well as several
recommendations for the different institutions implicated in processes of combating ML and TF.

Moreover - the risk-based approach expands with a new concept regarding the coverage area - trans-
border risk (figure 1). To minimize these trans-border processes, the EU anti-money laundering and
combating the financing of terrorism (AML/CFT) structure has introduced unified rules of controls and
reporting obligations by the relevant entities and created a vigorous structure for EU Financial Intelligence
Units (FIUs) to analyze suspicious transactions and collaborate with each other. Although considerable and
durable evolution in this field was obtained, additional improvements and new provisions are necessary in
order to strengthen the framework, which will ensure the activities in preventing and fighting ML and TF.
The broad view and analysis of money laundering and terrorist financing risks is of paramount importance
before any legal proposals or additional regulations will be approved and implemented. In this aspect, the
risk assessment is very decisive for the internal market taking into consideration that in their essence the
financial flows are integrated and trans-border.

On the other hand, at the European Union level, the Article 6 of the 4AMLD [1, 2015] provides specific
requirements for the EU Commission to conduct an assessment of the risks of money laundering and
terrorist financing affecting the internal market and relating to trans-border activities. As a result, the
Commission shall draw up a report identifying, analyzing and evaluating those risks at Union level and shall
update its report every two years, or more frequently if appropriate.

The report referred to in above shall cover at least the following:

a) the areas of the internal market that are at greatest risk;

b) the risks associated with each relevant sector;

) the most widespread means used by criminals to launder illicit proceeds.
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In addition, the Article 7 of the 4AMLD obliges the Member States to take appropriate steps to identify,
assess, understand and mitigate the risks of money laundering and terrorist financing affecting the Member
State, as well as any data protection concerns in that regard.

Also, it shall keep that risk assessment up to date and shall make use of the findings of the report
referred to in Article 6.

After performing their own national risk assessment (NRA), the Member State shall use it to:

a) improve its AML/CFT regime, in particular by identifying any areas where obliged entities are to
apply enhanced measures and, where appropriate, specifying the measures to be taken;

b) identify, where appropriate, sectors or areas of lower or greater risk of money laundering and
terrorist financing;

) assistitin the allocation and prioritization of resources to combat money laundering and terrorist
financing;

d) ensure that appropriate rules are drawn up for each sector or area, in accordance with the risks of
money laundering and terrorist financing;

e) make appropriate information available promptly to obliged entities to facilitate the carrying out
of their own money laundering and terrorist financing risk assessments.

Moreover, the Article 8 of the 4AMLD obliges the Member States to ensure that the obliged entities
take appropriate steps to identify and assess the risks of money laundering and terrorist financing, by taking
into account risk factors including those relating to their customers, countries or geographic areas, products,
services, transactions or delivery channels. Those steps shall be proportionate to the nature and size of the
obliged entities. In other words, the 4AMLD require the obliged entities under the AML/CFT provisions to
assess the money laundering and terrorist financing risk in their own field of activity. As a result, the
4AMLD establishes a three-level system for assessing the risks, threats and vulnerabilities of money
laundering and terrorist financing.

Table 1

The EU three-layer system for assessing
the money laundering and terrorist financing risk

yers of EU ML /TF risk assessment Responsible institution
Layer 1 At the level of the European Union EU Commission
(Supranational)
Layer 2 At the level of each EU Member State The designated authority
(National)
Layer 3 At the level of each obliged entity The obliged entities
(Sectorial)

Source: Adapted by the author based on provisions of Art. 6, 7 and 8 of the 4AMLD.

The SNRAs show that all identified sectors are exposed to some additional vulnerabilities:

- infiltration by criminals - criminals can become owners of an obliged entity or find obliged
entities willing to assist them in their money laundering activities.

- forgery - modern technology is making it easier to forge documents and all sectors are
struggling to put in place robust detection mechanisms;

- insufficient information-sharing between the public and the private sectors -the need for
improved mechanisms for feedback from Financial Intelligence Units to obliged entities remains;

- insufficient resources, risk-awareness and know-how to implement anti-money
laundering/countering the financing of terrorism rules — while some obliged entities invest in sophisticated
compliance tools, many have more limited awareness, tools and capacities in this field; and

- risks related with FinTech - the use of online services is expected to increase further in the
digital economy, boosting demand for online identification. The use and reliability of electronic
identification is crucial in this respect.

CONCLUSIONS

a) The EU internal market is still sensitive to money laundering and terrorist financing risks,

namely because of a wide variety of products and services, different legal and financial systems of
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Member States and new technologies, which can ensure a high level of anonymity. These conditions
are creating advantages for perpetrators to launder criminal proceeds.

b) The financial system has a central role in fighting against money laundering. The timely
identification of criminal behaviour and money laundering activities followed by the application of
provisional measures can help to avoid the abuse of financial services and products.

c) Additional measures are necessary to be applied for strengthening the legal AML/CFT
framework of Member States in order to create normative barriers and security layers to be able
identify and reject the attempts of criminals to use the reporting entities for criminal purposes.

d) Supervision authorities and reporting entities are dealing with huge workloads on the part
related with the application of AML/CFT measures, in some particular cases the capacities of
supervision authorities and reporting entities are disproportional with the amounts and volumes of
work that they have to perform.

e) Cash and cash like tools are the main ML/TF risk generating instruments.

f) Together with cash and cash like tools, the internet-based businesses such as online casinos,
crowd funding platforms, e-money and virtual asset online exchangers are posing substantial levels
of ML/TF risks.

RECOMMENDATIONS

a) In the author's opinion, the most strategic solution that can reduce the exposure of the EU
internal market to ML/TF risks is a proper and qualitative transposition of the 4AMLD and 5AMLD
into the local legislation of Member States. It is to be mentioned that a strong AML/CFT legal
framework should cover a three-level regulation system:

- 1stlevel composed of Laws (Acts, Bills) approved by central state bodies such as Parliament,
Government or Head of State, as the case may be, these regulations should include the general
provisions for establishing the AML/CFT regime at a country level.

- 2nd level composed of rules, procedures, instructions, etc. issued by law enforcement
agencies and supervision authorities which regulate their competences related with specific sectors
and/or reporting entities, functions and attributions, rights and obligations according to the limits set
up by the 1 level.

- 3rd]evel composed of internal policies and programs of reporting entities and other third-
party institutions which included specific provisions associated with their own field of activity and
with the business they are carrying out.

b) Member States should ensure that the virtual assets (crypto assets) and natural/legal
persons that are carrying out business activities with virtual assets are duly regulated in accordance
with the 5AMLD. The most problematic part is to identify the authority, which will play the role of the
supervisor, it is necessary to designate the most appropriate institution, so as to, guarantee that it has
enough human, financial and technical resources and institutional capacities to regulate and
supervise the activity of virtual asset businesses. In this regard, the Member States can use not only
the 5AMLD, but also the provisions of FATF Recommendation No. 15 (New technologies) in order to
identify the activities, which can be qualified as virtual asset businesses. It is to be mentioned, that a
very important aspect is to avoid as much as possible the anonymity in transactions with virtual
assets. Thus, the Member States shall make sure that the virtual asset businesses operating on their
territories are applying proper Customer Due Diligence measures.

c) The financial supervision authorities should have sufficient resources to fully carry out their
functions in relation with obliged entities and work amount, which results from their attributions.
The human resources must be adjusted i.e. it is necessary to have a sufficient number of staff in-
charged with AML obligation. In addition, the education and training of staff should be a continuous
priority in order to ensure the highest level of staff qualification. The AML/CFT divisions should be
supplied with special equipment and software which will offer the possibility to detect in due time
the potential illegal activities, as well as to generate certain operational or strategic reports regarding
the trends of using the financial services or products. A very important aspect is the proper
remuneration of AML/CFT personnel, this principle is necessary to be respected in order to avoid the
unhealthy flow of staff and thus to preserve the institutional memory and experience gained during
long periods of time. The supervision authorities should guarantee that they have the possibility to
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freeze or block the suspicious transactions and operations, even if the reporting entity didn’t apply
the provisional measures for some reasons. The supervision authorities should reserve the right to
apply the provisional measures on their own initiative in a rapid and efficient manner, until the
transactions or operations are properly verified.

d) In order to ensure a good application of AML rules it is necessary to pay a special attention
to persons who are qualified as founders or shareholders of reporting entities, as well as to persons
which are holding senior management positions. The supervision authorities should apply enough fit
and proper procedures, especially in relation with big obliged entities. The quality of persons, which
are holding or managing the obliged entity can be essential when it comes to minimizing the ML/TF
risks. In this regard, the supervision and regulation authorities should make sure that the obliged
entity’s structure of ownership and control is transparent and that the persons, which are exercising
the control through different means have impeccable reputation.

e) The personnel of supervision authorities and reporting entities who are exercising functions
in AML/CFT divisions should have legal guaranties and protection measures in order to avoid
inappropriate influences because of the specificity of activity that they are performing, these
measures should be organized in a manner that will minimize any pressing or improper influence
over the employees.

f) Anincreased attention should be paid on the proper and correct application of due diligence
measures in regard not only to new, but also to existing customers. The most common constantly
repeated mistake is the fact that the employees of obliged entities are not collecting enough
information and documents and are ignoring the necessity to verify the obtained data by using other
relevant and trustworthy sources of information, which is paramount for preventing any abuse of
criminals. The training of front office personnel is very important for ensuring that the reporting
entities have sufficient information, so as to, understand the risk profile of customers. The front
officers are those who are interacting directly with clients and they are the first defence line and the
quality of their training and education is directly proportional with the integrity of a reporting entity.

g) From the AML perspective the exchange of information between the relevant institutions
plays a central role for the protection of a certain jurisdiction from undue influence of criminal
elements. The cooperation among authorities at the national level and at the level of Member States
should be organized both vertically and horizontally between FIU, supervision authorities, law
enforcement agencies and obliged entities. The participants of the AML/CFT chain should be
encouraged to exchange information on a regular and spontaneous basis and should contain at least
the typologies and ML trends, the list of proceeds generating criminal offences, the list of jurisdictions,
products, services and customers profiles, which can posse potential ML/TF risks, as well as the black
list of natural and legal persons which should be rejected because of high ML/TF threats. The
exchange of information should be organized, so as to, ensure a high level of confidentiality and
protection of personal data.

h) Itis a good practice to arrange the gradually decrease of cash in the circulation, as well as to
shrink the dissemination and use of high denomination banknotes, which are the favourite of money
launderers and criminal organizations. Cash is the main instrument, which has the highest level of
money laundering and terrorism financing risk because it offers the possibility to guarantee the
anonymity, as well as to avoid to a certain degree the recording and tracing of transactions and
operations, in this regard cash can be freely transported and exchanged. The Member States, which
are traditionally oriented on a cash-based structure of economy are facing higher ML/TF risk. With
little effort, the cash obtained through proceeds generating offences can be easily introduced in the
circulation of the legal economy. On the other hand, the economies which are primarily using other
payment instruments as credit/debit cards or wire transfers have lower ML/TF risks, this fact is
possible due to different levels of security, such as registration of every transaction or operation and
other relevant information, which offers the possibility to identify and prevent in a timely manner the
suspicious and/or criminal activities.
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ABSTRACT

As the Republic of Moldova has limited opportunities to provide generous financial support to
farmers, it is extremely important to efficiently use subsidy means, so as to contribute to the development
and modernization of agriculture and rural areas. The development of agriculture in a dynamic way can
be achieved on the basis of an efficient subsidy system, administered, monitored and evaluated. The aim
of the research is to analyse and evaluate the efficiency and impact of subsidization on the development
of the agricultural sector and to ensure a stable increase in agricultural production, emphasizing main
support measures in this direction. To carry out this study, various research methods were used, such as:
observation method, table method, analysis and synthesis method, comparison method, monographic
method, statistical data collection. This article presents an analysis of the evolution of the subsidy fund for
agricultural producers, which has increased 2.25 times in the last 7 years. There has also been analysed the
structure of beneficiaries of subsidies according to the legal organizational form, who received subsidies
during the reference period. It has been found that households are in the top of beneficiaries of subsidies who
had a share of 62.03% in 2018. The distribution of subsidies by development regions and per one hectare of
agricultural land in the profile of development regions has been studied and it has been found that the
predominant share is held by agricultural enterprises in the Centre region, about 38.9% of the means of the
subsidy fund. The results of the research show an increase in the subsidy level, through support measures. In
this context, we can mention that the support measures must ensure an efficient use of the subsidies.

Keywords: financial result, efficiency, subsidies, investments, subsidy fund, support measures, subsidy means.

In conditiile in care Republica Moldova are posibilitdti limitate de a acorda un suport financiar generos
agricultorilor, este extrem de important utilizarea eficientd a mijloacelor de subventionare, astfel, incdat sd
contribuie la dezvoltarea si modernizarea agriculturii si spatiului rural. Dezvoltarea agriculturii pe cale
dinamicd poate fi realizatd in baza unui sistem eficient de subventionare, administrat, monitorizat si evaluat.
Scopul cercetdrii constd in analiza si evaluarea eficientei si impactului subventiondrii asupra dezvoltdrii
sectorului agricol si asigurdrii unei cresteri stabile a productiei agricole, accentudnd in aceastd directie
principalele mdsuri de sprijin. Pentru realizarea acestui studiu s-a apelat la diverse metode de cercetare
precum: metoda observdrii, metoda tabelelor, metoda de analizd si sintezd, metoda comparatiilor, metoda
monograficd, preluarea statisticd a datelor. In prezentul articol, se regdseste o analizd a evolutiei fondului de
subventionare a producdtorilor agricoli, care, in ultimii 7 ani, a inregistrat o crestere de 2,25 ori. De asemenea,
s-a analizat structura beneficiarilor de subventii dupd forma organizatoricd juridicd, ce au accesat subventii in
perioada de referintd, se constatd cd gospodadriile tdrdnesti sunt in topul beneficiarilor de subventii care, in anul
2018 detin o cotd de 62,03%. A fost studiatd repartitia subventiilor pe regiuni de dezvoltare si la un hectar de
teren agricol in profilul regiunilor de dezvoltare si s-a constatat cd cota preponderentd o detin intreprinderile
agricole din regiunea Centru, circa 389% din mijloacele fondului de subventionare. Rezultatele cercetdrii
constatd o crestere a nivelului de subventionare, prin intermediul mdsurilor de sprijin. In acest context
mentiondm, cd mdsurile de sprijin trebuie sd asigure o utilizare eficientd a mijloacelor de subventionare.

Cuvinte-cheie: rezultat financiar, eficientd, subventii, investitii, fond de subventionare, mdsuri de
sprijin, mijloace de subventionare.
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B ycaosusix, koeda Pecnybauka Mosdoea umeem ozpaHuyeHHble 803MONCHOCMU Npedocmas/ieHust
3Ha4Yume/ibHoll PuUHaHco8ol nomMowu epmepam, oO4eHb 8A*CHO UCNO01b308amb domayuu 3PgdexmueHo,
Umo6bl NOBAUSIMb HA PA38UMUST U MOOepHU3AYUH Ce/bCKO20 X03sUcmea U CeabCKol MecmHOocmu.
Paszsumue cesnbcko2o x03s1licmea 8 JUHAMUKe MOXCHO OCYWEeCmaums Ha 0CHO8e 3hdheKmusHoll cucmembl
domayuti, ynpasisiemoll, Habrodaemotl u oyeHEHHOlL Lleab uccaedosaHusi cocmoum 8 aHAAU3€ U OYeHKU
sgppekmusHocmu u sAussHUU domayuil Ha passumue ceabCKo20 X035licmea U obecheveHust cmabu1bHO20
pocma ce/fbCKoX03s1UCm8eHHol nNpodykKyuu, akyeHmupysl 8 3MmOM HANpPAe/AeHUU OCHOBHble Mepbl
nodoepacku. B daHHoM uccaedogaHuu 6bLIU UCNO/Ab308AHbI PA3AUYHbIE Memodbl: HAO00eHUe, Memod
mabauy, Memod aHa.u3a u cuHmesa, Memoad cpasHeHull, MoHozpaguueckuil Memod, cmamucmuyeckas
ob6pabomka daHHblx. Bei1 ocywecmesen aHaaus ssoawoyuu gonda domayuil cenbCkoXo3aUcmeeHHbIX
npousgodumejietl, KOmopbwlil 8 nocaedHue 7 siem 3apezucmpuposas pocm 8 2,25 pasa. Takice, 6bii1 clenaH
aHaauz cmpykmypwl GeHeduyuapos domayuii no Op2aHU3AYUOHHO-KOpUduveckol ¢opme, 2de
ycmaxossieHo umo epmepckue xozsiticmea e 2018 2ody ydepycusarom 62,03%. Bviio uccaedogaHo
pacnpedeseHue domayuili no pe2uoHaM pa3euMuUsl U HA 2eKMap Ce/bCKoX03s1cmBeHHbIX njowadel 8
npoduse pesuoHo8 pazgumusi U YCMAHOB/AEHO Ym0 HAubobwyw doaw  ydepiycusaiom
ce/nbckoxosslicmeeHHble npednpusimust u3 pezuoHa Llenmp (38,9% u3 cpedcme ¢oHda domayuli).
Pe3ysabmamol uccsedosaHusi nokasvlearwm pocm yposHs domayuill, Kak mepbl noddepixcku. BadxcHo
noduepkHyms, 4mo Mepbl noddepicku Jo/1dcHbI 06echevums 3PdeKkmueHoe Ucho/b308aHue cpedcmae
domauyuti.

Knatouesvie cnosa: ¢uHaHcoswlil pezysbmam, agpdpekmusHocms, domayuu, uHeecmuyuu, ¢oHd
domayuti, mepwvi noddepaicku, cpedcmsaa domayuii.

INTRODUCTION

The major objective of agricultural enterprises is determined by the ever-increasing requirements
of the population and of the processing industry for agricultural products, and also by the economic and
financial results. The achievement of the objective in question is conditioned by the pursuit of a profitable
activity based on a reasoned system of state support. This support system is manifested by the allocation
of subsidies from the state budget to stimulate investment in the agricultural sector. Subsidies are a form
of government support for agricultural enterprises and households to supplement their incomes,
stimulate the production of agricultural products and influence the cost of these products, and subsidies
are a considerable source of coverage for agricultural production costs.

The issue of subsidizing the agricultural sector has recently become relevant in the Republic of
Moldova, being addressed in various scientific papers of local researchers. Among the local researchers
who studied this subject we can mention Tomita P., Litvin A., Cimpoies L. and others (Tomita 2013; Litvin
2013; Cimpoies 2013). The mentioned authors referred to the issues related to the structure and role of
the subsidy, to the targeting of support measures, as well as to the aspects of the subsidy in the Republic
of Moldova in correlation with other European countries. But at the same time, we consider it necessary
to argue the effectiveness of the means of subsidization in agricultural enterprises. Based on the above,
the aim of the research is to analyze and evaluate the efficiency and impact of subsidization on the
development of the agricultural sector and to ensure a stable increase in agricultural production,
emphasizing the main support measures in this direction.

DATA SOURCES AND METHODS USED

The informational and statistical support of the investigations was provided by the legislative acts
of the Republic of Moldova, generalizing data of the National Bureau of Statistics of the Republic of
Moldova, Agency for Interventions and Payment for Agriculture, Ministry of Agriculture, Regional
Development and Environment of Moldova, Agency for Land Relations and Cadastre. The concepts of
economists from the country and abroad served as methodological support.

The following research methods were used in the stady: observation method, table method, analysis
and synthesis method, comparison method, monographic method, statistical data collection.

RESULTS OF OWN RESEARCH AND DISCUSSIONS

Subsidies in agriculture are a widespread phenomenon that is used practically in all the countries.
The highest level of subsidy among European countries was registered in Norway, Switzerland and
Iceland, where subsidies make up 65-75% of the agricultural production value. The average rate of
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subsidies in the European Union (EU) is 35% of the agricultural production value (Tomita 2013: 73).

Subsidizing the agricultural sector in the Republic of Moldova has become the most debatable topic,
as the pace of growth of the national economy directly depends on the economic growth in agriculture, a
branch that covers more than 30% of the republic's jobs.

In these conditions, in order to move agriculture and rural area on a more dynamic path of
development, it is necessary to promote them through subsidies (AIPA 2018, 2019):

* Measures to stabilize agricultural production by protecting agricultural activities from
unfavorable climatic factors such as prolonged drought, which is a common phenomenon;

» Measures to stimulate agricultural activities to replace imports with competitive domestic
products that can compete with imported products;

» Measures to change the structure of agriculture that should focus on high value-added products
which means there should be made a list of products and activities that are considered to provide high
added value and to allocate special resources in this direction;

» Measures to protect the rural environment, first of all the soil in all activities in the rural area, not
only the agricultural ones;

* Subsidy measures should focus on agricultural production with export potential, and especially
on those high value-added products that do not cover domestic consumption needs such as potatoes,
vegetables, fruits, meat and milk;

» Measures to develop and support complex businesses with the involvement of several activities
of the value chain.

The implementation of subsidy measures will have an impact on increasing incomes of agricultural
producers, will create favorable conditions for households. At the same time, these subsidy measures will
help increase opportunities for business development in rural tourism.

A high level of mobilization of financial resources to subsidize the agricultural sector has been
registered during the last 7 years. Thus, in the period 2012-2018, the subsidy fund with the contribution
of external development partners registered a high increase from 400 million lei in 2012 to 900 million
lei in 2018 (figure 1).

1000
900
800
700
600 700
500 564,7
400 462,8
300
200
100
0 7 7 . T T T
2012 2013 2014 2015 2016 2017 2018

Figure 1. Evolution of the subsidy fund for agricultural producers
in the Republic of Moldova, million lei
Source: Elaborated by the author based on the Agency for Intervention and Payments in Agriculture.

The data presented in figure 1 show an increase of the subsidy fund in 2018 compared to 2012 by

500 million lei or 2.25 times.
We would like to mention that one of the biggest challenges is the inability of the Agency for
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Intervention and Payments in Agriculture (AIPA) to meet its financial obligations to all grant beneficiaries,
because the agency pays on average about 70% of the total amount of subsidies authorized for the
management year, the rest being transferred for the following budget year (figure 2).

From the graphic presentation we can notice that from the subsidy fund for 2018 the
agricultural producers were financed in proportion of 70.2%. An essential share is constituted of the
arrears for 2017, which make up 24.6% of the authorized amount. The contribution for the National
Fund for Vine and Wine and the expenses for the administration of the National Fund for Agriculture
and Rural Development (NFARD) constituted respectively 3.2% and 2.0%.

4 ) o >

Financing agricultural
producers in 2018
631,8 mil.lei

Arrears to farmers in
2017
221,4 mil.lei

. Subsidy fund /
900 mil. lei

Ve

Contribution to the
National Vine and Wine
Fund
28,8 mil.lei

Expenses for the
administration of NFARD
18,0 mil.lei

Start-up projects
45,0 mil.lei

Figure 2. Distribution of NFARD in 2018
Source: Prepared by the author on the database of the Agency for Intervention and Payments in
Agriculture

Thus, late payments to beneficiaries are the main problem. Solving this problem requires the
grant fund to have a stable amount over several years that would allow 100% funding regardless of
current budget revenues.

The volume and structure of subsidies must correspond to the development objectives
stipulated in the National Strategy for Agricultural and Rural Development for the years 2014-2020
and contribute to the efficient use of subsidy means. The usefulness and relevance of the grant
mechanism can be appreciated from the perspective of the support provided to the implementation
of this strategy, which is limited to ensuring three objectives (Strategy 2014-2020):

1. Food security of the country;

2. Production of agricultural products with high added value;

3. Sustainable use of financial resources.

In the context of ensuring the country's food security, subsidizing agricultural producers can be
geared towards supporting three main directions:

1. Research on new production technologies;

2. Promoting and implementing measures to adapt and mitigate the effects of climate change
on agricultural production;

3. Supporting efforts to diversify the food balance (in the case of our country, ensuring the
internal resources of the necessary vegetables, meat and dairy products).

The national strategy for agricultural and rural development for the years 2014-2020 expects
the diversification of beneficiaries of subsidies and an increase in investments from 3 billion lei per
year (in 2012) to about 4 billion in 2020 (Strategy 2014-2020:86).

As an argument for the implementation of the strategic objectives we can see the diversification
of the beneficiaries according to the form of legal organization (table 1).
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Table 1

Distribution of the subsidy fund according to the forms of organization

Type of organization

ofa

Number of

beneficiaries

ricultural enterprises in 2018
Authorized

Share,
%

amount of
subsidies,
mil. lei

Share,
%

1. Joint-stock company 43 0,97 41,9 4,34
3;)‘:52;“;‘;‘;”‘ production 111 2,52 71,1 7,37
3. Limited liability company 1418 32,15 582,7 60,42
4, Peasant household 2736 62,03 252,1 26,14
5. Sole proprietorship 73 1,65 12,9 1,34
6. State enterprise 3 0,07 0,3 0,03
7. Public association 22 0,50 2,8 0,30
8. Limited partnership 5 0,11 0,6 0,06
3(.:;11‘;);11111;t10n and trade 0 0 0 0
Total 4411 100,00 964.,4 100,00

Source: Elaborated by the author on the database of the Agency for Intervention and Payments in
Agriculture.

The data presented in table 1 show that in the structure of the beneficiaries of subsidies in 2018,
the predominant share belongs to the peasant households - 62.03%. More than 32% of the
beneficiaries are limited liability companies. This fact reflects a change from the 2012-2015 average
when limited liability companies and joint-stock companies owned 44% and peasant households and
individual enterprises -52%. At the same time, the structure of the amounts authorized by subsidies
show us that more than 582 million lei or more than 60% belongs to limited liability companies, while
to the peasant households - 26.14%.

Positive development in subsidy policies in recent years have resulted in the inclusion of
agriculture in national development strategies as a priority sector and the drafting of the following
legislation:

- Subsidy Regulation for the years 2017-2021;

- Government Decision on the distribution of funds of the National Fund for Agriculture and
Rural Development (NFARD) no. 455 of 21.06.2017, no. 201-213.

The subsidy regulation for the years 2017-2021 stipulates the eligibility criteria for subsidizing
agricultural producers and the ceiling (maximum amount) of subsidies in the profile of measures and
sub-measures.

We believe that setting subsidy ceilings for each measure will ensure an efficient use of funds.
The amounts granted to subsidizing measures are the most important means by which the money can
be directed so as to achieve the development objectives of agriculture and rural area.

The research on subsidies granting has shown that the most important technical constraint is
that the allocation takes place on an annual basis. This method has the following disadvantages:

- the farmer lacks the confidence that the measure will be in force the next year;

- it does not allow businesses to join development projects, because their implementation lasts
more than a year;

- it allows corruption, because there exists the fear that the subsidies will not be paid later.

Taking into account these disadvantages and the need to improve the subsidy system, the
Government has decided to change the way grants are awarded in 2017 on the basis of multi-annual
programs, in which the objectives and subsidy measures remain stable. Thus, starting with 2017, the
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support measure “Stimulating investments in the acquisition of the No-till and Mini-till equipment”
was introduced with an amount of 54.4 million lei. In the profile of support measures, the
predominant share in 2018 belongs to the following measures:

- stimulating investments for the development of post-harvest and processing infrastructure
27.68%;

- stimulating investments in the acquisition of agricultural machinery and equipment - 27.08%;

- stimulating investments for the establishment, modernization and deforestation of multi-
annual plantations (including fruit and vineyards) - 20.36%.

By the Government's decision, starting with 2017 the support measures will remain stable,
which will allow the adjustment to the European practices, ensuring (GD 2017):

1. planning and establishing possible subsidy support measures in accordance with the
National Strategy for Agriculture and Rural Development for a period of at least 5 years, thus ensuring
continuity in the support of agricultural producers.

2. the activities of receiving, examining, inspecting, authorizing applications for grants and
making payments shall be based on the following principles:

a. efficiency based on economic-financial arguments;

b. decisional transparency;

c. continuity of support processes for agricultural producers.

3. classification of agricultural producers in small, medium and large agricultural producers,
criteria characteristic of the definitions were provided in Law no. 206-XVI of 07.07.2006 on the
support of the small and medium enterprises sector, adapted to the peculiarities of the agricultural
sector, being defined depending on the land areas processed by agricultural producers.

4. the implementation of a new system for monitoring the reasonability of investment costs,
not to allow an artificial increase in the value of investments in order to unfairly benefit from higher
subsidies, given that the investment subsidy is calculated from expenses incurred, confirmed by
invoices, payments, and so on.

5. the size of the subsidies will not exceed 50% of the investment cost, and the agricultural
producer under a measure will be entitled to the subsidy only once a year.

The Regulation also provides for the inclusion of two new support measures, namely the
stimulation of promotion activities on external markets consists in the allocation of financial
resources for supporting producer groups via agricultural professional associations in participating
and organizing agri-food exhibitions, fairs, and competitions, including external markets’ chains, to
increase competitiveness and promote local agricultural and food products.

In addition, in order to encourage organic agri-food production, to support small and medium-
sized businesses and to attract young people and women farmers to agriculture, subsidies in
increased amounts are granted to (AIPA 2017):

a) young agricultural producers and women farmers -15%;

b) agricultural producers engaged in cultivating organic crops or breeding organic livestock -20%.

From the perspective of developing the competitive advantages of the agricultural sector and
its integration in European and international trade, submeasure 1.6 "Stimulating investments for
post-harvest and processing infrastructure development”, corresponds mostly to the first objective
of the National Strategy for Agriculture and Rural Development for 2014-2020 which consists in
increasing the competitiveness of the agri-food sector through restructuring and modernization.
Moreover, the level of concentration of subsidy applications is close to 35%, and the share of the
allocation of subsidized amounts varies from 22.6% in 2013 to 27.68% in 2018. In figure 3 we present
the evolutionary nature of the means subsidized under submeasure 1.6.

The data presented in figure 3 show us that despite the decrease in the allocated amounts from
141.3 million lei in 2014 to 76.4 million lei in 2015, within the period 2015-2017 an increasing trend
is maintained. Thus, in 2017 the amount of subsidies for the development of post-harvest-processing
infrastructure increased by 104.8 million lei or almost by 2.37 times compared to 2015.In 2018, there
was a decrease in the allocated amounts from 181.2 million lei to 170.2 million lei.
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Figure 3. Dynamics of subsidized amounts aimed at stimulating investments
for post-harvest and processing infrastructure development, mil. lei
Source: Elaborated by the author on the database of the Agency for Intervention and Payments in Agriculture

One of the most stable subsidy measures over the years is "Stimulating agricultural producers to take
loans from financial institutions." The impact of this measure on increasing the competitiveness of
agriculture is manifested by:

* boosting the use of credit by a large number of agricultural producers;

« increasing the profitability of the operational activity;

e increasing incomes of agricultural producers and reducing poverty in rural areas.

The subsidy regulation for the years 2017-2021 provides for the granting of loans to agricultural
producers for purchasing the following goods and services:

« seeds and planting material;

o fuel;

« fertilizers;

» means of plant and animal protection;

e fodder;

« greenhouse modules, verandas, tunnels, film for greenhouses;

e equipment, agricultural equipment, irrigation systems, anti-hail equipment, etc.;

« technological equipment and machinery to develop post-harvest infrastructure and primary
processing.

The maximum amount of credit for a beneficiary is 100 thousand lei, and for producer groups the
credit ceiling is 300 thousand lei.

The subsidy for the purchase of refrigerators for storing fruits, vegetables, grapes will constitute
(AIPA 2018): for a beneficiary - 3 million lei; and for producer groups - 4.5 million lei.

Based on the fact that the level of technical endowment of agriculture in the Republic of Moldova is
low, one of the priority directions of subsidy is considered "Stimulating investments for procurement of
agricultural machinery and equipment" whose share for the period 2013-2018 is on average 23.87%.
According to the data of the Agency for Intervention and Payments in Agriculture within the period 2012-
2016 annually there were purchased over 1500 units of high capacity tractors, high precision seeders, and
multi-operational grain harvesters. More than 20% of the total allocated resources are intended for the
purchase of multifunctional combines for harvesting cereals, peas, and another 10% were allocated for
baling, pressing of vegetable waste. Of the amount of subsidies for this measure, 10% was intended to
purchase the No-Till and Mini-Till technology.

The analysis of the support measures and the allocated amounts shows that almost 80% of the total
amount of subsidies effectively contributed to the achievement of the strategic objectives. Therefore, in
order to increase the effectiveness of support measures, it is necessary to implement the subsidy
instruments in more detail in order to make them more targeted.

The study on the allocation of subsidies in territorial profile allowed us to identify some
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discrepancies between development regions and administrative districts by the total volume of subsidies
[5], their structure and the amount allocated in the calculation per hectare of agricultural land. On average
in 2015-2017, most subsidies were allocated to the districts: Cahul (5.09%), Comrat (5.18%), Causeni
(4.33%), Hincesti (4.16%), laloveni (3.94%). The least subsidies were allocated to the districts:
Basarabeasca (1.0%), Vulcanesti (0.9%), Leova (1.3%), Dubasari (0.98%). In the period 2015-2018, the
ratio between the shares of districts with the largest amounts of subsidies compared to the smallest was
from 3.9: 1.0 to 5.2: 1.0. The calculations showed us that the biggest beneficiaries of subsidies are the
districts where the economic level of development is high, and the level of consultancy and information
for agricultural producers was also high.

Table 2
Dynamics of subsidies calculated per 1 ha of agricultural land in the profile of the districts
from the Centre region, lei

.. On average

Districts 2015_201g7
Anenii Noi 297,46 24491 402,86 315,1
Calarasi 119,44 140,51 347,74 202,6
Criuleni 150,50 534,06 502,28 395,6
Dubasari 111,06 350,33 306,70 256,0
Hincesti 216,82 245,45 326,13 262,8
Ialoveni 312,67 483,99 528,76 441,8
Nisporeni 497,04 243,32 368,69 369,7
Orhei 221,03 244,81 321,30 262,4
Rezina 88,96 192,43 291,40 190,9
Straseni 422,54 416,02 400,34 413,0
Soldanesti 242,54 280,61 536,32 353,2
Telenesti 166,44 220,04 233,30 206,6
Ungheni 177,53 228,82 386,72 264,4
Total 232,62 294,25 380,97 309,3

Source: Author's calculations based on information from the Agency for Intervention and Payments in
Agriculture and the Agency for Land Relations and Cadastre.

At the same time, the calculations performed in table 2 attest to the existence of discrepancies
in the amount of subsidies per hectare of agricultural land in the profile of the districts from the Centre
region. Thus, on average for the years 2015-2017, the highest amounts of subsidies per hectare of
agricultural land were received by the districts of [aloveni - 441.8 lei, Straseni - 413.0 lei and Criuleni
- 395.6 lei. And the districts with the lowest amounts of subsidies per hectare were: Rezina - 190.9 lei,
Calarasi -202.6 lei and Telenesti -206.6 lei.

B South Region
29,45% m Centre Region
 North Region
B ATU Gagauzia

Figure 4. Distribution of subsidies in the profile of development
regions within the period 2015-2018 (in percentages)
Source: Elaborated by the author on the database of the Agency for Intervention and Payments in Agriculture
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Analyzing the distribution of subsidies by development regions on average for the period 2015-
2018 (figure 4) we can see that the predominant share of the means of the subsidy fund belongs to
the Center region-37.53% which is explained by the increase of subsidized amounts per hectare of
agricultural land in 2018 compared to the average 2015-2017 by almost 37%. The North Region in
the reference period used 29.45% of the total amount of subsidies or 8.08% less than the Center
region. The agricultural producers from the South region and ATU Gagauzia received respectively
24.99% and 8.03% of the means of the subsidy fund.

Calculations show that for each hectare of agricultural land in the period 2015-2017, the
amount of subsidies on average for the republic is 261.2 lei, which is insufficient for the development
of competitive agriculture (figure 5).
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Figure 5. Dynamics of subsidies in calculation per hectare of agricultural land
in the profile of development regions (lei/ha)
Source: Author's calculations based on the information from the Agency for Intervention and Payments
in Agriculture and the Agency for Land Relations and Cadastre.

The level that exceeds the average subsidy per republic is attested in ATU Gagauzia -309.5
lei/ha and the Center region -309.3 lei / ha. In the South region it is attested that for every hectare of
agricultural land in 2015-2017 there were allocated 253.1 lei or 7.9 lei less than the average per
republic. The lowest level of subsidy was registered in the North region -213.2 lei/ha or 48 lei less
than the average per republic.

The data presented in figure 5 show the dynamic increase of the subsidy level which is a result
of the considerable increase of the subsidy fund in the period 2015-2017 compared to the period
2012-2014.

Regarding the economic efficiency, we can see the following:

- Comparing the growth rate of subsidies and sales revenues, we can notice that the growth
rate of revenues is lower than that of subsidies by 8.85 pp, which shows that there is a reduction in
the efficiency of using subsidies;

- The dynamics shows the reduction of revenues per one leu of subsidies in 2017 compared
to 2016 by 5.22 lei or by 28.84%.

CONCLUSIONS

In order to develop agriculture and rural areas in a more dynamic way, it is necessary to
subsidize agricultural producers, which can promote a wide range of support measures and especially
those related to the protection of agricultural activities from unfavorable climatic factors such as
drought, which is a common phenomenon in our country. It has been found that in the last seven years
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the trend of subsidizing the agricultural sector has been upward. Thus, in 2018 compared to 2012,
the subsidy fund increased by 500 million lei or 2.25 times. In the structure of the subsidies
beneficiaries, the largest share of subsidies are accessed by Ltd (limited liability company) which, in
2018, obtained subsidies in the amount of 582.7 million lei or 60.4% of the value of the National Fund
for Agriculture and Rural Development, being followed by PH (peasant households) which received
subsidies in the amount of 252.1 million lei or 26.1% of the value of the National Fund for Agriculture
and Rural Development.

Analyzing the distribution of subsidies by development regions, we found out that within the period
2015-2018 the predominant share is held by agricultural enterprises in the Centre region -37.53% of the
means of the subsidy fund.

The calculations showed us that in the reference period the amount of subsidies per hectare of
agricultural land constituted 261.2 lei on average for the republic, ATU Gagauzia - 309.5 lei / ha, the Centre
Region -309.3 lei / ha, the North Region and the South Region respectively 213.3 and 253.1 lei/ha.

The research results show an increase in the dynamics of the subsidy level. At the same time
with the increase of subsidies level, there is a reduction in economic efficiency, which is manifested
by the decrease in sales revenues per one leu of subsidies. In the current situation, we consider that
measures to monitor subsidies and their efficient use are necessary.
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ABSTRACT

The use of modern marketing strategies for small and medium-sized enterprises (SMESs) is an important
factor that can contribute to strengthening entrepreneurial activity, qualitative structural changes to SMEs,
and ensuring business sustainability and stability. The digital revolution and technologies open up new
opportunities for the business sector, improving the quality of communication with customers, while digital
marketing (DM) is an important tool that can ensure the competitiveness and effectiveness of actions taken to
promote products and services. This article presents the results of a qualitative study of the perception and
practice of SMEs in the field of DM conducted by the author in 2019. Twenty entrepreneurs — SME owners in
Chisinau were interviewed. The analysis also includes a case study of the BRAVO-MOTORS company practice.
The theoretical and conceptual framework of the study is comprised of modern marketing theory, Resource-
Based View approach (Wernerelt B.) and Theory of dynamic capabilities (Teece et al.). The results of the study
showed that SMEs do not pay due attention to digitalization of business processes, data collection and analysis,
optimization of work processes and monitoring of key indicators. The role and importance of developing a
marketing strategy is in many cases underestimated, and marketing activities are limited to the use of individual
marketing elements only. There is a low level of competence of entrepreneurs in the field of marketing, especially
regarding modern marketing tactics and strategies, as well as the lack of an integrated approach to the strategy
of promotion and development of the company.

Keywords: digital marketing, small and medium interprises.

Utilizarea strategiilor moderne de marketing de intreprinderile mici si mijlocii (IMM) prezintd un factor
important care poate contribui la consolidarea activitdtii de antreprenoriat, la modificdri structurale calitative
ale IMM-urilor, la durabilitatea si stabilitatea afacerii. Revolutia digitald si tehnologia oferd oportunitdti noi
pentru sectorul de antreprenoriat prin imbundtdtirea calitdtii de comunicare cu clientii, iar marketingul digital
(MD) este un instrument important ce poate asigura cresterea competitivitdtii si eficientii actiunilor intreprinse
pentru promovarea produselor si serviciilor. In acest articol sunt prezentate rezultatele cercetqrii calitative
privind perceptiile si practicile IMM in domeniul MD, realizat de cdtre autor in anul 2019. Au fost intervievati
20 de antreprenori - proprietari ai IMM-urilor cu sediul in mun.Chisindu. Analiza include, de asemeneaq, un
studiu de caz al practicii companiei BRAVO-MOTORS SRL. Baza teoretico-conceptuald a cercetdrii au constituit
teoria contemporand a marketingului, abordarea bazatd pe resurse (Resource-Based View, Wernerelt B.),
teoria capacitdtilor dinamice (Theory of dynamic capabilities, Teece et al). Rezultatele cercetdrii au
demonstrat cd IMM nu acordd o atentie cuvenitd digitalizdrii proceselor de afaceri, colectdrii si analizei datelor,
optimizdrii proceselor de muncd si controlului indicatorilor cheie. Rolul si importanta dezvoltdrii unei strategii
de marketing in multe cazuri sunt subestimate, activitdtile de marketing limitdndu-se la utilizarea doar a unor
elemente de marketing. S-a constatat un nivel scdzut de competentd a antreprenorilor in domeniul
marketingului, in special privind tacticile si strategiile de marketing modern, precum si lipsa unei aborddri
integrate a strategiei de promovare si dezvoltare a companiei.

Cuvinte-cheie: marketing digital, intreprinderi mici si mijlocii.

Hcnosb3o8aHue cospemMeHHbIX MapKemuH208blx cmpameaull 0151 MA/bIX U CPeOHUX npeonpusimull
(MCII) sensemcsi  eaxcHbIM — HaKMoOpoM, CnNOCO6CMEYIOWUM — YKPENnaeHurw npeonpuHUMamebekoll
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AKMUBHOCMU, KA4€CMBEHHbIM CMPYKMypHbiM UusmeHeHustm  MCII, obecneveHuro ycmotMugocmu u
cmabuibHocmu 6u3Heca. Llugpposas pesosoyusi U mexHO/I02uU OMKPBLIBAOM HOBble 803MONCHOCMU 015
npednpuHUMamebCKo20 CeKmMopa, Y/y4uasl KaHecmeso c8s3U ¢ KAueHmamu, a dudxcuman-mapkemume (M)
516/15emcsl  8ANHCHbIM  UHCMPYMEHMOM, KOmopblll Moxcem obecnevyumb KOHKYPEeHMOCnoCo6HOCmb U
sgppekmusHocmb delicmautl, npednpuHuMaeMbvlx 015 npodsuiceHUs npodykyuu u ycaye. B danHotl cmamve
npedcmas.ieHbl pe3y1bmambl Ka4ecmaeHHo20 uccaedosanust eocnpusimusi u npakmuku MCII e o6aacmu /M,
nposedeHHoz20 asmopom & 2019 20dy. bbLi1o npounmepsviouposaro 20 npednpuHumameseli - eaadesvyes MCIT
8 2. Kuwunese. Hccaedosanue makiice eKkarouaem aHaauz npakmuku komnaHuu BRAVO-MOTORS. Teopemuko-
KOHYenmyaabHoll 0CHOBOT UCC/1eJ08AHUSI NOCAYHCUAU COBPEMEHHASI MEOPUS MAPKEMUH2A, PECYPCHBbIU nodxo0
(Resource-Based View, Wernerelt B.), meopusi dunamuueckux cnocobHocmeli (Theory of dynamic capabilities,
Teece et al). Pesyabmambl ucciaedogaHuss nokazaau, umo MCII He ydessitom O0O0/X#CHO20 BHUMAHUS
yugposuayuu 6UsHec-npoyeccos, c6opy U aHau3y 0aHHbIX, ONMUMU3AYUU pabOYUX NPOYecco8 U KOHMpPOHo
K/ouesblx nokazamesell. Posb u eaxcHocmb paspabomku MapkemuH2080U cmpamezuu 80 MHO2UX C/AyYAsIX
HedooyeHU8arMmcs,, a MapKkemuH208as1 0esime/ibHOCMb 02PAHUMUBAEMCS] UCNO.1b308AHUEM JUUb OMOe/IbHbIX
MapKemuH208bIx 3/1eMmeHmos. Habarodaemes: HU3Kuill yposeHb KomnemeHmHocmu npednpuHumamesetl 8
obaiacmu mapkemuHaa, 0COGEHHO KACArOWUXCSl COBPEMEHHbIX MAPKEMUH208bIX MAKMUK U cmpameauti, a
makice omcymcmesue KOMN/AEKCHO20 No0xo0a 8 cmpamezuu NPoo8UNHCEHUS U pa3sumulst KOMNaHUu.
Knwueesie ciosa: dudxcuman-mapkemuHs, Masble U cpedHue npednpusimusi.

RESEARCH PROBLEM

Although the development Strategy of small and medium-sized enterprises sector for the years 2012-
2020 aim to move from economic development model based on consumption, to a new one based on export,
investment and innovation-oriented paradigm, of the political desire for European integration and of the
global economic trends, so far, this has not been achieved at the expected level. Despite the overall creation
of a more favorable environment for the entrepreneurial activity, the specific aspects regarding the capacity
of the SMEs themselves to develop and strengthen their managerial and marketing activity enjoy very little
of the policy makers attention.

In recent years, the competition among SMEs in the Republic of Moldova has increased considerably,
this fact, to a large extent, being determined by the small retail market, as well as reduced opportunities to
enter the international market. The statistics on SMEs show a considerable number of companies that stop
their activity due to bankruptcy (BNS 2019).

From the perspective of the development of SMEs in the Republic of Moldova, in the short term, we
can see the existence of multiple problems related to the insufficiency of the financial sources and qualified
staff, fluctuation of the cadres, accounting and taxation, administrative barriers, etc. However, in the long
term, the priority belongs to the requirements of the market, namely to strengthen the competitive
capacities of small and medium-sized businesses, to integrate into the European space by using efficient
marketing tools, especially the digital one.

The existing challenges show that an important objective for SMEs is to strengthen their
competitiveness. In this context, the selection of marketing methods and techniques for improving the
degree of competitiveness and further development of SME constitute an important objective of their
activity. Marketing development may contribute to the entrepreneurship activity's consolidation, qualitative
structural changes of the SMEs, as well as the sustainability and stability of the business.

The digital revolution and technology offer important opportunities for the entrepreneurship sector
by improving the quality of communication with customers, being the premise for increasing the
competitiveness and efficiency of the actions taken to promote products and services. People can follow the
offers anywhere, anytime, in a flexible and individualized context that is permanently accessible. Currently,
digital technologies are a determinative for the business development and competitiveness of the company,
and existing research shows that digital technology determines the growth of SMEs, through innovation and
management capacity (Foroudi et al. 2017). In addition, digital marketing supports activities to increase the
number of clients and to maintain them as permanent clients (Anekcanaposckui, KazanbkoBa 2015). Thus,
DM allows companies to get closer to potential customers (Kannan & Li 2017).

DM is a general term for the marketing of products and services, through digital channels for attracting
and retaining customers, being customized and measurable through digital technologies, including web, e-
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mail, databases, mobile and digital phones. DM contribute to achieve marketing objectives through applying
digital technologies and media (Chaffey 2016). DM is “an adaptive, technology-enabled process by which
firms collaborate with customers and partners to jointly create, communicate, deliver, and sustain value for
all stakeholders” (Kannan and Hongshuang 2017).

Often there is no distinction between DM and Internet marketing, although they differ significantly.
DM incorporates Internet marketing, but is not limited to the Internet. For example, Internet marketing
includes SEO, SEM, SMM, Web browsing, advertisement context and other channels that are available to the
user only on the internet, while DM includes all of the above plus advertising and promotion through any
digital medium outside the network. So, DM involves digital communication that is done both online and
offline. Obviously, the advertisement in newspapers, flyers, classic TV and panels do not have the tangency
with digital marketing. A panel with a QR code with a link to a web site is already the DM.

The main tools of the DM are: Digital Television and online radio; Advertising in online messengers,
applications and games; SEO and SEM - search engine marketing; SMS and MMS delivery; SMM - Social
Media Marketing - promotion in social networks; Contextual advertising, banner ads and tizzer ads;
Messengers on the official site (JivoSite, Smartsupp); Email marketing; Referral Marketing; VBM - Video
Broadcast Marketing; Influences - collaboration with opinion leaders.

RESEARCH GAP AND POSITIONING

Most of researchers agreed that marketing plays a vital role in SMEs success, and helps them stay
competitive, influence of marketing as a function of business needs to increase (Wymbs 2011). Entrepreneurial
marketing uses networking to build and support marketing activity is based on the use and development of
marketing management competencies and tries to be innovative where it can (Gilmore 2011).

Nowadays SME couldn't afford to avoid an online presence. Digital technology increases the ability to
respond positively to customer needs and, at the same time, improves customer-side operations. It has been
illustrated that the use of DM brings important benefits to companies, despite a small area of market. DM
focuses on the consumers and businesses and increase efficiencies by reducing costs (Gilmore and Carson,
2018; Anekcanaposckuii C.B, Kazanbkosa 2015).

The marketing development of SMEs is based on the life cycle of the company, four stages in its
evolution being highlighted: initiating the marketing activity; reactive sales; DIY (do it yourself) marketing
approach and proactive integrated marketing (Gilmore 2011). In the initial phase, the marketing activity is
reduced to the determination of the optimal functional characteristics of the product, the price and the
delivery conditions. At this stage, clients are usually close to the owner of the company people or the persons
involved in the business. Increasing the number of new customers and sales in the second stage forces the
company to apply formalized marketing procedures and to expand its range of marketing tools used to
inform new customers about the company's offer. In the third stage, there is a growing need to pay special
attention to marketing and to increase the budget for the marketing activity. The particularity of marketing
at this stage will be completely determined by the attitude of the business owner towards marketing.
Therefore, success, as well as failure, will depend entirely on the business owner (Gilmore, Carson 2018).
Finally, if the company continues to grow (fourth stage of development), it will be necessary to use proactive
integrated marketing or professional marketing.

The study of marketing in new SMEs has shown that they are based on marketing concepts to a very
small extent, they consider the needs and desires of consumers and their subsequent satisfaction compared
to other types of companies (Gilmore 2011). Many highly successful enterprises have never had a formal
marketing strategy. Instead, they stumble on their business formula and evolve it to suit market conditions.
In many cases, SMEs are change oriented only because their business and existing market is small and so
they have to grow to survive or remain profitable, meaning that change is unavoidable. SME owner-manager
business decision making can be both opportunistic and reactive to environmental changes and is often
incremental rather than risk oriented. T (Gilmore and Carson 2018).

Previous research has shown that SMEs don’t use the full potential of the new digital tools and are
therefore not deriving the benefits from the opportunities they provide (Taiminen and Heikki 2015).
Although DM is a cost-effective, creating awareness and purchase intentions, many companies still find it
challenging adopting DM as a marketing strategy (lankova et al. 2019; Andersson and Wikstrom 2017; Alves
et al. 2016; Siamagka et al. 2015). DM is still a quite new and technically difficult area to understand and
implementation can be challenging for companies that lack resources or knowledge.
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Researches conducted in post-transitional countries show that most SMEs are characterized by
"spontaneous” or "intuitive" marketing, proposing as a possible solution the development of marketing
consulting services. The process to engage small business owners’ in marketing activities is unplanned,
informal, and employed with a bottom-up approach. Moreover, the implementation of different marketing
activities is reactive in nature due to the dynamic business environment. Experts argue that customer
awareness contributes to increased marketing efficiency, customer loyalty and cost optimization. An
individual approach helps cross-communication, communication, and marketing effectiveness analysis
(AnexcannpoBckuii, KazanbkoBa 2015; Cugopuyk 2016; Xanukos 2018).

The study realized in Romania emphasizes the importance of online presence and use of DM. In base
of a case study are detailed all the steps taken by the SMEs in the process of assuring an online presence. The
study shows wide opportunities for extracting, manipulation and analysis of data using digital platforms and
DM (Pistol etal 2016).

In the Republic of Moldova, DM is insulfficiently studied in SMEs. Existing research shows that majority
of SMEs do not carry out any marketing activities (Magenta consulting 2017). In many cases, this situation
is determined by misunderstanding the importance of marketing by the owners-managers of SMEs,
considering that not all of them possess entrepreneurial capacities and a good part of them are "self-
employed".

Based on the above, we conclude that despite the various research interest, the knowledge about the
ways in which SMEs actually undertake DM activities and what type of problems they face implementing
DM remain limited.

THEORETICAL BACKGROUND

The research of SME practices in the field of digital marketing is based on several theoretical-
conceptual approaches regarding the concept of marketing, the role of marketing in managerial activity.

The modern theory of marketing represents marketing activity as aimed at achieving the goals of the
enterprise and ensuring its competitiveness. In conditions when it becomes impossible for the manager to
accurately calculate the results of his activities, the marketing complex, with its own set of controlled
variables, factors and tools, is used by the enterprise as a protective, responsive reaction to the created
economic conditions of uncertainty and risk.

Market orientations conceptual approach emphasizes that the behavior of the firm revolves around
that of the market. It is a set of behaviors and processes related to a continuous assessment environment
(Matsuno etal. 2002).

A Resource-Based View (RBV) is a strategic management theory that helps assess how a firm’s
resources affect its financial performance. The Resource-Based View suggests that each organization
possesses a distinctive set of resources and capabilities that help explain the variance in firm performance
over time. The RBV focuses on internal strategic resources that align with the company’s strategic intent and
serve as the basis of competitive advantage. The underlying assumption of the RBV is that resources and
capabilities possessed by firms are heterogeneous and imperfectly transferable (Wernerelt 1984).

Theory of dynamic capabilities. Dynamic capabilities theory examines a firm'’s ability to achieve and
sustain a competitive advantage in a changing environment through reconfiguration and integration of its
resources and capabilities (Teece at al 1997). DCT assumes that organizations with greater dynamic
capabilities will outperform firms with fewer dynamic capabilities. The dynamic capabilities can lead to
better organizational performance; however, companies achieve competitive advantage, not through the
existence of dynamic capabilities but through their application and usage (Nedzinskas et al. 2013).

PORPOISE OF THE STUDY

Analysis of SME perceptions and practices in the field of digital marketing, highlighting strong and
weak parties, elaborating proposals to improve the situation.

Data and methods. In order to study the knowledge, attitudes and practices of SMEs in the use of
digital marketing in 2019, a qualitative sociological study was conducted, based on the semi-formalized
interview method. Twenty entrepreneurs - owners of SMEs based in Chisinau with the number of workers
from 5 to 15 were interviewed; the level of education of entrepreneurs: high; domain of activities: sales,
software development, services, agriculture, advertising areas of activity.

A case study was also carried out based on the BRAVO-MOTORS small company (number of employees
- 6 persons, duration of activity - 10 years), which specializes in car repairs and sales of auto parts.
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The main research questions were: What is the level of digitalization of SMEs? What are the main
marketing strategies of entrepreneurs? What digital marketing tools are used by entrepreneurs?

A database on the Microsoft Access platform was developed for data collection and analysis. This
approach also presents a variant of digitizing the process, offering the possibility of registering the data
directly into the database and further analysis.

MAIN RESULTS

Currently SMEs need information technologies for efficient functioning and continuous development.
Thus, an important component of the SMEs’ activity is the need to store and exchange information, automate
accounting and other business processes. Performing these tasks leads to optimization and minimization of
the company’s transaction costs. A unique information system is required to integrate business applications
into company's management, which includes:

1) End-to-end automation of all the main business processes of a trading company

2) Inventory automation and warehouse operations, direct data entry from online cash registers

3) Inventory management automation, supply chains, logistics and transport

4) Financial management, budgeting automation, financial analytics

5) Personnel performance management automatization

6) Customer relationship management automatization

7) Cloud office applications and cloud services for work organization of geographically distributed
personnel

8) Cloud communication services and virtual call centers

9) Accounting, tax and statistical accounting automation

10) Automation of the exchange of electronic documents and data with contractors and supervisory
authorities.

The digitalization of processes within the SME presents an important premise for the development
and implementation of the DM. The results of the research show that only 3 respondents out of 20 of those
interviewed appreciate their level of digitalization of SMEs at a high level and another 4 - at medium level.
Some of the entrepreneurs could not evaluate the situation in the field of their company’s digitalization (8
persons). 4 respondents consider that the level of digitalization of the company is at a low level. It is
remarkable that the proportion of entrepreneurs who evaluated the level of digitalization of the enterprise
as low and those who could not answer this question coincides with the proportion of companies that so far
carry operational records without the use of specialized software such as CRM or ERP (figure 1).

Hard to
answer; Accounting
8 on paper;

Medium
level;
5

13

Fig. 1. Self-assessment of the company's digitalization degree (pers.)
Source: Own qualitative study, 2019.
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The research results showed that within the studied SMEs in most cases the marketing is the
responsibility of the team members and / or the manager / owner. It means, the managers know best the
particularities of the business and their niche activity. This approach of dealing with marketing on their
own has both a positive and a negative aspect. On the one hand, any additional activity consumes extra
time, respectively, no other important activities are performed. Involvement in all activities negatively
influences the execution of the main activities as well as the quality of services and products offered by
the company. On the other hand, no business can operate without promotion (figure 2).

—— Don't know; 0

Team
members;
5

Figure 2. Staff involved in marketing activities (pers.)
Source: Own qualitative study, 2019.

An important aspect of the marketing activity presents the collection, systematization and analysis
of the information regarding different aspects of the marketing activity. Obviously, most SMEs in the
country do not have the financial resources to carry out or order marketing researches. An importantissue
arising from these is the ability of SMEs to analyze available information, collected by themselves, which
should be the basis of managerial decisions. Respectively, the main sources of information are the internal
ones: documents that record the sales and the revenues; customer requests; payment invoices;
documents for returning the goods; customer complaints; financial reports etc.

The lack or availability of the tools required for data analysis does not always correlate with their
use. In the study, the majority of the entrepreneurs stated that they analyze the structure of the customers
and the sources of conversions. But after specifying the answers it was found that in most cases it is not
about digital analysis, which is, concrete figures, but only estimates based on individual experience. As a
result, we can see that a good part of the entrepreneurs do not carry out the necessary analyzes and do
not have the necessary tools for this process (figure 3).

B Yes
® No

B Would like to, but they don't
have enough tools

Figure 3. Distribution of answers regarding the analysis of customer
structure and conversion sources (pers.)
Source: Own qualitative stud, 20109.
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The biggest problem faced by SMEs in 2018 was the perception of marketing tactics and
contemporary trends in promoting products and services. At the same time, there is a concern about
maintaining customers and attracting them repeatedly to use the products / services provided by
companies. According to the self-assessments of the respondents, the SMEs in which they operate did
not take the marketing seriously (figure 4).

18

16

14 -
12 A
10 -

Perception of marketing  Maintaining and attracting Very few were concerned
tactics and trends customers repeatedly with marketing

S N B~ O

Figure 4. Marketing problems that entrepreneurs face (pers.)
Source: Own qualitative study, 2019.

Most of the studied companies have their own websites (2/3). This fact shows us that
entrepreneurs understand the importance of their presence in the web and having their own
independent platform in Internet space. However, most of them do not systematically promote
websites and they remain invisible to potential consumers/customers. Any business requires
promotion but unpromoted websites remain invisible for potential customers and are thus useless.
Therefore, this digital marketing tool can be considered as not being used effectively and does not
exercise the function of attracting customers and increasing profit.

To get higher search engine rankings websites need to be promoted using SEF, SEO and SEM
technologies. In combination with relevant and unique content with a friendly interface, such a site
can in the short term be ranked in the search results page list.

Search engine optimization (SEO) is the process of making a website rank for desirable
keywords in order to bring in search traffic. SEO targets the factors search engines use to rank pages,
including: site technical factors such as HTML titles, HTML tags, keywords, links, image alt text,
website organization (everything from the sitemap to any redirects) and other factors help search
engines determine what the site is about; Content quality and quantity; reputation: if your domain
ranks well, and has links to other respected domains, it’s easier to make individual pages rank; local
factors (small businesses can rank higher in local searches. SEO helps search engines recognize a
website as a local business).

However, SEF, SEO and SEM services are very expensive and decisions on such expenses must be
made correctly. The promotion of the websites of companies of different sizes does not differ. So,
promoting a website for a small company will cost as much as it does for a large company. In the Internet
space all the sites are equal in competitiveness, the inequality only appears in the technical performance
and the level of preparation for SEF and SEO. The budget of small businesses can’t compare with the
budgets of large companies and sometimes occupies a fairly large share of the SME profit.

So, even if online becomes very attractive for entrepreneurs, several regional characteristics of
our country must be taken into account.

Case study. For Moldova, the main search engine for goods and merchandise for sale and
purchase purposes is the 999.md platform. This means that a relevant online business-specific tool
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must be chosen. For example, during a period in the Republic of Moldova there were top SEO projects
and several entrepreneurs invested their time and money in developing online commerce, which
ultimately did not redeem themselves. For example, the BRAVO-MOTORS company invested 1000
euros and over 2500 working hours for the development of its own online trading platform. In the
first 12 months of promotion, the company managed to appear on the top positions on the Page with
the Google search engine results on high frequency search requests as "tires" and "car batteries", but
this fact did not positively influence the sales volume of the company. on the categories indicated
above. This situation changed only once, when in 2014 the 999.md platform did not function normally
for 2 weeks and the traffic on the company website and the demand for products promoted through
the official website of the company increased 5 times. After 999.md started operating as usual, the
indicators dropped again. So, presence in what we call ,search engines” is important, but it is not
always a key to success. Thus, for different areas different approaches for offering data for search
requests should be applied.

Presence on digital maps. Only half of the interviewed respondents found that their company
is present on the digital map. This phenomenon can be explained in two ways - either half of the
businesses do not have offline offices, or they do not consider the presence on the maps as an
important criterion.

Video content. In recent years there has been a trend of increasing video publications. Here we
can indicate that SMEs feel and adapt quickly to market trends and requirements. Out of 20
entrepreneurs interviewed 18 declared that they have regular video feeds. Thus, modern
technologies and powerful electronic devices widely accessible offer the possibility of any individual
to deal with filming, news and organizing their own video channel.

Summarizing the results of the qualitative study, we find that although the entrepreneurs are
aware of the importance of the DM and the facilities offered by it, the marketing activities of the SME
have a spontaneous, unorganized character and, to a large extent, depend on the skills of the owner
in the IT and marketing fields. Most entrepreneurs do not collect and analyze statistics, they do not
have a well-established marketing strategy.

At the same time, the study shows that the entrepreneurs - the owners of the SMEs face certain
difficulties in incorporating the general marketing methods and procedures, as well as the digital
marketing, in the activity of their enterprises. One of the main problems is that the marketing of SMEs,
in most cases, is spontaneous. Limited resources and insufficient experience in studying the situation
on the market determines that the marketing within the SMEs is executed by the owner and rarely
selects the specialists in the field.

For many companies, especially SMEs at the consolidation stage, making the right marketing
decision is very difficult, which influences the rate of revenue growth and the position of the SME on
the market (business sustainability).

The specificity of marketing, including the digital one, in SMEs is determined by two main
factors. First, by contacting SMEs, the client is in close action with the manager and business owner,
which is not characteristic of large companies. This fact determines the availability of direct feedback
from consumers of goods and services, allowing immediate decision-making for the current activity,
compared to large companies, where the adoption of most decisions goes through a long negotiation
phase. Mobility in decision-making when working with consumers has the advantage of small
businesses, but the price of incorrect decision is higher.

Secondly, an important factor that determines the advantage of SMEs is the ability to constantly
change and adapt quickly to new market requirements and conditions. Continuous competition for
survival, proximity and dependence on buyers and suppliers, the need to constantly think about
reducing costs and others does not leave the possibility that a small business is not concerned about
its development. As a result, the issue of constant innovation, use and modification of marketing tools
when working with consumers becomes a matter of "life and death" for SMEs. To a large extent this
differentiates small businesses from large enterprises, where the implementation of any innovation
almost always turns into a long-term process.

At the same time, most of the SMEs in the Republic of Moldova do not work online now.
Customers visiting a store or office are more likely to use the "door" or phone to complete a purchase.
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Obviously, digital marketing can help a business grow, find new customers in the un-covered market
segments.

The research shows that within the strategies that can be approached in the digital
environment, it must start from defining the goals of the organization, established according to
marketing research to identify the categories of consumers. Of a particular importance for the success
of the business is the strategic vision of the entrepreneur, the development of the general strategy
and the short and long-term marketing strategy, the identification of the specialized niches, etc.

CONCLUSIONS AND RECOMMENDATIONS

The results of the study showed that entrepreneurs do not pay serious attention to
digitalization of business processes, data collection and analysis, optimization of work processes and
control of key indicators. As a result, management decisions are made intuitively.

Many entrepreneurs continue to underestimate the role and importance of marketing and are
limited to using only individual elements of marketing or, at best, its individual complexes. This means
that the adoption and implementation of management decisions is carried out without marketing
justification, which jeopardizes the stability and long-term business. Underestimation of the
importance of marketing activities creates a significant risk, generates unreasonable solutions

Due to the lack of marketing strategy and resources the owners of SMEs tend to favor marketing
activities that generate immediate or short-term results. SMEs are generally inclined to use
traditional technologies instead of the updated ones, which are also cheap and easy to use, they do
not use the full potential of the new digital tools, and so are not deriving benefit from the
opportunities they provide.

The main problems identified based on the sociological study carried out, in the marketing
activities of SMEs in the Republic of Moldova are the following:

* Low level of competence of entrepreneurs in the field of marketing

« Lack of data collection and analysis tools

» The impossibility of a qualitative evaluation of the marketing activities without an analytical
database based on statistical data

e Lack of understanding of modern marketing tactics and strategies

* The use of DM technologies in a classical way, without analyzing the efficiency.

¢ Lack of quality management.

¢ Lack of managing the company's image on the Internet.

 Lack of an integrated approach to the company's promotion and development strategy.

Some of these problems are quite difficult to solve at the level of individual SMEs, which
indicates the need to make changes to existing forms of support for small and medium-sized
businesses at the institutional level. It is worth paying attention to the development of marketing
support for SMEs, especially at the stage of formation.

Based on the study conducted, some recommendations for improving the marketing are
proposed, including the DM strategies within the SME.

¢ SMEs need to pay greater attention to the digitalization of internal processes and the
implementation of software as a basis.

o It is necessary to identify the profile of the target audience, the most efficient communication
channels and the most promising business segments based on statistical (analytical) data.

¢ Increased competence of entrepreneurs in the field of marketing.

¢ The use of DM technologies, taking into account the technical capabilities of collecting the
information they offer.

» Correct targeting, which does not aim at wide coverage, but at a higher quality point and
quality.

* Develop a short-term and long-term strategy to promote the SME, its products and services.

* Comprehensive and consistent use of different communication channels.

* Managing the company's image on the Internet through Feedback.

Marketing trainings may help small business owners understand the importance of DM and
increase their capabilities in using various tools.
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ABSTRACT

The period of temporary economic isolation caused by the Covid-19 pandemic has affected the
economies of all countries in the world. After quarantine and the gradual restoration of the activity of
all economic sectors, competition in the world market will intensify. Countries will promote strategies
for economic growth, improving economic security, increasing exports, and protecting domestic
producers. Given the fact that resources are limited and exhaustible, it is necessary to correctly identify
priority sectors when developing strategies. For this purpose, the competitiveness index can be used,
since competitiveness is one of the main characteristics that allows anyone to determine its position on
the market, and increasing competitiveness ensures victory in the competition. The novelty and purpose
of the study is to develop two new integral indices, and to improve one symmetric index of comparative
advantage developed earlier. Some of empirical and theoretical methods were used in this research:
abstraction, the method of ascending from the abstract to the concrete, comparison, measurement,
analysis and synthesis, economic and mathematical modelling. To identify priority sectors, the author
used the developed indices to assess the competitiveness of goods, not only on the foreign market, but
also on the domestic market. This study can serve economists as a tool for assessing the competitiveness
of goods, identifying the strengths and weaknesses of the goods offered, in the context of developing
measures to increase competitiveness, which will increase the profitability of entrepreneurship.

Keywords: competitiveness of goods, integral index, symmetrical index of comparative
advantage, internal market, foreign market, monofactorial models, bifactorial models, Republic of
Moldova.

Perioada de izolare economicd temporard, cauzatd de pandemia Covid-19, a afectat economiile
tuturor tdrilor lumii. Dupd iesirea din carantind si restabilirea treptatd a tuturor domeniilor economice,
se va acutiza concurenta pe piata mondiald. Tdrile vor promova strategii de crestere economicd, sporire
a securitdtii economice, majorare a exportului, protejare a producdtorului autohton. Tindnd cont de
faptul, cd resursele sunt limitate si epuizabile, la elaborarea strategiilor este necesar corect de

......

elaborarea a doi indici integrali noi, si imbundtdtirea unui indice simetric al avantajului comparativ
elaborat anterior. In studiul dat au fost utilizate urmdtoarele metode empirice si teoretice:
abstractizarea, metoda ascensiunii de la abstract la concret, comparatia, mdsurarea, analiza si sinteza,
modelarea economico-matematicd. In scopul determindrii ramurilor prioritare, autorul a utilizat indicii
elaborati la estimarea competitivitdtii bunurilor nu numai pe piata externd, dar si pe piata internd.
depistarea punctelor tari si slabe ale bunurilor oferite, in contextul elabordrii mdsurilor de sporire a
competitivitdtii, care ar asigura majorarea profitabilitdtii activitdtii de antreprenoriat.

Cuvinte-cheie: competitivitatea bunurilor, indice integral, indice simetric al avantajului comparativ,
piata internd, piata externd, modele monofactoriale, modele bifactoriale, Republica Moldova.
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Ilepuod epemeHHOU 3KOHOMUYeCKOU U30/5Yul, 8bl36aHHOU naHndemueli Covid-19, 3ampoHyA
39KOHOMUKU 8cex cmpaH mupa. [locie kapaHmuHa u nocmeneHH020 80CCMAHo8/eHuUs1 desimeabHOCmuU
8ceX 3IKOHOMUYECKUX CeKMopos8, KOHKYPEHYUsS HA MUPOBOM pblHKe ycuaumcsi. CmpaHel 6ydym
npodeuzams cmpamezuu IKOHOMUYECKO20 pOCMd, NOBbIWEHUs] 3IKOHOMUYECKOU 6e30nacHocmu,
yee/iu4eHus1 IKChopma, 3awumsl 0mevyecmseHHO20 npouzsodumest. Yaumoigass mom ¢pakm, 4mo pecypcwl
02paHu4eHvl U ucyepnaemvl, He06Xo0UMO Npasu/bHO ohpedeaums npuoOpumemHsvle ompacau hpu
paspabomke cmpamezuli. {451 amotl yeau Moxcem 6bimb UCNO0.16308aH UHOEKC KOHKYPEHMOCNOCO6HOCMU,
Mak Kak, UMEHHO KOHKYPEHMOCNOCOGHOCMb 518.15emcsl O0HOU U3 OCHOBHbIX XAPAKMEPUCMUK, Komopasi
nosgo./isiem onpede/ums NO3UYUI HA PbIHKE, d NOBblUEHUE KOHKYPEeHMoCcnocobHocmu obecneyusaem
no6edy 8 KOHKypeHmHoll 6opvbe. HogusHa u yeas uccaedosaHusi cocmoum 8 paspabomke 08yX HOBbIX
UHMe2panbHbIX UHOEKCO8, U YCO8epUEeHCMB808AHUU 00H020 CUMMEMPUHHO20 UHOEKCA CPABHUMENbHO20
npeumyujecmsa paspabomaHozo paHee. B 3Imom uccsedosaHuu UCNO/Ab308AIUCHL — CAedyoujue
amnupuyeckue U meopemuveckue mMemoodsl: abcmpakyusi, Memod 80cxoxcdeHuUs1 om abcmpakmHoz20 K
KOHKPEemMHOMY, CPA8HEHUe, U3MepeHUe, AHAAU3 U CUHIMe3, IKOHOMUKO-MAMeMamu4eckoe MooeauposaHue.
/1151 onpedeseHusi npuopumemHbsix ompacelti, agmop Ucno/1b308a/1 pa3pabomaHHble UHOEKCbl 0151 OYeHKU
KOHKYpeHmoCcnoco6HOCmu moeapos, He Mo/1bKO Hd BHEWHEM PbIHKE, HO U Ha 8HYMpeHHeM pbiHKe. [JaHHoe
uccnedosaHue Moxcem CAy#UMb 0189 35KOHOMUCMO8 8 Kadecmee UHCMpYyMeHmapusi OYeHKU
KOHKYpeHmocnoco6HoCmu mosapos, 8bls16/1eHUs1 CUMbHBIX U C/A6bIX CMOPOH nped/ia2aeMblx Moeapos, 8
KOHmMeKcme paspabomku Mep Nno NOBbIUEHUK KOHKYPEHMOCNOCOOGHOCMU, Komopble ob6ecnevyam
nosbluleHue npubbLILHOCMU NpednpuHUMame.1bcmad.

Knaiwuesvle canoea:  KOHKypeHMocnocob6Hocms — moeapd,  UHMez2paabHbulll  UHOEKC,
CUMMEMPUYHbLIU UHOEKC CPpABHUME/NbHO20 NpeumMywecmad, 8HYMpeHHUU pPbIHOK, 8HEWHUL PbIHOK,
odHoakmopHble Modeau, dgyxgpakmopHuie modesau, Pecnybauka Mosadosa.

INTRODUCTION

2020 is a difficult year. World economies are waiting for an economic crisis. In order to
withstand the conditions of reduction of payments in the state budget, increasing unemployment and
decreasing the solvency of the population, countries will have to pursue a policy of protecting
domestic producers.

Moldova's economy is more vulnerable than the economy of trading partners. In order to
withstand the conditions of political and economic instability, this year’s natural cataclysms,
reduction of remittances, technical unemployment during the Covid-19 pandemic, decreasing of
population incomes, Moldova should reassess its resources, make rational decisions in the field of
financial support and correctly identify priority sectors, produce and offer competitive products on
both domestic and foreign markets. Therefore, it is relevant to develop indices that would allow the
quantification of the competitiveness of domestic goods depending on several factors; and these
indices can be used to identify the priority branches of industry.

The purpose of the research is to develop indicators to assess the competitiveness of domestic
goods in the internal and external markets, which would take into account the factors influencing
competitiveness, based on the availability of statistical data.

Methods of the study are the index method, economic and mathematical modelling. This study
is a continuation of the author's research previously published in following articles:

v" Quantifying the comparative advantage of domestic goods on the internal market. In: The
Journal Contemporary Economy. 2018, volume 3, issue 1.

v' Classification of the competitiveness’ factors and new approaches to assessing the
competitiveness. In: Economy and sociology. 2018, no. 2.

The novelty of this study consists in the elaboration of two integral indices of competitiveness,
one for estimating the competitiveness of domestic goods on the internal market, the second for
quantifying the competitiveness of goods on the external market and determining the priority
branches of industry.

THE SCIENTIFIC APPROACH OF THE TOPIC IN THE LITERATURE

The competitiveness of goods can be calculated using a comparative advantage index or an
integral index. The research objectives are to improve the first index and to develop the second one.
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The object of study of most domestic and foreign economists is the competitiveness of the
enterprise and not the competitiveness of goods. As the main objective of trade policy is to promote goods
on the external market, research is mainly carried out on the competitiveness of goods on this market, but
there are very few studies on the competitiveness of goods on the internal market. This trend created the
following situation: despite the fact that the Republic of Moldova is an agricultural country, for some goods
it partially lost its own market, and the share of imports of tomatoes, cucumbers, other agricultural
products and foodstuffs is gradually increasing. The countries of origin of these products are Turkey,
Ukraine, Romania, Poland, Belarus, Northern Macedonia, but not Moldova.

The competitiveness indices cited in the scientific literature assess the comparative advantages
of goods, especially on the external market (Balassa et al. 1989; Group 1994; Dalum et al. 1998; Siggel
2006; Berkowitz et al. 2006; Hidalgo et al. 2007; Yu et al. 2009; Hausmann et al. 2011; Costinot et al.
2012; Barter 2014). On the other hand, as mentioned, the assessment of goods’ competitiveness on
the internal market is neglected.

Moldavian economists argue that the main methods of quantifying competitiveness are the
differential and complex methods.

In case of the differential method, the competitiveness is evaluated “as the ratio between the
values of the parameter of the analyzed goods and of the commodity taken as a basis of comparison.
As a parameter there can be used price, production and sales cost, indices of goods quality, such as
reliability, durability, maintainability” (Popa et al. 2017: 80).

The calculation of competitiveness based on specific indices has both advantages and
disadvantages. The advantage of the described method is that it allows to identify the competitive
advantages of the studied object, and the deficiency of the differential method is that the assessment
of competitiveness in relation to one parameter is not representative. Therefore, it is necessary to use
this method together with a complex method.

The complex method consists in calculating group indicators for regulatory, technical, economic
parameters and an integrated index of goods’ competitiveness (Popa et al. 2017: 80-81; Safiullin et al.
2008: 84-85). This method is often used, but it is also not perfect. A significant shortcoming of the
complex method is that consumer preferences are not taken into account.

In addition to the mentioned methods, there is a third method - the mixed method, which
consists in combining specific and integral indices.

All these methods contain common shortcomings:

v They do not take into account that the world economy is constantly changing and new
factors appear to influence competitiveness;

v" Product life cycle phases are not taken into account;

v" Insufficiency of the information base.

A comparative analysis of competitiveness assessment methods used in the research of modern
scientists has shown that both simplified indicators and complex models are used.

An example of a simplified method is one based on the calculation of the ratio of quality and
price (Safiullin et al. 2008: 83):

K, =2 (1)
j
PJ

where:

K; - the competitiveness coefficient of goods j;

Cj - the quality of goods j;

P; - the price of goods j.

»The goods with an optimal ratio of these characteristics are the most competitive” (Safiullin et
al. 2008: 83).

The complex models developed in recently published scientific papers relate to assessing
competitiveness at the sector, enterprise level, in the context of promoting economic policy, but not
competitiveness of goods:

v’ Michael Peneder’s Iceberg Model (Peneder 2017:839);

v IQCP Model (Innovation, Quality, Competitiveness and Performance) (Al-Shuaibi 2016:101).
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However, these models can be adapted to assess the goods’ competitiveness.

According to the Iceberg model, the main goal (the tip of the iceberg) is productivity, because
»this indicator is able to aggregate the influence of many relevant variables” (Peneder 2017:838). In
the author's opinion, the idea underlying the development of this model can be used to estimate the
competitiveness of the goods, it is only necessary to select those indicators that are relevant and
reflect factors affecting the competitiveness of the goods.

Evidence that the reasoning of Michael Peneder can be used not only to assess competitiveness
at the mesoeconomic level, but also at the microeconomic (commodity) level, can be provided by the
following cause-effect relationships:

v An increase of labor productivity leads to a decrease of production cost and price, so the
commodity becomes more competitive;

v Theincrease in labor productivity can be achieved through the use of advanced technologies,
innovations, therefore, in addition to increasing labor efficiency, there is an increase in the quality of
goods, which is one of the factors of competitiveness.

SYMMETRIC INDEX OF THE COMPARATIVE ADVANTAGE OF THE DOMESTIC GOOD ON
THE INTERNAL MARKET: IMPROVEMENT AND APPLICATION

Taking as a basis the previously developed algorithm (Gutium 2018:41-42) and modifying it,
eliminating the discovered shortcomings caused by the instability of trade relations that leads to a
significant increase of stocks of goods, the author obtained the calculation formula described in
equations 2 and 3. For example, the share of changes in stocks of canned vegetables and fruits in
the volume of production and the volume of imports amounted to 52.9% in 2017, and in 2018 it
was only 18.3%.

Q™ +[@ +Q")-Q- — (X, + X/ ) —Cs, +(M, +M! ]

ICAD;f = — - (2)
> Q%+ 2[(@+QM)-Q (X, + X! ) ~Cs; + (M + M/ )
SICAD/® = :(C:%iij x100% (3)

1
where:

QiDSE - volume of demand for goods i on the domestic market, taking into account the shadow
economy;
ICADS® - index of comparative advantages of goods i on the domestic market (in relation to

imported one, taking into account the shadow economy);
SICAD?F - symmetrical index of comparative advantages of goods i on the domestic market;

Q., Q", Q' - production volume of goods i, hidden production (H), lohn production (L);
X;, X/ - exportof goods i, illegal (I) export;

CS,; - change in stocks of goods i;

M;, M. -importof goods i, illegal (I) import.

The following sources of information were used to calculate SICAD*:

v Production in natural expression by types of products;

v"Indicators regarding the circulation of industrial production in the Republic of Moldova
competitiveness;

Retail trade by type of goods;

Harvest of main agricultural crops;

Harvest of fruits, berries and grapes;

Production of main animal products;

Volume of export and import by types of products; etc.

Volumes of hidden production, illegal import and illegal export in the goods division were

ANANANAY
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calculated on the basis of the adapted inter-branch model (Gutium 2018: 41-42). The author used
equation 3 to assess the competitiveness of more than 200 goods on the domestic market for 2014-
2019. Table 1 shows the results of calculations for some goods.

The analysis of the dynamics of the comparative advantage index in the goods division showed
that wheat, meslin, barley, oats, corn, sorghum grains, other grains are competitive on the domestic
market. In recent years, the comparative advantages of both wheat and wheat flour have increased
(table 1).

Table 1
Symmetrical index of comparative advantages of goods on the domestic market
2014 | 2015 2016 2017 2018 2019* |
Wheat, meslin, barley, oats, corn, sorghum

grains, other grains 38,06 | 36,74 | 36,58 | 3515 | 37,33 | 38,01*

Wheat or meslin flour 26,87 | 26,60 | 16,34 | 21,62 | 23,56 | 24,00*
Vegetables, fresh or chilled 33,87 | 30,64 | 30,54 | 30,70 | 29,81 | 29,73*
Milk and cream, w1th_out or with added 30,71 | 30,81 | 2508 @ 20,71 | 2562 | 2631*
sugar or other sweetening matter
Cheese

2660 | 2799 | 2681 | -46,82 | -3645 | 5. .

Sunflower-seed oil and its fractions 32,01 | 30,68 | 30,80 | 23,97 | 26,81 | 27,00*
Sausages and similar products, of meat, 38,08 | 3720 | 3711 @ 3552 | 3779 | 3597+
meat offal or blood

Beet sugar and chemically pure sucrose, in
solid state

Centrifugal pumps

36,17 | 36,09 | 1399 | 17,77 | 30,53 | 33,10*

-97,22 | -96,39 | -99,81 | -93,87 | -95,86 96,43*

Woodworking machine tools 100,0 | 9357 | 86,25 | -100,0 | -99.74 99.80*

Wool yarn 37,61 | 36,35 | 34,02 | 32,72 | 32,54 | 32,59*
Carpets and other floor coverings 4129 | -46,68  -36,14 | -57.69 | -49,00

53,90*

Stockings, socks and the like 7081 | 7171 | 6849 | -73.60 | -77.50 . .12*
Footwear R
-64,95 | -50,14 | -48,88 | -52,88 | -47,40 48,41%
Natural sands 38,83 37,42 36,25 35,49 37,82 | 36,74*
Cement 38,23 30,37 | 30,44 | 32,97 34,31 | 34,60*
Lime for construction 95,61 | -8556 | -9563 | -82,63 93,80 | . o,

Registers, account books, notebooks, order
books, receipt books, letter pads, diaries | 20,38 | 15,28 | 23,69 | 12,46 8,93 5,88*
and similar articles

Organic surface-active agents (other than

soap); surface-active preparations, 7706 | 9939 | -9998 | 7915 | -69 29 -
washing preparations and cleaning ’ ’ ’ ’ ’ 69,90*
preparations

Note: *) the calculations are performed based on provisional statistical data.
Source: Elaborated by the author.

Sausages made in Moldova are competitive on the internal market. In 2018, the Symmetrical
Index of Comparative Advantages on the Domestic market (SICAD) of sausages and similar products
increased by 2.27 percentage points. This growth was caused by a rise in consumer preferences for
the purchase of sausages of domestic production and, accordingly, a reduction in demand for those
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imported. Imports of these goods diminished by 24.2% compared with 2017. Namely, a growth of the
import price by 16.1% affected the decrease in the demand for imported sausages. In the future, this
product will not be able to expand its sales markets abroad, as the domestic livestock sector is in
decline.

According to the author’s calculations, in 2019 sunflower oil had comparative advantage of
27.00% on the domestic market. The competitiveness of this product is increasing on foreign markets.
The increase in demand for vegetable oil made in Moldova by 23.61% on the market of European
Union is due to the relatively low price of the delivered goods, which decreased by 8.35% compared
to the previous year. The main European markets are Spain and Italy.

Vegetables are competitive on the domestic market, but not on the foreign market. During the
years 2017-2019, the competitiveness of vegetables on the domestic market decreased due to acute
competition. In 2018, the import of this category of goods registered a higher volume than that
achieved in 2017 by 88.45%, and in the following year (2019) it increased by 6.62% compared to
2018.1n 2019, the main importer of cucumbers was Turkey (71.60%), carrots, beets and other similar
edible roots - Belarus (63.57%), tomatoes - Turkey (58.12%), onions and other allied vegetables -
Russian Federation (57.51%), cabbage - Northern Macedonia (41.32%).

Cheese, cottage cheese, feta cheese made in Moldova had comparative advantages on the
domestic market compared to imported analogue goods up to 2016. But starting with 2017, this kind
of goods got comparative disadvantage, because, in that year, the volume of its production suddenly
decreased by 79.93% compared to the previous year. In addition, consumer preferences have
changed in favor of quality ones, which are high in milk fat. According to the results of studies
conducted in 2015-2016 by the Eastern European Foundation (FEE) and in 2017 by the Center for
Applied and Certified Metrology (CMAC), ,the milk fat content of a large number of dairy products
manufactured in Moldova is very low and does not correspond technical regulations on dairy
products” (Logos press 2018).

The author's calculations showed that some of the goods of the agro-industrial branch, which
were not competitive, could become more competitive if the domestic producer would be supported
by the state.

The analysis of comparative advantage of machine building industries’ merchandises showed
that the goods produced by the German company Draxlmaier, which deliver electrical equipment, had
the biggest advantages on the foreign market. However, this commodity has not comparative
advantage on the domestic market, because it is lohn production, and it is not offered on the internal
market.

Light industry goods have a comparative disadvantage, but the majority of building materials
produced in the Republic of Moldova have comparative advantages on the internal market, since from
the point of view of minimizing transportation costs it is more profitable to buy domestic goods than
imported. One of the conditions for the development of this industry is a stable increase in disposable
income and an increase in the well-being of the population.

During the years 2017-2019, the competitiveness of the manufacture of registers, account
books, notebooks, order books, receipt books, letter pads, diaries decreased. Organic surface-active
agents, surface-active preparations, washing preparations and cleaning preparations had a
comparative disadvantage during the period under review (table 1). This branch has potential. Taking
into account that the Covid-19 pandemic caused the increase of the demand for soap, disinfectant
solutions, an effective management would ensure the increase of the competitiveness of these goods
on the domestic market.

A NEW INTEGRAL INDEX FOR QUANTIFYING THE COMPETITIVENESS OF GOODS:
ELABORATION AND APPLICATION

The second task proposed by the author is to develop an integral index of the competitiveness
of domestic goods on the internal market.

In the case of the integral index, a certain algorithm is used, which takes into account the factors
of competitiveness. Some of the factors are estimated numerically, and others are qualitative. In the
literature, the set of factors differs from one author to another, contains quantitative and qualitative
factors (Sorokina et al. 2010:214), or only qualitative factors (Moseiko et al. 2017:4). The author

No.1/2020



80 Theoretical and scientifical journal

proposes another algorithm for assessing the competitiveness of goods, which differs from those
already known. The new algorithm takes into account the competitiveness factors of the goods listed
in the previously published article (Gutium 2018:67).
The author's proposal consists in calculating, in the first stage, the following indicators:
P, q°. s*. e, f*
CP=_m’ qu_m’ CS=S—m, Ce:e—m, Cf:ﬁ’ (4)
where:

Cp, Cy, Cs, C., Cr- competitiveness of the domestic goods, in relation to the imported goods, by
price (p), by the quality of the goods (q), by after-sales service (s), by marketing elements (e), by
psychological factors (f);

P9, q9, s9, eq, fe — indicators of the analyzed domestic goods;

pm, gm, sm, em, fm — indicators of the imported goods.

The integral index of competitiveness (Ic) can be calculated according to the following formula:

|C:Ci+b2xcq+b3xcs+b4xce+b5xcf, (5)
p
b +b,+b;+b, +b, =1, (6)
where:
b, b,, b;, b,, b, - significance coefficients of competitiveness factors (p, g, s, ¢, f).
If the significance of the factors to the consumer is identical, then:

b =b,=b,=h, =b, =0,2. (7)

The value of the impact of the price factor and the quality factor depends on the well-being of

consumers. Price-quality ratio can be represented by a function dependent on the disposable income

of consumers, in the case of a good manufactured by a particular producer (equation 8), and by a

function dependent on the welfare of the population, in the case of a group of similar domestic goods
(equation 9):

b2

2=f(Y-T), (8)
p = 1-T)

L) o
by

where:

Y - consumer income;

T - income tax;

PIB - the gross domestic product;

N - the number of habitually resident population.

The good is considered competitive when the integral index of competitiveness (/) reaches
values greater than or equal to 1.

According to the author, among the factors of competitiveness, the first, which has to be
evaluated, is price. Today, in the Republic of Moldova, a large part of the population prefers a cheap
and relatively low-quality product, and not an expensive and high quality one. The causes of this trend
are the low solvency, the devaluation of the national currency, inflation, wage retention, the wage gap,
economic impact of the Covid-19 pandemic.

In 2018, the minimum subsistence, based on the stable population, was 1891 lei, the average
monthly income available per person was 2060.2 lei, and in 2019 the indicators based on the
habitually resident population were corresponding 2031.2 lei and 2880.6 lei. The comparative
analysis of the minimum consumption basket with the disposable income of the population on
quintiles showed, that in 2018, the disposable income of 40% of the stable population is lower than
the subsistence minimum. Quintile II recorded the disposable income of 1824.1 lei, which is 96% of

the minimum consumption basket (BNS 2020). Generalizing the above, we conclude, a considerable
part of the population, places the price first in the list of parameters for assessing the competitiveness
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of domestic goods on the internal market. This tendency is cause by the relatively low level of income.

Domestic enterprises that promote manufactured goods on both domestic and foreign markets
take into account national, regional and international standards, such as ISO, IEC, IEC and others. At
the stage of assessing competitiveness in relation to quality, the parameters of goods are adjusted to
the standards in force on the market. In the case of the internal market, comparative analysis is
performed with the parameters of the imported analogue commodity. It is necessary to establish the
compliance of the product parameters with the mandatory standards and regulations, which
determine the level and limits of these parameters. If at least one of the parameters does not
correspond to the mandatory level, which is prescribed by the current rules and standards, the goods
cannot be considered competitive, regardless of the result of the comparison of other parameters.

Considering that four of the five groups of competitiveness factors need to be assessed by
experts, the author offers a new approach to assessing the competitiveness of goods by quality on the
domestic market, which allows making calculations based on available statistical data.

In developing a new approach, the author took into account that the higher the quality of the
product, the higher the income elasticity of demand will be. Consequently, the competitiveness of
domestic goods in relation to imported goods in qualitg can be calculated as the ratio between the

income elasticity of demand for domestic goods (E,al and the income elasticity of demand for

imported one (E,m):

_EF AQa%/AQ”‘% _AQ% _ Qa/aq"‘ 10)
TEN A%/ A% AQ"% Q) Q™
So:
q:5meQa’ (11)
6Q" Q
where:

Q7 - the volume of the domestic goods realized on the domestic market;

Qm - the volume of the imported goods realized on the domestic market;

I - disposable income.

Because elasticity can take both positive and negative values, we can encounter four situations.

Case I: 5Qa >0 5Qm >0. (12)
Q Q

Case II: 5Qa >0 5Qm <0. (13)
Q Q

Case III: 5Qa <0 5Qm >0. (14)
Q Q

Case IV: 5Qa <0 5Qm <0. (15)
Q Q

In case I we will apply equation 11 for the calculation €y, and in case Il we will consider that
Cy=1, while in case III we will estimate C,=0.
For case IV we will modify equation 11, and we will use the following formula:

C, :(1+ 5Qaa j/(1+ 5Qmmj. (16)
Q Q

The merchandise is competitive in quality if, as a result of the calculations, we get values greater
than or equal to 1.

In table 2 mono-factorial models of the competitiveness of goods are presented horizontally,
and nonlinear bi-factorial models are above the diagonal.
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Table 2
Components of mono-factorial and nonlinear bi-factorial models of goods’ competitiveness

: Quality of | After-sales  Marketing Psychological
Price :
Factors goods service elements factors
{2 RGN
1
b —

] q S e f
Price (p) D by D by D by D bis D
Quality of goods (q) b, q b3 s b,, e b f
After-sales service (s) b;s b,, se by s f
Marketing elements (€) b,e b,.ef
Psychological factors (f) b, f

Source: Elaborated by the author.

Not all five groups of competitiveness factors are influencing factors for all kind of goods. For
example, in the case of basic necessities, such as bread, dairy, the main influencing factors are price
and quality, and the influence of the after-sales service factor is zero. Therefore, the competitiveness
model of goods can contain only two exogenous variables, and the model can be linear or nonlinear.

In analyzing the results, we will focus on the agricultural sector, because Moldova is an
agricultural state, and on manufacturing industries, because namely a developed industrial state, and
not an agrarian state, can ensure a sustainable growth of the national economy.

The author applied the developed integral index to assess the competitiveness of some goods
and presented the results of the calculations in table 3.

Table 3

Integral index of domestic goods on the internal market

Wheat and meslin 1,82 1,34 1,36 1,81 1,19 1,42
Barley 1,25 1,26 1,01 1,00 1,40 1,48
Potatoes 1,02 1,53 1,48 1,53 1,63 1,53
Tomatoes, fresh or chilled 1,74 1,42 2,33 3,36 2,57 2,31
Onions and other allied vegetables 1,49 1,14 1,69 2,60 1,60 1,99
Cucumbers and gherkins, fresh or chilled 2,51 2,67 3,46 4,76 3,75 3,56
Grapes, fresh or dried table varieties 4,15 3,80 3,31 5,62 6,85 6,01
Apples, pears and quinces, fresh 6,27 2,47 3,43 3,47 3,14 3,16

Apricots, cherries, sour cherries, peaches | 7,76 6,94 5,59 3,53 3,53 5,30
(including nectarines), fresh plums
Milk and cream, without or with added | 2,08 2,22 1,79 1,25 1,16 1,67*
sugar or other sweetening matter
Crude sunflower-seed oil and safflower oil | 1,24 1,35 1,16 1,14 1,31 1,39*
and their fractions, not chemically modified
Margarine 0,64 0,75 0,53 0,81 0,67 0,68*
Other prepared or preserved meat, meat | 0,50 0,83 0,62 0,60 0,99 0,97*
offal or blood

Wool 1,55 1,27 0,97 1,66 2,49 3,36
Carpets and other floor coverings 0,72 0,58 0,38 0,47 0,71 0,48*
Stockings, socks and the like 0,91 0,57 0,46 0,60 0,72 0,68*
Footwear 0,28 0,48 0,37 0,29 0,55 0,24*

Note: *) the calculations are performed based on provisional statistical data.
Source: Elaborated by the author.
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Of the set of goods analyzed, only some of the domestic goods are competitive by price, such as
cereals, barley, onions, grapes, natural honey, apricots, cherries, peaches (including nectarines),
plums, apples, pears and quinces, etc. Consequently, mainly unprocessed primary products are
competitive on the domestic market, but a lot of highly processed products, high-tech products are
not competitive.

In the Republic of Moldova, the technological gap with the main trading partners is growing
and, consequently, the competitive potential of many processed goods is declining. Some of products
offered by the manufacturing industry are lohn production. The analysis of the competitiveness of
domestic goods on the internal and foreign market showed that in the case of many products, the
higher the degree of processing, the lower the competitiveness of these goods in comparison with
imported similar goods (Gutium 2018:73).

The analysis of the correlation between competitiveness and the level of economic, scientific
and technological development of the country showed that the correlation is negative in case of
unprocessed primary products, and the correlation is positive in case of high value-added processed
goods and high-tech goods (Pojsik 2018:13).

For determining the directions of specialization and the set of goods that need to be promoted
on the foreign market, the author proposes the following integral index of the competitiveness of
domestic goods on the foreign market, which has included a new component:

Ifx:%+b2xcqx+b3><Csx+b4><CeX+b5><C§+Gt, (17)
p
-y LA 19
P q S e f

where:
C;, Cq, C, CJ, Cf - competitiveness of the exported goods, in relation to the imported goods,

by price (p), by the quality of the goods (q), by after-sales service (s), by marketing elements (e), by
psychological factors (f);

G: - the degree of technological intensity of the manufacture of the analyzed domestic goods;

P, g%, sx, ex, fx — indicators of the exported goods.

The degree of technological intensity of the manufacture of the goods can be determined using
the Expert Judgment method. In the case of the limited time and human resources required to
evaluate this indicator, the author proposes to use the following method.

The products can be divided according to the processing level into: unprocessed primary
products; semi-processed products; processed products; high-tech products. Each product group can
be given the following score (table 4):

Table 4
Estimation of the degree of technological intensity of the manufacture of the goods

Type of goods

Unprocessed primary products (cereals, fruits, fresh vegetables, raw hides, agricultural 05
wool, etc.) .
Semi-processed products (flour, vegetable oils, refined sugar, tanned hides and skins, 1.0
woolen yarn, etc.) '
Processed products (cheese, cheese, wine, canned meat, juices, stockings, clothing, etc.) 1.5
High-tech products (means of transport, equipment, electronic products, etc.) 2.0

Source: Elaborated by the author.

The author used the developed integral index, took into account the available resources, human
potential, and based on the calculations made conclusion that the priority sectors that need to be
developed are the manufacture of: bicycles, scooters; submersible pumps; sports equipment for
fitness centers; children's sports suits for outdoor play; lighting installations, led installations; drugs;
antifreeze liquid; organic surface-active agents, surface-active preparations, washing preparations
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and cleaning preparations; cosmetics; food concentrates and sublimated products; essential oils;
sleeping bags, tents; overalls; and so on.

All branches of the national economy, including the agro-industrial, have potential. The main
directions for improving the competitiveness of goods, in the current conditions, are: modernization
of the processing industry; introduction of innovations; liberalization of trade relations;
diversification of goods; supporting agricultural producers, enterprises that procure hi-tech
equipment and create new jobs; promoting antitrust policy and improving product quality that should
meet the standards of both the European Union and the Eurasian Union. The Republic of Moldova
must not give up either the European or the Eurasian market.

CONCLUSIONS

The researcher has achieved the basic goals. The novelty of the research consists in the
elaboration of the integral index of the competitiveness of the domestic goods on the internal and
external market, and in the improvement of the symmetrical index of the comparative advantage by
including a new factor of influence. The estimation of the competitiveness of the goods using the
developed indicators showed that on the internal market the unprocessed primary products and the
processed products with a low degree of technological intensity of the manufacture of goods are
mainly competitive.

The calculations performed with the help of the integral index of the competitiveness of
domestic goods on the foreign market showed that mainly the most competitive in the analyzed
period were the unprocessed primary products and semi-processed products. In addition, based on
the results obtained, the priority sectors were determined: sub-branches of the machine building
industry, light industry, chemical industry, food industry, etc.
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ABSTRACT

The study examines the role of socio-economic and maternal factors on under-five child mortality in
Zimbabwe. The research is based on the analysis of the 2012 population census data. A logistic regression
model was employed to determine factors that significantly affect under-five child mortality. The results
revealed that maternal educational level, age at first birth, marital status, sanitation and provincial location
were significant determinants of under—five child mortality. Public health interventions should focus on
mothers; single, formerly married, had early childbearing, uneducated, use unsafe drinking water and toilets.

Keywords: Under-Five Mortality, Socio-Socioeconomic, Maternal, Determinants, Binary
Regression, Zimbabwe.

Acest studiu examineazd impactul factorilor socio-economici si maternali asupra mortalitdtii
copiilor in varstd de 0-5 ani in Zimbabwe. Cercetarea se bazeazd pe analiza datelor recensamdntului
populatiei din 2012. Pentru a determina factorii cu impact semnificativ asupra mortalitdtii a acestei
categorii de copii a fost utilizat un model de regresie logisticd. Rezultatele au ardtat cd nivelul de educatie
al mamei, vdrsta la prima nastere, statutul marital, sanitatia si mediul de resedintd sunt factorii
determinanti ai mortalitdtii copiilor. Reiesind din acesteaq, interventiile in sdndtatea publicd trebuie sd fie
orientate spre mame singure, divortate, cele care au ndscut un copil la vdrstd prematurd, fdrd studii,
utilizeazd surse nesigure de apd si toalete.

Cuvinte-cheie: mortalitatea copiilor de 0-5 ani, factorii socio-economici, caracteristicile mamei,
regresie binard, Zimbabwe.

B daHHOM uccaedosaHuu paccmMampusaromcsi COyud/abHO-3KOHOMUYecKue U MamepuHcKue
dakmopsl cmepmHocmu demetl do namu.iemHezo 8o3pacma siem 6 3umobabee. HccaedosaHue 0CHOBAHO
Ha aHaause JaHHbIX nepenucu HacesaeHusi 2012 zoda. [lasi onpedeseHusi pakmopos, UMEHUWUX
cyujecmgeeHHoe B8/USIHUE HA CMepmHOCMmb 3moll kamezopuu demell, 6blL10 UCNOAb308AHA MOJeab
Js102ucmuveckoll pezpeccuu. Pezysibmamsi nokasasu, Ymo yposeHb 06pa308aHusi mamepu, 803pacm npu
nepeom poxcoeHuu, cemeliHoe no/oxceHue, 300p08be U MeCmo HUMeabcmed s81110Mmcsi 00OHUMU U3
onpedeasitowjux dakmopos cmepmHocmu demetl. Hcxods u3 3mozo, Mepbl 06WECMEEeHHO20
3dpasooxpaHeHus1 00/CHbI 6bIMb HANPAB/EHbl HA CAEJVIOWYI0 Kamez2opui mamepell: 00UHOKUX,
passedeHHblx, poduswux demeli 8 paHHem 603pacme, He UMeWUX 06pa308aHUS], UCNO1b3YHWUX
He6e30nacHble UCMOYHUKU 800bl U Mya/iemboil.

Kawouesvle cnosa: demckass cmepmHocms 0-5 sem, coyuanbHO-3KOHOMUHECKUEe, MaMepUHCKUe,
demepMuHaHmMbl, GUHAPHAS pezpeccus, 3umbaoae.

INTRODUCTION

Globally, the probability of dying before reaching the age of five is estimated at 45 deaths per 1000
live births. This translates into approximately 59 million childhood deaths every year throughout the
world (UN 2017). Studies have revealed that the majority of this death (95%) occur in the sub-Saharan
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and South Asia (Chadoka-Mutanda and Odimegwu 2017). In sub-Saharan Africa the under-five
mortality has declined by 49% from 183 in 1990 to 93 per 1000 children in 2015, this is still
unacceptably high as 1 in 11 children aged below five years still dies every year compared with 1in 147
on developed countries (UN 2017).

An estimated 45% of newborn babies die within the first month of being born as a result of
infections, birth asphyxia, preterm birth complications or intrapartum - related complications (Liu
Johnson et al. 2012, Chadoka-Mutanda and Odimegwu 2017). However, a large proportion of this
mortality is avoidable mortality. Specific causes of death including pneumonia, undernutrition,
diarrhoea and malaria account for 50% of the death that occurs after the first 30 days of life and before
turning five years (Black et al. 2010, Liu Oza et al. 2015, Chadoka Mutanda and Odimegwu 2017, Black
et al. 2013). Access to health and family planning by girls and mothers before pregnancy, during and
after delivery is vital for the welfare of both the mother and the survival of the child (Dodzo and Mhloyi
2017). While immediate and exclusive breastfeeding for six months and immunisation is essential for
the survival of children beyond five years (Liu et al. 2015, Black et al. 2013). Furthermore, studies have
shown that improvements in sanitation, safe drinking water, vaccinations, and exclusive breastfeeding
can reduce childhood deaths caused by diarrhoea and pneumonia (Browne and Barrett 1991, Liu et al.
2015, Pradhan et al. 2018).

Mothers are the primary caregivers of children under five. Their health-seeking behaviour during,
before and after pregnancy tends to influence the chances of child survival during the first five years of life.
Literature has shown that the access to health of mothers is, in turn, defined by maternal education, province,
residence (urban-rural), marital status (Browne and Barrett 1991, Black et al. 2010). To the extent that
women are not empowered to seek such services, such women might experience high infant and child
mortality, accompanied by high maternal mortality (Black et al. 2013, Cutler et al. 2006, Caldwell 1986).

Mass education has been shown to reduce child mortality in developing countries (Caldwell 1976,
Goujon et al. 2015). Mass education opens access to family planning, increases, utilisation of health
services, and better employment for mothers. Moreover, female mass education reduces childbearing
that is too early, too close and too late in the mother’s reproductive life, typical of high infant and child
mortality societies. Child Mortality has fallen both the rich and poor developing societies. Furthermore,
empowered women are on the forefront in experiencing and leading infant and child mortality decline
(Muza 2019, Reher 2004, Caldwell 1976).

Several researches have shown that mothers age at last birth, age first birth, mothers level of
education, sanitation, source of drinking water, wealth status, preceding birth interval, birth weight and
birth order are significantly associated with risk of dying during childhood (Kembo and Ginneken 2009,
Kembo and Ginneken 2011, Mturi and Curtis 1995, Black et al. 2013). Taken together, these factors
influence child survival probability.

Mother's province of residence affects their children's mortality experiences. This stems from
variations in provincial economic and socio-cultural environments, which may influence children’s
chances of survival. According to ZIMSTAT (2012), infant mortality for the five years preceding the
survey ranged from 36 deaths per 1000 live births in Bulawayo province. During the same period, it
ranged from 49 deaths per 1000 children in the province of Bulawayo to 87 deaths per 1000 children
in the province of Manicaland. Children in the urban provinces and the two provinces of Matabeleland
were less exposed than their counterparts in other provinces to the risk of dying in childhood. During
the same period, the under-five mortality rate was 80 deaths per 1,000 live births in rural areas
compared to 62 deaths per 1,000 live births in urban areas (ZIMSTAT 2012). Access to health facilities
also plays a role in affecting the mortality rates between the urban and rural areas.

Children of widowed women experienced the highest infant and under-five mortality rates of 63
and 97 respectively, followed by those of divorced (53 and 79 respectively) and married (49 and 72,
respectively). Infant and under-five mortality rates were 49 per 1,000 live births and 73 per 1,000
children born to women who responded as unmarried at the time of the census. Infant and under-five
mortality rates were 49 per 1,000 live births and 73 per 1,000 children respectively for children born
to women who responded as never married at the time of the Census. It may not be surprising that kids
of formerly married females suffered the largest mortality rate as it may reflect the elevated correlation
between their husbands and children's mortality.
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Zimbabwe is one of the countries in the sub-Saharan Africa region, where under-five mortality is
still unacceptably high. The under-five mortality in Zimbabwe has declined from 103 to 69 death per
1000 live births in 1999 to 2015 respectively (ZIMSTAT and ICF 2015). The progress or gains in under-
five mortality decline has been affected significantly in the 1990s due to HIV/AIDS-induced mortality
(Adetunji 2000, Garrenne and Gakusi 2006, ZIMSAT 2012), Economic Adjustment Structural
Programmes (ESAP) in the 1990s (Kebede et al. 2019, Lutz et al. 2015) and the general economic
collapse in 2000 (ZIMSTAT 2012). In 1994, the high prevalence of HIV among adults of reproductive
age was accountable for 61% of under-five deaths. Goujon et al. (2015), have argued that mortality has
stalled or increased in sub-Saharan Africa because of lack of investments in female education in the
1990s (Goujon et al. 2015, Muza 2019).

In Zimbabwe, the National Child Survival strategy for the 2010 - 15 report has shown that
HIV/AIDs accounted for 22% of childhood deaths. Specific causes of death like pneumonia, diarrhoea,
measles and malaria are common and still contribute to the deaths that occur before children reach fifth
birthday (Liu et al. 2015). This means Zimbabwe has still a high prevalence of infectious diseases as
defined by (Omran 2005). Thus Zimbabwe is one of the countries that failed to meet the MDG-4 goal of
reducing deaths by 2/3 by 2015 (Chadoka-Mutanda and Odimegwu). It remains unknown if Zimbabwe
can achieve the newly set Agenda 2030 for sustainable goals (SDGs). Previous studies have explored the
determinants of under-five mortality utilising country’s specific Demographic Health Survey (Aheto
2019, Akinyemi et al. 2013, Kaberuka et al. 2017). There is dearth of studies which have used Census
data. In most African countries, civil registration and vital statistics (CRVS) are not easily utilisable.
Thus, leaving most countries relying on their censuses to inform planning. Nevertheless, existing census
data sources are underused and insufficiently analysed because of lack of resources and time. Therefore,
utilising the census data will enable the production of indicators at highly disaggregated levels. This
study seeks to investigate the socio-economic and maternal predictors of under-five mortality in
Zimbabwe using recent 2012 census data.

DATA AND METHODS

This study draws on data from the 2012 Zimbabwe National Census (ZIMSTAT 2012).
The decennial national censuses are used to inform policy decisions and planning in Zimbabwe. The
2012 census collected data on various demographic and health indicators including maternal and child
health, as well as fertility data, employment, education, occupation, migration and mortality. From the
census, a total of 1,373,263 live births occurred five years before the census, and 47,401 under-five
deaths occurred.

Model specification

The study employs Mosley and Chen (1984) model of infant and child mortality in developing
countries. The model is based on the assumption that socio-economic determinants of under-five
mortality essentially work through a common set of biological mechanisms, or proximate determinants,
to apply an effect on mortality. Moreover, variables considered in this study were selected based on
previous studies that have been conducted at the global level. Potential determinant factors expected to
be correlated with under-five child mortality were included as variables of the study. Variables
considered in this study were categorised into dependent and explanatory/predictor variables.

Dependent Variables

Data was extracted from the 2012 census section E (for women age 15-49 years). This section,
with regards to women’s childbirth history, is solely answered by the women. The section on
the women’s questionnaire asks the status of the last live birth, (When was (name’s) lastlive birth? This
was used during data analysis to filter birth that occurred five years before the census (2012, 2011,
2010, 2009, 2008). Later the survival status of the last birth was ascertained by the following question:
[s the child still alive? The outcome variable is child survival status (alive or dead). Hence, this variable
exhibited a binary outcome; a child born within the previous five years and still alive a value of one (1)
was assigned. On the other hand, a value of zero (0) was assigned to those deceased children within the
previous five years.

Independent variables

In this study, socio-economic, demographic, and environmental possible determinants of child
mortality related factors were considered. Demographic variables: marital status, age of mother at first
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and last birth. Socio-economic variables: maternal education and environmental factors: place of
residence, sanitation: sources of drinking water and type of toilet.

Education was categorised as: “1=no education”, “1= primary”, “3= secondary and tertiary”. Place
of residence of the child was according to provinces which were: 1=Bulawayo, 2=Manicaland,
3=Mashonaland Central, 4=Mashonaland East, 5=Mashonaland West, 6=Matabeleland North,
7=Matabeleland South, 8=Midlands, 9=Masvingo and, 10=Harare. Harare and Bulawayo are also
metropolitan cities. Marital status categorised as (1=never married, 2=married, 3=formerly married,
which included divorced/separated and widowed). Maternal Age: The respondents were asked about
their age in completed years. However, for the purposes of the present analysis, Mother’s age at first
birth ages were grouped into 4 categories such as: <20, 20-29, 30-39 and 40-49 years. Maternal age at
last birth into two categories, 1=<20 years: 2=40-49 years. Toilet facility: categorised as 1=safe toilet
(flush toilet, ventilated/improved latrine or toilet) and 2=unsafe toilet (bucket, open field, bush).
Drinking water source: 1=safe (piped water, protected: wells, borehole, spring or rainwater): 2=unsafe
water (unprotected; rain, spring, well water, other.).

Methods of analysis

Data were statistically analysed using SPSS version 22 and analysed at three levels (univariate,
bivariate and multivariate). Descriptive statistics were presented in frequency tables, testing for
associations between two variables was done using x2 (were used to examine the statistically
significant relationship between sociodemographic and child survival), while at the multivariate level
logistic regression model was used. The dependent variable for this study was dichotomised; hence, a
binary regression model (negative log-log) was used to analyse the factors associated under-five
mortality. When the probability of a case is very low or very big, negative log-log models are frequently
used (Mangombe and Kalule-Sabiti 2018, McCullagh 1980). The adverse log-log feature is asymmetrical,
unlike logit and probit models. In SPSS, the function of the nlog log link is the same as the additional log-
log in STATA. The complete number of participants reported to be alive was 1,325,682 and dead were
47,401 children, representing only 3.5 % of the total children born.

RESULTS

Univariate results

Table 1 presents the socio-economic and demographic characteristics of the respondents and
their under-five survival status. Of the total eligible under-five children born alive (1,373,263) in
Zimbabwe since 2008-2012, 1,325,682 (96.5%) were alive, and 47,401 (3.5%) were dead. The results
indicate that Harare (capital city) had the highest number of births recorded (17%) while Bulawayo the
second biggest city had the lowest (4.4%). The results show that 13.5 % of the children were born in
Manicaland province compared to 9.2% in Mashonaland Central. Moreover, majority of children, 57%
and 30% were born to mother’s age at first birth in the age group 20-29 and 30-39 years old respectively
while 7% and 4.6% were born to mother’s age at first birth age group <20 and 40-49 years old
respectively. The study further reveals that most last births (98.6%) occurred to mothers <29 years old.
Table 1, further shows that at least 29.9% of children born were to mothers with primary education
compared to 70.1% of those born to mothers with secondary and higher. An overwhelming 87% of
under-five children had mothers who were married. About an equal percentage of the respondents and
children had safe and unsafe toilets facilities. Of water safety, 71% and 29% of children had access to
safe and unsafe water respectively.

Table 1
Frequencies and percent distribution of explanatory variables, 2012, Zimbabwe

Variable Frequency m

Alive (yes) 1,325,862 96.5

Dead (No) 47,401 3.5
Provinces

Bulawayo 60,830 4.4

Manicaland 185,088 13.5

Mashonaland Central 125,720 9.2
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Variable Frequency ‘ Percent ‘
Mashonaland East 142,636 10.4
Mashonaland West 166,596 12.1
Matabeleland North 70,695 5.1
Matabeleland South 63,373 4.6
Midlands 169,297 12.3
Masvingo 152,032 11.1
Harare 236,996 17.3
Mothers age at first birth
<20 years 104,534 7.6
20-29 years 779,174 56.7
30-39 years 424,074 309
40-49 years 65,481 4.8
Mothers age at last birth
< 29 years 1,353,955 98.6
30-49 years 19,308 1.4
Marital status
Never Married 65,889 4.6
Married 1,196,778 87.1
Formerly married 113,596 8.1
Education
No education 3,639 0.2
Primary 407,409 29.7
Secondary and higher 962,215 70.1
Toilet type
Safe Sanitation 688,752 50.2
Unsafe Sanitation 684,511 49.8
Water safety
Safe 976,580 71.1
Unsafe 396,683 28.9

Source: ZIMSATAT (2012) and own calculations.

Bivariate results

Table 2 shows the relationship between the socio-demographic characteristics and survival
status of their under-five children. A chi-square (x2) test for independence was used to assess
whether there were significant associations between each of the background variable and survival
status of the children below five years. The results reveal that all the selected variables; provinces,
mothers age at last birth, mother’s age at first birth, marital status, mother’s education, sanitation
variables water safety and toilet type were all statistically significant at p< 0.05, 0.01 or 0.001.

Table 2
Cross-tabulation of under-five mortality and selected

background characteristics, 2012, Zimbabwe
| Dead% Alive% = x2 | Total |

Survival status
| Total 3.5 96.5 1,373,263
Provinces 0.018
Bulawayo 2.9 97.1 60,830
Manicaland 3.9 96.1 185,088
Mashonaland Central 3.5 96.5 125,720
Mashonaland East 3.7 96.3 142,636
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| Dead % Alive % | X2 | Total |

Mashonaland West 3.6 96.4 166,596

Matabeleland North 3.0 97.0 70,695

Matabeleland South 2.9 97.1 63,373

Midlands 3.6 96.4 169,297

Masvingo 3.4 96.6 152,032

Harare 3.1 96.9 236,996
Mothers age at first birth 0.021

<20 years 4.2 95.8 104,534

20-29 years 3.2 96.8 779,174

30-39 years 3.6 96.4 424,074

40-49 years 4.6 95.4 65,481
Mothers age at last birth 0.006

< 29 years 3.4 96.6 1,353,955

30-49 years 4.4 95.6 19,308
Marital status 0.028

Never Married 3.9 96.1 65,889

Married 3.2 96.8 1196,778

Formerly married 4.4 95.6 113,596
Education 0.016

No education 4.1 95.9 3,639

Primary 3.9 96.1 407,409

Secondary and higher 3.3 96.7 962,215
Toilet type 0.007

Safe Sanitation 3.3 96.7 688752

Unsafe Sanitation 3.6 96.4 684511
Water safety 0.002

Safe 3.4 96.6 976,580

Unsafe 3.5 96.5 396,683

Notes: P < 0.05.
Source: ZIMSTAT (2012) and own calculations.

Table 2, also, reveals that a significant relationship was found between provinces and survival
status. The study also indicates that child mortality is lowest among children born to mothers from
Bulawayo and Matabeleland South at (2.9%) for each province. Manicaland had the highest
percentage of under-five mortality, 3.9%, and Mashonaland provinces had an average of about 3.6%
per province. Mother’s age at first birth and under-five mortality show statistically significant a
U-shaped relationship. The mortality of under-five children born to older mothers, 40-49 and
youngest mothers <20 years were 4.6 and 4.2% respectively The study also indicates that child
mortality is higher among children born to mothers who had their last birth at aged 30-49 years
while mother’s aged less than 29 years had the lowest (3.4%) under-five mortality. The study
further reveals that child death to mothers who never married had a higher rate of child mortality
compared to married women.

A statistically significant relationship was found between the level of mother’s education level
and under-five mortality. Women with no education had higher (4.1%), than primary, secondary and
higher education, which had 3.9% and 3.3% respectively. There was a significant association in
under-five mortality between and availability of safe toilets. About four percent (3.6%) of death were
recorded among children who resided in households with unsafe toilets compared to 3.3% with safe
toilets. Another important finding was a marginal difference in child mortality between children
whose household had access to safe water (3.4%) and unsafe water (3.5%).
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Multivariate results. In order to examine the factors that determine the under-five child
mortality rate in Zimbabwe, a negative log-log logistic regression model was fitted, and the results are
presented in table 3. The results indicated that provinces, mothers’ age at first birth, marital status,
education, toilet type and water safety were the main predictors of child survival. Mashonaland provinces
(Central, East and West), Manicaland, Midlands and Masvingo provinces were less likely to experience
child survival than Harare province. The place of residence (province) shows a statistically significant
relationship with under-five child mortality. Children from the following Matabeleland provinces:
Matabeleland South and Matabeleland North had a higher risk of dying before five years of age (OR= 1.05,
p<0.001 and OR=1.04, p<0.001) respectively than Harare province. In addition, children from Manicaland
province were less likely to die compared to Harare province (OR=0.94, p<0.001). The mother’s age at
first birth revealed a strong association with child survival. Women who had their first birth at <20 years
were more likely to have reported a child who died before five years (OR=1.03, p<0.001) than those who
first gave birth at 40-49 years. There was an unexpected finding by women had had their first birth aged
20 29 years who had the highest likelihood ratio (OR=1,1, p<0.001) of a child under*five mortality than
any other age group. Mothers who have last birth at age <29 years were less likely to experience child
death than older mothers at age 40-49 years, although this likelihood was not statistically significant.

It can be seen from table 3, that children born to mothers who reported that they were never
married had more risks of dying before age five years when compared to those born to married
mothers (OR=1.028, p<0.001). Under-five children born to formerly*married mothers also had more
likelihood of dying (OR=1.149, p<0.001) compared to children of formerly married mothers. Children
born to mothers with secondary and higher education (OR=0.953, p<0.1) and primary education
(OR=0.96, p<0.01) were less likely die before five years than those of women with no education. The
statistics show that children born to mothers who had unsafe water were more likely to die before
the age of five years (OR=1.006, p < 0.05). Children who had access to safe toilet facilities were less
likely to die (OR=0.990, p < 0.01) than children with unsafe toilet.

Table 3
0dds ratio of selected predictors of under-five mortality, 2012, Zimbabwe
95% CI
Exponentiated 3 Lower Upper

Threshold - 1.016 -1.093 -0.938
Provinces

Harare (Ref.)

Bulawayo 1.043%%** 0.027 0.056

Manicaland 0.946**** -0.065 -0.045

Mashonaland Central 0.984*** -0.028 -0.005

Mashonaland East 0.961**** -0.050 -0.029

Mashonaland West 0.972%*** -0.038 -0.017

Matabeleland North 1.044%*** 0.029 0.057

Matabeleland South 1.058**** 0.041 0.071

Midlands 0.968**** -0.043 -0.022

Masvingo 0.989** -0.022 0.002
Mother's age first birth

40-49 years (Ref.)

<20 years 1.036**** 0.020 0.050

20-29 years 1.105**** 0.088 0.112

30-39 years 1.07 3**** 0.058 0.083
Mother's age at last t birth

30-49 years (Ref.)

<29 years 0.972 -0.107 0.051
Marital status

‘ Married (Ref.)
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BN 95% CI

Never married 1.028**** 0.013 0.043

Formerly married 1.149%** 0.130 0.148
Education

No education (Ref.)

Secondary and higher 0.953* -0.098 0.002

Primary 0.960*** -0.047 -0.035
Toilet type

Safe sanitation (Ref)

Unsafe sanitation 1.006** 0.001 0.013
Water safety

Unsafe (Ref.)

Safe 0.990*** -0.017 -0.004

X2 Df Sig.

Pearson 3867.105 3204 0.000
Deviance 3355.05 3204 0.031

Notes: Negative Log-log regression.
*p < 0.1, **p < 0.05, ***p < 0.01, ****p < 0.001
Source: ZIMSTAT (2012) and own calculations.

DISCUSSION AND CONCLUSIONS

The results of the multivariate analysis revealed that in general, the strength of the independent
variables with dependent variables under-five (U5SMR) were strong for the period under
consideration. The provincial inequalities in the odds ratio of the mortality burden of USMR were
statistically significant. Harare, Bulawayo Matabeleland North and South had the highest odds of
under-five mortality. Since both Harare and Bulawayo are metropolitan cities, this finding is not
consistent with other studies that have found lower risks of under-five mortality. It is possible that
the high odds of under-five mortality in the metropolitan cities (Harare and Bulawayo) than rural
areas is related to the deteriorating socio*economic conditions in Zimbabwe (ZIMSTAT and ICF
2016). Urban cities in Zimbabwe faced water and sanitation in 2008 leading to the resurgence of
infectious diseases such as cholera (ZIMSTAT and ICF 2015)

The finding of high under-five mortality in Matabeleland North and South and Bulawayo than
in Mashonaland provinces of (Central, South, East), Manicaland and Masvingo provinces ties very well
with the hypothesis that provincial inequalities of child survival in Zimbabwe are perhaps driven by
socio-economic and cultural differentials (Liu et al. 2015, Adedini et al. 2015). The geo-socio-cultural
regions in Zimbabwe composed of predominantly 2 groups, Ndebele speaking people in Matabeleland
provinces (Bulawayo, Matabeleland North and South), and Shona speaking in seven remaining
provinces. Similar, results have been reported in Nigeria (Adedini et al. 2015).

Unlike Kembo and Ginnkem (2009) who found U-shaped under-five mortality curve by
mother’s age at first birth, this research finds that the mortality risks for under-five is higher for
children born to mothers of 20-40 years of age groups. The study expected to find high mortality risks
to children born to very young mothers <20 years and older mothers 40-49 years old. Although the
statistic was not significant, mothers who had their last birth <29 years had less likelihood of under-
five child death than mothers who had their last birth at 30-49 years. This is in line with other studies
that find under-five mortality risks increases in older reproductive age groups (Mugura et al. 2018,
Kembo and Ginnekem 2011, Adedini et al. 2015).

Children born to formerly married mothers had more likelihood of death than those born to
married and never married. It is possible that such mothers might be vulnerable widows given the
patriarchal nature of Zimbabwe, which promotes the intergenerational marriage of older men to
younger girls (Mhloyi 1988, Tabutin et al. 2004). It is possible to hypothesise that such male partners
will die before the wife leaving the mothers vulnerable. This might be amplified by the fact that
Zimbabwe has a high prevalence rate of HIV, which kills more men than women in reproductive ages
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(ZIMSTAT 2012). Moreover, HIV is one of the leading causes of under-five mortality (Global Burden
of Disease Collaborative Network 2018). Overall this finding suggests the need for protective policies
for children to divorced separated and widowed women.

The findings of this study show that under-five mortality decreased with increases in the
mother’s educational status. This finding is line with other studies in Zimbabwe (Kembo and
Ginnekem 2009, Kembo 2011, in Nigeria, (Adedini et al. 2015) and in Kenya, (Gruebner Lautenbach
et al. 2015). This is probably because maternal education has been found to better women'’s socio-
economic status, nutrition, housing, sanitation, access to reproductive health, family planning, and
child health services (Caldwell 1976,) all of which reduce under-five mortality (Caldwell 1986, Cutler
et al. 2006). Maternal education was also found to be an essential factor in the European historical
child mortality revolutions (Reher 2004, Dyson 2013). This suggests the need for empowering girls
beyond universal primary education as was proposed by MDG-2.

The findings of this study indicated that the provision of improved drinking water and toilets to
households has a stronger impact on under-five mortality reduction. This finding supports the thesis that
exogenous factors are dominant during the childhood stage (Kembo and Ginnekem 2009, Mosley and
Chen 1984). Table 1, above revealed that only about half of the households had improved sanitation. This
suggests that Zimbabwe needs to invest more on water and sanitation improvement.

There were significant limitations to the research which should be taken into consideration
when interpreting the findings of this study. First, a recall prejudice for household death documents
may have underestimated numbers slightly. At the same time, data on deaths reported by
respondents during surveys are also incomplete partly because some relatives are reluctant to
discuss details of their deceased relatives. However, I am confident that this bias is negligible since I
only used the data about the last born kid. Second, since I only looked at the last born baby, this
research did not consider all children born alive who died. Moreover, my measure did not include
maternal mortality, which could have resulted in less reported under-five deaths in Zimbabwe. Third,
it is possible that age heaping of under-five deaths might have affected the study findings. Children
under five ages might have been reported older than their actual age, hence their ages plausibly fell
outside the under-five age criteria.

Finally, the combination of exposure variables in the model is only one of the possible outcomes,
and it should, therefore, be borne in mind that these are not the only possible risk factors that could
predict under-five deaths in Zimbabwe. Other factors, such as birth intervals, breastfeeding duration,
wealth, place of birth etc., were also discovered to be significant predictors of under-five mortality
(Dodzo et al. 2016, Kembo and Ginnekem 2009). Some of this data, however, was not accessible from
the census and could not, therefore, be used.

Notwithstanding these constraints, this is the first study to my understanding that used
a comprehensive national census data to explore risk factors of under-five death in Zimbabwe at the
individual level. The research showed that individual and socio-economic risk variables differ
between provinces, maternal age at birth, maternal education, marital status, sanitation and secure
drinking water. Public health interventions on under-five mortality should ideally include
improvements in maternal education, toilet sanitation, and provision of safe drinking water.
Promoting birth postponement by younger mothers and birth stopping before older reproductive
ages should also be at the core childhood mortality interventions.
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ABSTRACT

This year, 2020, marks the 25% anniversary of the 1995 United Nations Fourth World Conference on
Women in Beijing where gender mainstreaming was introduced. Since then, gender mainstreaming has come
to be recognized as the inter-governmentally agreed strategy to achieve gender equality and female
empowerment and involves integrating a gender perspective into all aspects of governmental policy, regulation,
and budgeting, with an eye towards promoting equality between women and men, social inclusion, and
eliminating discrimination in all its forms. Despite notable achievements, an important body of feminist
scholarship reveals that gender mainstreaming faces many challenges. In this paper, I contribute to this body of
knowledge by using a feminist reflective practice approach to analyze the gender mainstreaming process |
undertook as part of the 2020 Comprehensive Youth Sector Analysis in the Republic of Moldova. Through this
analysis, I identify a number of challenges that can be understood as part of the larger social construction of
gender inequality and conclude that gender mainstreaming processes embody the same gender inequality and
patriarchy that we encounter in our larger social structures. This, in turn, acts as one of the greatest threats to
gender mainstreaming as an effective strateqy to achieve gender equality.

Keywords: gender equality, gender mainstreaming, women’s empowerment, reflexive practice,
feminism.

Anul curent, 2020, marcheazd 25 de ani de la cea de-a patra Conferintd Mondiald privind femeile
organizatd la Beijing in 1995 sub auspiciile Organizatia Natiunilor Unite, unde a fost introdusd abordarea de
gen. De atunci, integrarea dimensiunii de gen a devenit o strategie, recunoscutd interguvernamental, pentru
obtinerea egalitdtii de gen si imputernicirea femeilor. Aceasta implicd integrarea dimensiunii de gen in toate
domenii ale politicii guvernamentale, a reglementdrilor si bugetelor de stat, urmdrind promovarea egalitdtii
intre femei si bdrbati, incluziunii sociale si eliminarea tuturor formelor de discriminare. In ciuda realizdrilor
notabile, o parte importantd a cercetdrilor relevd faptul cd integrarea dimensiunii de gen se confruntd cu mai
multe provocdri. In lucrarea de fatd, am contribuit la aceastd totalitate de cunostinte, folosind o abordare a
practicii feministe reflective pentru a evalua procesul de integrare a dimensiunii de gen ca o componentd a
Analizei Comprehensive a Sectorului de Tineret in Republica Moldova, la care am participat in 2020. Prin
aceastd analizd, am identificat o serie de provocdri care prezintd o parte componentd a celei mai mari
constructii sociale a inegalitdtii de gen si constat cd procesele de integrare a dimensiunii de gen cuprind in sine
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aceeasi inegalitate de gen si patriarhat pe care le intdlnim in structurile sociale mai mari. Totodatd, aceasta
constituie una dintre cele mai mari amenintdri la integrarea dimensiunii de gen ca strategie eficientd pentru
obtinerea egalitdtii de gen.

Cuvinte-cheie: egalitate de gen, gender mainstriming, imputernicirea femeilor, practicd reflexivd,
feminism.

B 2020 200y ommeuaemcsi 25-a 2odosujuHa yemeepmoti BcemupHoli koHpepeHyuu Opzanusayuu
O6weduHenHbix Hayuli no nosaosceruro sceHwur e Ilekune 1995 2, nososcuswell Ha4a10 2eHOepHOMY
nodxody. C mex nop yyem 2eHOepHoll npobiemamuKu cmas1 NpU3HA8amMbsCsl 8 Ka4ecmae co2/1ac08aHHOL Ha
MEHNPABUMEALCMBEHHOM YPOGHe cmpame2uu o doOCMUMCeHU0 2eHJepHO20 paseHcmea U pacuupeHuro
npas u 803MONHCHOCMET HCeHWUH, U npedycmampusaem y4em 2eH0epHol Npob.1eMamuKu 80 8cex 06.1acmsix
20¢cy0apcmeeHHoll NOAUMUKUY, pegyaupo8aHusi U 6H0XCemupo8aHusl ¢ yeablo obecneveHusl paseHcmesd
MeNHCAY HCEHWUHAMU U MYHCUUHbI, COYUAIbHOU UHMezpayuu u Aukeudayuu JUCKPUMUHAYUU 80 8ceX ee
¢opmax. Hecmompst Ha docmuzHymble ychexu, 3Ha4umes1bHoe YUc/10 Ucc/1e008aHUll NOKA3bleaem, 4mo y4yem
2eHdepHoll npobemMamuKu cma/kug8daemcsl Co MHo2UMU hpob.aemamu. JlaHHasi cmamssi Hecem cgoli 8Kka1ad
8 3ImMy COB0KYNHOCMb 3HAHUL NymMeM UCNno/1b308aHUs1 N00xoda peMUHUCMCcKol ped1eKCUBHOL Npakmuku
018 aHaausa npoyecca yyema 2eHOepHoll npobaemamuku, Komopbllii s npednpuHsad 8 pamKax
KomnuiekcHoz2o aHauza mosodexcHozo cekmopa Pecnybauku Mosidosa e 2020 2. C nomowbHo 31020 aHaau3d
5 8vblsisUAA Yeablll pssd npobsiem, Komopbvle MONMCHO NOHSIMb KAK 4acmb 60/ee WUpoKoU COYUud/ibHOU
KOHCMpYKYUU 2eHOepHO20 Hepa8eHCMaa, U 0eaak 8bI800 0 MOM, YUMo NPoyecCbl akmyaausayuu 2eHOepHol
npobeMamuKku 8on/aoWam mo e 2eHJepHoe HepaseHcmeo U nampuapxam, ¢ KOMOpbIMU Mbl
cmaskugaeMcsl 8 60/1ee KPYynHbIX COYUAIbHLIX CMPYKmMypax. 3mo, 8 c8or ouepedy, 518.151emcsi 00HOU U3
CAMbIX Cepbe3HbIX Y2po3 0151 yuema 2eHOepHoll npobaeMamuKu 8 kayecmeae 3ghghekmugHoll cmpamezuu
docmudiceHus1 2eHOepHO20 paseHcmaa.

Knawueesvie cnosa: zendepHoe paseHcmeo, 2eHOepHblll MelHCmpUuMuHe, pacuupeHue npas Uu
803MOMCHOCMeEL HCEHUWUH, pehAeKCUBHASI NPAKMUKA, (DEMUHUZM.

INTRODUCTION

Gender equality is the enjoyment of equal rights, responsibilities, and opportunities among women
and men and girls and boys; it does not seek to make women and men the same, but that these equal rights,
responsibilities, and opportunities are not dependent on being born either male or female (UN Women, n.d.).
It is both a fundamental human right as enshrined in a number of international treaties and agreements,
notably the International Covenant on Civil and Political Rights, the International Covenant on Economic,
Social, and Cultural Rights, and Conventional on the Elimination of Discrimination Against Women (OHCHR,
n.d.) and a powerful means to reduce poverty and advance development as a number of multilateral
organizations (World Bank n.d. and the United Nations n.d.) affirm and a growing body of evidence confirms
(Kabeer and Natali (2013), Nieuwenhuis et al. 2018).1 Gender equality has its roots in both feminist thought
and practice, including the women'’s rights movement. Accordingly, redressing inequity and inequality that
disproportionately impacts women through socially constructed power relations and structures in which
men dominate remains at the heart of all efforts that seek to realize gender equality (Bacchi 2010:22).

UN Women'’s 2020 report, Gender Equality: Women'’s Rights in Review 25 Years After Beijing, illustrates
that gains - such as global average gender parity in education and legal and regulatory reforms in 131
countries that support gender equality - have been made towards achieving gender equality (UN Women
2020a:4). These gains can be attributed to dedicated action by policy makers, including through gender
mainstreaming (GM), which is defined as “the integration of a gender perspective into the preparation,
design, implementation, monitoring and evaluation of policies, regulatory measures and spending
programs, with a view to promoting equality between women and men, and combating discrimination”
(EIGE 2020). Indeed, a number of United Nations intergovernmental resolutions, mandates, and decisions

1 A complete literature review on this topic is outside the scope of the present study. The examples are illustrative in
nature.
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that include the 1995 United Nations Fourth World Conference on Women in Beijing, the Sustainable
Development Agenda 2030, and the Paris Agreement have affirmed that GM is the primary
intergovernmentally-agreed, global strategy for achieving the goal of gender equality and empowerment of
women and girls. Gender mainstreaming furthermore “moves gender equality and the empowerment of
women from the margins to the mainstream of decision-making” (UN Women 2020b:2).

Nevertheless, UN Women'’s 2020 report on the state of gender equality illustrates that universal
gender equality - including equal participation in politics, socioeconomic standing, and freedom from
gender-based violence - continues to be out of reach with women predominately on the losing end (UN
Women 2020a: 4-5). The still unrealized achievement of gender equality points to potential shortcomings of
GM as the “most practical means to achieve gender equality and the empowerment of women” (UN Women
2020b:2).

LITERATURE REVIEW

A review of literature on challenges of GM in policy development yields a number of notable works.
Straught (2003) argues that GM is equated with a specific machinery (e.g., staff and/or departments) within
governmental institutions instead of being considered a core characteristic of good governance. Cavaghan
(2017) examines the barrier of resistance by governmental staff and authorities to GM by comparing two
gender mainstreaming policy cases implemented within the framework of the European Commission’s
Directorate General of Research between 2002 and 2006. Lombardo and Mergaert (2013) also examine the
obstacle of resistance, specifically to gender training conducted as part of GM processes in policy-making.

Bacchi and Eveline (2010) provide extensive analysis of GM processes in policy development in
countries that include Australia, Canada, and the Netherlands, illuminating dilemmas and challenges such as
insufficient time and space for public servants to explore, learn, understand, and embrace GM and a narrow
focus on “gender” mainstreaming that oftentimes ignores the diversity of women and the various
compounded discrimination they may face based on other factors like ethnicity, gender identity, sexual
orientation, and others. Reflecting on her own experience in the field of GM, Mukhopadhyay (2016a)
analyzes how “feminist concerns with the political project of equality are being normalized in the
development business as an ahistorical, apolitical, de-contextualized and technical project that leaves the
prevailing and unequal power relations intact...Gender mainstreaming is being interpreted as getting rid of
the focus on women, regardless of context.” Mukhopadhyay (2016b) dives deeper into this challenge facing
GM, describing it as being “streamed away into... bureaucracies.”

A common thread within this body of research is the use of the feminist lens, independent of whether
it was explicitly or implicitly employed to understand core challenges to GM in policy development. In other
words, these scholars have sought to understand failings and challenges of GM to achieve gender equality by
examining it from the standpoint of those whose particular lives are lived in oppression (i.e., women and
girls) under a predominately male-dominated world (i.e., patriarchy). Most of these works examine the
challenges from a third-person point of view with the exception of Mukhopadhyay (2016a; 2016b) who uses
first-person inquiry of her own direct experience in GM to examine the obstacles that have undermined GM
as a strategy globally. However, research conducted and published by gender practitioners-those conducting
gender analysis and/or using other tools as part of a given policy development process-appears to remain
scarce overall, thereby opening an important opportunity to contribute to this area of feminist investigation.

PURPOSE OF STUDY, THEORETICAL FRAMEWORK, AND METHODOLOGY

In this paper, I seek to contribute to the feminist scholarship that examines challenges to GM in policy
development from a critical, first-person perspective. Specifically, I will analyze challenges that emerged
during the GM process I led as part of the 2020 Comprehensive Youth Sector Analysis (CYSA) in the Republic
of Moldova (RoM)! using a feminist reflective practice approach.

1 As the National Strategy for Youth Sector Development (NSYSD)'’s operational period neared its completion and with
eye towards better understanding gaps identified in the 2018 OECD Youth Well-being Policy Review, the Ministry of
Education, Culture, and Research (MECR) requested UNICEF’s support to conduct a CYSA in 2019. As part of its
respective country program strategy and global mandate and in support of the National Strategy for Gender Equality
in Moldova, the support of UNICEF aimed to advance gender equality in the youth development sector policy, strategy,
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Accordingly, I will conduct a case study of the CYSA in the RoM using an adapted theoretical
framework that combines feminist theory and two related methodological approaches: reflective and
reflexive practice. A feminist lens is one that allows a researcher to make inquiries based on where s/he
stands in her/his life that has been socially constructed, notably allowing her/him to better understand lives
of those lived under oppression and/or disadvantage, notably women and girls (Connolly 2018: 33). By
nature, a feminist perspective is part of critical theory which is an approach to social inquiry that both
“interprets the acts and the symbols of society in order to understand the ways in which various social
groups are oppressed” and “examines social conditions to undercover hidden structures” while also making
a “conscious attempt to fuse theory and practice...to bring about change in the conditions that affect our
lives” (Seiler N.d.).

On the one hand, reflective practice is “thinking about and critically analyzing one’s actions with the
goal of improving one’s professional practice” (Imel 1992: 2). On the other hand, reflexive practice, or
reflexivity, goes further: it involves critical self-analysis that questions one’s own values, thought processes,
behaviors, assumptions and analyzes how this impacts what happens in a person’s professional practice,
relationships, and/or associated organizations (Bolton and Delderfield 2018: 14).

By approaching reflective and reflexive practice from a feminist perspective, Connolly (2018: 31,33)
explains that this type of critical self-analysis - or what she calls feminist reflective practice - of one’s
professional practice, “focuses on our being in the world, how we, as agentic practitioners in a stratified
world, see that world...reflexive practice has to encompass a consciousness-raising element, rather than
simply improve practice...it questions how this [stratified world of oppression] influences [our] practice and
asks what [our] commitment to emancipation is? And how do [we] turn this into knowledge?” (Connolly
2018:31,33).

Using this theoretical framework, I first conducted a reflective practice analysis of the gender analysis
I completed as part of the CYSA by asking myself what challenges I experienced or observed during each
stage or component of the GM process (e.g., CYSA and GM Terms of Reference; the gender analysis design,
data collection, gender integration into larger CYSA, presentation of final results, etc.). I then conducted a
reflexive practice analysis using CARE International’s Gender Equality Framework (GEF) as tool to interpret
the challenges. The GEF framework posits that equality can only be realized if we transform discriminatory
structures, change power relations, and build female agency. The inverse then tells us that gender inequality
thrives in a context where structures include discriminatory social norms, institutions, policies, and practices
(whether intentional or not), gendered relationships are characterized by power imbalances, and women
and girls do not have fully realized agency in regards to their confidence, self-esteem, aspirations, abilities,
education, etc. (CARE International 2018:7).

RESULTS AND DISCUSSION

The feminist reflective practice analysis I undertook to examine the GM mainstreaming process I led
as part of the CYSA in the RoM was not a straightforward endeavor. My final theoretical approach, in terms
of how to interpret the findings of my reflective analysis, only emerged during the actual analytical exercise
itself. The initial analysis [ undertook of the CYSA GM process began as a mechanical process using a matrix
[ created based on a project management approach to learning -lessons learned. For each GM process
component (e.g., CYSA terms of reference, GM terms of reference, data collection, etc.), I sought to brainstorm
key challenges and how they were overcome in the process as way to produce new practical “how-to”
insights for gender practitioners, including myself. However, as the matrix began to fill up with the challenges
across the various components of the GM process itself, I noticed key patterns emerging that interestingly,
though not surprisingly, were reminiscent of key findings and conclusions of the actual gender analysis of
the youth sector I conducted (e.g., limited prioritization of gender in the GM process, harmful gender norms

and programs by ensuring the completion of a gender-sensitive CYSA. To this end, UNICEF with the support of UN
Women recruited the author of the present article as an international consultant to ensure comprehensive gender
mainstreaming in all components of the CYSA.
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negatively impacting the GM process, and limited capacity and political will to realize the GM process).! |
realized I needed the critical theoretical lens to accurately interpret the socially constructed patterns of
power imbalance and inequality that were emerging within the GM process itself. Accordingly, the feminist
reflective practice approach emerged as my theoretical framework.

Through this critical self-inquiry-based analysis, I identified, analyzed, and interpreted three main
challenges of the CYSA GM process.

Reflection

(1) GM as separate within the CYSA process: A comparative review of the original CYSA Terms of
Reference (TOR) published by UNICEF with the TOR for the GM consultancy published by UN Women clearly
reveal a strong priority on ensuring gender was fully mainstreamed into the CYSA process. Despite the
priority, gender was still being approached as separate from the larger CYSA. For example, the CYSA TOR
did not require applying organizations to propose and ensure gender expertise on their team but rather
mentioned that a consultant would be engaged on a separate contract but expected to collaborate closely
with the organization commissioned to complete the larger CYSA. While many advantages of this approach
exist such as autonomy for the gender consultant to conduct an objective gender analysis and integration
into the larger CYSA, it also establishes a precedent for gender to not actually be mainstreamed but remain
a stand-alone exercise outside of the larger CYSA.

Indeed, the CYSA TOR envisioned the gender analysis as a separate chapter in the proposed outline of
the CYSA report. This was an aspect on which I resisted during the GM process since having gender as
separate contradicts the tenet on which GM stands: GM seeks to move gender into the “mainstream” of all
policy development. [ was largely successful in my lobbying efforts to fully integrate gender into the larger
CYSA process, including the CYSA report and related presentations of findings. Although much of my gender-
related contributions to each chapter of the CYSA report were included, much of it was cut under the premise
of both saving limited space and avoiding distraction from the larger objective of the CYSA. In the end, I
drafted a comprehensive annex that outlined all key findings, conclusions, and recommendations that were
included in the main body of the CYSA as well as additional gender-related outcomes of the gender analysis
process. Admittedly, the annex provided an opportunity to expand on the gender analysis results while also
resolving space limitations. Nevertheless, despite reiterating the message that gender was not separate but
an integral part of the CYSA to drive home this important message in both the annex and during my separate
presentation of results at the CYSA National Validation Workshop in February 2020, the gender annex
inclusion sent a strong message that gender is separate.

(2) Time constraints on the GM process: Insufficient time to systematically complete the GM was a
challenge that crossed all stages of the process. The original calendar envisioned I make three mission trips
with the first dedicated to integrating with the larger CYSA team and finalizing integration of gender into the
inception report, CYSA methodology, and qualitative research tools. This mission trip would have also
included an initial validation exercise with the Ministry of Education, Culture, and Research (MECR) to
approve the inception report, methodology, and tools. By the time I was on-boarded as the gender
consultant, this stage of the CYSA was already completed, thereby depriving the GM process a crucial
legitimizing step to ensure gender was a fully integrated component of the larger CYSA process. The
organization that was commissioned to conduct the CYSA had also made significant progress in completing
the desk review portion of the exercise and was going to begin interviews within a couple of days of our
initial call. Although I rose to the challenge and within three days had done a comprehensive and systematic
review of the inception report, methodology, and tools, the original documents had already been approved

1 The four key conclusions of the youth sector gender analysis I completed as part of the GM process were (1) Gender
equality and social inclusion are not priorities in youth-related policies and programs; (2) Persistent intersectionality
- also known as compounded discrimination and vulnerability - impacts several groups of especially vulnerable
female and male youth and adolescents; (3) Harmful gender norms—that include what it means to be masculine or
feminine and how sexuality and reproductive issues are addressed in society - are at the root of most pressing issues
faced by male and female youth; (4) Youth sector governmental authorities [i.e.,, relevant Ministries and local
government entities] lack financial and technical capacity and the political will to effectively mainstream gender into
youth policy (Kellum 2020: 90-96).
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and the stage was set for gender to be sidelined.

Similar time constraints plagued the entire process. For example, gender-related primary data
collection was not specifically anticipated as part of the gender analysis. The only opportunity to conduct
primary research was during the three consultation workshops that were used to present preliminary
findings and receive feedback of the first draft report in December 2019. Similarly, I only received the first
draft report as I boarded the plane to participate in the workshops, meaning the consultation workshops
were based on a draft report without a thorough gender review. Again, | worked together with the larger
CYSA team to ensure the consultation workshop presentation included key gender findings, preliminary
conclusions, and recommendations. However, undoubtedly quality of the gender integration suffered under
time limitation.

(3) Direct resistance to GM: Direct resistance to the GM process is another challenge that manifested
itself in a number of ways throughout the larger CYSA process. One example included expressed discomfort
among some stakeholders about including analysis of young LGBTI people or examining intersectionality -
compounded discrimination - and how this impacted specific groups of vulnerable and/or marginalized
male and female youth and their interaction with the youth sector. However, I overcame these obstacles and
was successful in including these aspects in the CYSA.

Another example was gender discriminatory jokes and attitudes expressed by male FGD participants
during the consultation workshop sessions I facilitated in December 2020. These included statements like
“there is too much focus on supporting young women” and “men are born leaders but women would have
to be given training to be a leader.” | immediately challenged these sexist beliefs by calling out the faulty
premises on which their beliefs and attitudes were based.

Athird example of resistance was particularly notable as a direct assault on GM as a means of achieving
gender equality and necessary component of policy development. The incident took place at the CYSA National
Validation Workshop in February 2020. After I made the final presentation of the workshop focused on the
gender-related findings, conclusions, and recommendations, the workshop facilitator initiated the question
and answer session. The first person to raise his hand was a male representative of an international
organization. What proceeded to happen, I argue, is that he employed a number of logical fallacies often
wielded by people to manipulate others and information and which is considered a breach of ethics in public
speaking (Barton and Tucker 2020). In this case, he did so to undermine not only me as a gender specialist
but also GM as a legitimate process in the Moldovan youth sector policy development and gender inequality
as a current problem in the RoM.

He began speaking in Romanian but then insisted on speaking English, even though [ was the only
person who was a native English speaker in the room. I had a translator, so it was not a necessary step to
ensure | understood. He then publicly congratulated me on my presentation of the CYSA gender
mainstreaming results — public praise that not unimportantly, as we will see later in my reflexive analysis,
was preceded by him leaning over my translator to tell me privately as the workshop facilitator opened up
the Q&A to say “you need to be taken out for a beer for that presentation.” The tone of our interaction quickly
changed, however, as he launched into his intentional attack.

He first began by employing the ad hominem? logical fallacy by seeking to publicly humiliate me as the
gender specialist by asking if | knew Valentina Vladimirovna Tereshkova.2 When I responded that I did not,
he shook his head, making an exaggerated show of scolding me for not knowing that she was the first female
to travel to space and also from the Soviet Union during the time when the RoM was part of the U.S.S.R. Using
this fallacy, he sought to discredit my view and opinions set forth as a gender and women'’s rights specialist
by showing that I have some personal flaw, which in this case, was “ignorance” of notable women in the

1 Ad hominem is a logical fallacy described as when “arguer attacks his or her opponent instead of the opponent’s
argument” (The Writing Center at UNC Chapel Hill n.d.).

2 Valentina Vladimirovna Tereshkova was the first and youngest women to ever travel to space in 1963. Although she
is not Moldovan but Russian, Moldova was part of the U.S.S.R during this time.
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Moldovan context. He simultaneously used tokenism! by erroneously equating her individual achievement
with the existence of gender equality and empowerment for all Moldovan women.

He employed the false equivalence? fallacy by erroneously equating the CYSA GM process, specifically
key findings in the CYSA that point to a gender inequal socio-cultural context in which the youth sector is
situated, as a “foreign” ideology being pushed on Moldovans similar to how the foreign communist ideology
was pushed during the Soviet era. However, unlike communism, which is a socio-political ideology, gender
equality and the strategies to achieve it are enshrined within the framework of fundamental human rights
inherent to all humans.

He used the tu quoque3 fallacy in the form of whataboutism* to divert attention from the context at
hand- the RoM. Specifically, he stated, “What about the United States? They have gender-based violence?
Why should we be focusing on that in Moldova when it exists everywhere?” In this case, he erroneously
appealed to an imaginary hypocrisy on my part, since [ am a professional specializing in gender who also
happens to be from the United States where GBV exists as well. He also was seeking to divert attention from
the topic at hand which was gender inequality in Moldova not the situation of GBV in the United States. In
the course of his intervention, he also described naming particularly vulnerable groups of youth as part of
the GM process as divisive as opposed to inclusive, revealing a bias against basic tenets of GM.

By the time he had finished his intervention, somewhere between 30 and 45 minutes - almost the
entirety of the time allocated to the question and answer session - had passed. Although some of his
comments were not aimed directly at my contributions to the CYSA, most of his comments made their way
back to disputing the GM findings and conclusions in the CYSA. He had essentially utilized the question and
answer session of the CYSA National Validation Workshop as a platform to undermine the GM process.
Unfortunately, my reaction to this egregious resistance to GM was not what [ would have expected of a
gender specialist: I did not respond at all. To say I was shocked, humiliated, and fully unprepared for such an
assault on me as a professional and on my field of expertise overall would be an understatement. A few
months needed to pass for me to fully understand my non-reaction; this will be analyzed further below using
a reflexive practice approach.

Reflexivity

On the surface, the three challenges analyzed above may appear to have emerged because of one-off
institutional logistical issues or isolated incidences of gender naysayers using faulty logic. However,
examining them from a critical reflexive lens reveals their emergence during the GM process to be part of
the much larger problem of gender inequality that the GM seeks to redress. To do this, | will now analyze the
identified challenges using CARE International’s Gender Equality Framework.

The first challenge - situating gender as separate versus an integral part of the larger CYSA - and the
second challenge - time constraints - can both be understood in the context of discriminatory structures
(policies, practices, norms, etc.) according to the CARE International framework. To be clear, | am not
suggesting the contracting international organizations and/or the organization commissioned to conduct
the CYSA of intentionally sidelining gender from the larger CYSA or shorting the GM process activities of
sufficient time. Rather, | argue that institutional policies and practices within their and other influential and
relevant organizations locked them into these patterns.

To understand how this works, understanding discrimination is essential. According to Pincus (2000:
1), discrimination operates at three levels: individual, institutional, and structural. While both individual and
institutional discrimination is an intentional discrimination against someone or a group of individuals based
on gender, race, ethnicity, or any other factor, structural discrimination “refers to the policies of dominant
race/ethnic/gender institutions and the behavior of the individuals who implement these policies and

1 Tokenism is a logical fallacy that is “interpreting a token gesture as an adequate substitute for the real thing.”
(Bennet, B. 2020)

2 False equivalence is a logical fallacy that “simultaneously condemns and excuses both sides in a dispute by claiming
that both sides are (equally) guilty of inappropriate behavior or bad reasoning.” (Thompson, B. n.d.)

3 The tu quoque logical fallacy is underpinned by claiming some type of hypocrisy on the part of one’s adversary to
discredit claims made by the adversary. (Stanford University 2020)

4 Whataboutisim is “bringing up of one issue in order to distract from the discussion of another.” (Rational Wiki 2020)
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control these institutions, which are race/ethnic/gender neutral in intent but which have a differential
and/or harmful effect on minority race/ethnic/gender groups.” Applying this definition of structural
discrimination to the GM process in the CYSA, certain institutional policies, practices, and/or capacities (or
more accurately a lack thereof) were not in place to “discriminate” or impede the GM process directly but did
so in very real ways.

Regarding the “gender as separate” challenge, a general lack of gender capacity (i.e., knowledge, know-
how, and experience to effectively integrate a gender perspective into the CYSA process) among national
institutions in Moldova likely led to the decision by UNICEF to present the GM as separate in the initial CYSA
TOR. Likewise, the perceived inability of youth sector stakeholders to fully accept and understand gender
analysis because of existing gender attitudes and understanding of gender equality (e.g, persistent
misunderstanding in Moldova that gender means making women and men the same) likely contributed to
the various decisions to present gender as separate in the CYSA process. In other words, structures in the
form of gender and social norms are at the root of this impediment to the GM process.

In the case of time constraints, for example, cumbersome procurement and human resources policies
of the international contracting agencies in combination with bureaucratic approval processes by relevant
governmental stakeholders in the RoM likely delayed my initial onboarding. Similarly, institutional
budgeting decisions of the international contracting agencies and, in turn, financial constraints likely
contributed to a reduced scope of work for the GM process, leading to insufficient time allocated to conduct
primary research in-country. These same policies and practices pressured the organization commissioned
to conduct the CYSA, creating a time crunch for them that ultimately was passed on to the GM component
given its ultimately “separate” and inherently secondary status within the larger CYSA process. While
unintentional, these structural factors negatively impacted the GM process.

Turning to the incident that occurred at the National Validation Workshop, I have had time to conduct
a deep and unsettling reflection to understand why [, as an international gender specialist, did not respond
to the not only blatant sexism but also fallacious logic employed. To understand the dynamic that took place
at the workshop, all three levels of CARE International’s GEF are useful. In regards to agency, | am a woman.
[ am a highly educated forty-year old woman who has worked in the area of gender equality and
mainstreaming globally for 10+ years. Despite my education and experience, I felt much of my “agency”
become fragile as this man systematically and quite skillfully demeaned me for not knowing a renowned
Soviet woman, dismissed my research findings as merely ideological hyperbole, and equated me to a
hypocrite for having the audacity to come to Moldova to point out problems of violence against women while
being a woman from another country where gender-based violence is also prevalent. On the hand, my
agency, notably confidence in my own abilities as a gender specialist, was undermined by this man. On the
other hand, I was not technically prepared to coherently counter each of his faulty arguments. At the same
time, I gave him a great deal of power in this moment; what would have counted was not necessarily the
exact articulation I used but the intention to call out sexism in the moment of its occurrence. At the same
time, my agency was my own because, ultimately, | made a conscious decision to not respond to him because
alongside these feelings of wavering confidence and unpreparedness was a firm belief that I had a
responsibility to not take up more time as another foreign “expert” in a space that was clearly intended for
Moldovans to share their experience and feedback about a policy that would affect their lives. The latter I
believe was an attempt on my part to be reflexive in my practice by keeping in check the privilege and power
that can come in the form of being an international consultant.

At the same time, another issue of power imbalance was also at play in this scenario. The relations
level of CARE’s GEF is useful to understand this better. The other person in this scenario was a foreign male,
working for an international organization in an influential advisory position to the Moldovan government.
Each of these factors added layers to the power imbalance between him and me. However, the mere fact that
he was a foreign man working in an influential position for an important international organization does not
in itself cause the power balance. It was his decision to use these characteristics to tip the balance of power
in his favor, and, in turn, “put me in my place” and ultimately show dominance. This happened through the
acts, attitudes, and behaviors he employed during his 30-45 minute intervention: minimization of all my
professional efforts and work that culminated in the final presentation by inappropriately telling me that [
“deserved to be taken for a beer”; using language as power by insisting on speaking in English to ensure I
clearly understood his message and that nothing was lost in translation; using faulty argumentative
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techniques to manipulate others in the audience, publicly humiliate me, and undermine the overall GM
process [ undertook in the CYSA.

If we look at this scenario from the structural perspective, two interesting questions emerge: (1) How
does a man that clearly does not support gender mainstreaming end up in such as influential position in an
organization that professes gender equality as a guiding principle? and (2) Why were my female colleagues
from other international organizations mostly silent in response as | was? Exploring the first question from
the structural lens points to the very real possibility that institutional policies, practices, and culture either
directly or indirectly support these types of attitudes and allow them to co-exist within the organization that
on paper is a beacon of equality. Regarding the second question, I had the opportunity to reflect together
with a couple of my female colleagues after the workshop. They were as indignant as I was about what
happened. They explained that the reason they did not respond themselves and why the one response by
another female colleague from a different organization was relatively reserved was because they feared
some type of professional retaliation. They explained that the person was influential in upper levels of
government, and accordingly, they could not be certain of whom he knows and/or what he would say about
them had they publicly confronted him at the workshop. The latter points to a larger norm within both
national and international organizations in Moldova of silencing female and feminist voices. Returning again
to power dynamics, it also points to an additional area for my own reflexive practice on issues related to
power and privilege to understand when I should remain silent as an international consultant and when I
should use that same position to give voice to female colleagues in their home countries where they may not
feel they have voice due to structural social constraints.

CONCLUSIONS

The challenges to the GM process that emerged during the CYSA are not isolated obstacles that can be
resolved using solely functional or technical solutions. Instead, my feminist reflective practice analysis
reveals how the specific challenges of the GM process encountered are situated within a larger social
structure of gender inequality and patriarchy characterized by discriminatory structures, gendered power
relations, and women'’s agency that, in many ways, continues to be influenced by men. This reveals that GM
processes embody the same gender inequality and patriarchy that we encounter in our larger social
structures, which, in turn, is one of the greatest threats to GM as an effective strategy to achieve gender
equality. Because GM is inseparable from the larger social structure, we need new strategies to ensure
structural, relational, and agentic factors do not continue undermining the effectiveness of GM.

This warrants increased research of the GM process from a critical, feminist lens using reflexive
practice and other relevant methodological approaches to better understand how these blockages manifest
themselves and how best to overcome them. It will require new approaches to GM that inherently involve
transforming resistance to GM in all forms whether structural or direct, intentional or unintentional into a
full embracing of GM. This will, by necessity, involve all institutions that play a role in policy development
globally (e.g, international and regional organizations, national governments, donors, and others) to
comprehensively examine all structural aspects that make up their institutions (policies, practices,
capacities, culture, etc.) and determine how they support or undermine GM. It will require achieving more
balanced power dynamics among the men and women who are supporting policy development nationally
and internationally. It will also involve opening even more communities of practice for gender practitioners
to sharpen our skills to effectively confront resistance to GM in the moment it occurs. We, as gender
practitioners, must continue to advocate for increased preliminary and ongoing activities that go beyond
gender training to include long-term critical reflection work, embedded gender equality specialists and
facilitators, and on-going coaching and advising in governmental institutions to transform relevant
stakeholders in policy development processes into champions of the GM process. The time is now as we take
stock of the last 25 years since GM was introduced into the global discourse and practice at the Fourth UN
Women'’s Conference in Beijing in 1995. Without intentional inclusion of approaches that seek to prepare
the policy development context for GM, we risk the continued mediocre results of GM, namely unrealized
universal gender equality and women’s empowerment.
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ABSTRACT

This study presents the results of the development of demographic transition at the regional
level in the Czech Lands. The analysis uses data from censuses and vital statistics. The period for
analysis is 1869-1935, and the data was recalculated for the 2011 administrative division. In the study,
we used the classical approach of analysis of the demographic processes. This article aims, first, to
show the evolution of mortality and fertility levels at the regional level during the demographic
transition, and second, to show that the demographic transition in the Czech lands follows the patterns
of other European countries, but with some particularities at the regional level.

Keywords: demographic transition, mortality, fertility, migration, Czechia.

In acest articol sunt prezentate rezultatele cercetdrii privind tranzitia demograficd la nivel
regional in Cehia. Studiul se bazeazd pe datele de la recensdmintele populatiei si statistica vitald.
Perioada de analizd este 1869-1935, iar datele sunt recalculate pentru organizarea adminsitrativ-
teritoriald din 2011. In studiul au fost utilizate aborddri clasice de analizd a proceselor demografice.
Acest articol descrie evolutia mortalitdtii si fertilitdtii la nivel regional pe parcursul tranzitiei
demografice si demonstreazd cd tranzitia demograficd in Cehia urmeazd un traseu similar cu alte tdri
europene, dar are anumite particularitdti la nivel regional.

Cuvinte-cheie: tranzitie demograficd, mortalitate, fertilitate, migratie, Cehia.

B dauHoM uccsaedosaHuu npedcmasieHbl pe3yabmamoul paszgumusi demozpaguyeckozo
nepexoda Ha pe2uoHA/IbHOM YPOBHE 8 YEWCKUX 3eMA5X. B anauze ucnoav3zyromes daHHble nepenuceli
U cmamucmuku ecmecmeeHH020 deudceHusl HaceseHus. [lepuod aHaauza cocmasasem 1869-1935.
/Jlannble 6bL1Uu nepecyumaHsl 0451 AOMUHUCMPAMUBHO20-meppumopuassHoe deaeHus 2011 zoda. B
ucc/1edo8aHuU UcnoIb308a/1Cs Kadccuyeckull nodxod aHaausa demozpaguyeckux npoyeccos. B amoii
cmambe onucaHa 380/KYUsl ypogHell CMEPMHOCMU U POHCAAeMOCMU HA PEe2UOHA/IbHOM ypPO8He 80
epeMsi demozpaguvecko2o hepexodd, u nokaszbigaem, umo demozpaguveckuil hepexod 8 Yexuu
nosmopsiem Mmodeau 0Jpysux eeponelickux CmpdaH, HO UMeem HeKOmopble 0COGEeHHOCMU Hda
pe2UOHA/NIbHOM YPOBHE.

Kawuesvle caoea: demozpaguueckulli nepexod, cMepmHOCMb, poxcdaemMocms, Muzpayus,
Yexus.

INTRODUCTION

The demographic transition became "the central preoccupation of modern demography”
(Demeny 1968), and is the shift from the slow growth of the population due to relatively high
fertility and mortality to slow growth due to low fertility and mortality (Coale 1984:531). Moreover,
demographic transition theory applied to the developing countries shows impressive regularities
(Kirk 1996). In each example, mortality preceded fertility decline, resulting in accelerated
population growth underestimated by some researchers.
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The duration of the demographic transition is different for each country or region, but the
later it emerges, the faster the pace and dynamics of the process (Pavlik 1977). In Northern Europe,
the demographic transition lasted 75-100 years, in Eastern Europe - 20-25 years, and lasts even
less for less developed countries that are still in the process (Preston 1975).

LITERATURE REVIEW AND GAP POSITIONING

According to some studies (Pavlik, Rychtaiikova, and Subrtova 1986:568), the demographic
transition in the Czech Lands started approximately in 1830. At the beginning of the 19th century,
the crude death rates were about 25 per thousand people, and life expectancy was about 33 years
(Pavlik 1964). In the 1900s, there was a dramatic decrease in mortality, life expectancy reaching
approximately 40 years, and continuously increased until 56 years at the end of demographic
transition (Arltova, Langhamrova and Langhamrova 2013). In the first phase of demographic
transition, the crude birth rate was 45 per thousand people. Some research shows that the earliest
fertility decline in the Czech Lands was registered in Bohemia, specifically in Prague and Liberec
region (Pavlik, Kuc¢era and Hampl 1994:34). And from these regions, it spread throughout the
country (Demeny 1968). Because of data availability, this analysis began in 1869, with the first
modern census conducted in Austria-Hungary, and it ended in 1937, with the last available
comparable data before the WWII, but also this is the time when the demographic transition has
finished in the Czech lands.

The interest in regional demographic transition appeared later (e.g., Leasure 1963; Coale
1986; Fialova, Pavlik and Veres 1990; Fialovd 1991; Diebolt and Perrin 2017), and it wasn't
researched in-depth and its correlations with ageing, including for Czechia. The main aim of this
study is to contribute to understanding the determinants and evolution of demographic transition,
specifically mortality and fertility decline, at the regional level in the Czech lands. The research on
the demographic transition at the regional level will explain the current demographic situation
from its roots because the comprehensive knowledge of the past is the prerequisite for an adequate
explanation of present phenomena. Moreover, the analysis of the particularities of the development
of demographic transition at the regional level can explain and predict the time and pace of ageing
at the regional level.

The following hypotheses are tested in this article:

1. Demographic transition in the Czech lands followed, in general, the pattern of other
European countries.

2. Demographic transition in the Czech lands started in the Northern industrialized districts
and Prague, the capital, and then it diffused to the peripheries.

3. There is a close link in the fertility and mortality decline of the population located in the
same geographical region.

THE THEORETICAL FRAMEWORK OF THE STUDY

The research is based first of all on the demographic transition theory. The theory of
demographic transition attempts to explain the changes in mortality, fertility, and age structure.
One of the most common definitions of demographic transition is the transition from a regime of
(moderately) high birth and death rates (at approximate balance) to very low levels of fertility and
mortality (also at approximate balance) (Knodel 1974; Coale 1986). Other standard definitions are:
the demographic transition is the process of change from the primitive type of reproduction to the
modern type of reproduction (Visnevski 1976; Pavlik 1980), the shift from the nonparity-related
restriction of fertility to parity-related restriction of fertility (Coale 1986) or the shift from
unplanned parenthood to family planning.

For a deeper understanding of the mortality and fertility decline, additional theories were
applied. The epidemiological transition theory (Omran 1998:102) explains the mortality decline by
using four stages (specific for western transitions). In the first stage - "pestilence and famine", these
being the leading causes of death, and it was specific for the pre-transition societies, and most
deaths were occurring before the age of 40 (Harper 2016). The second stage - "receding
pandemics”, mortality caused by infectious diseases were decreasing, especially child mortality, life
expectancy reached 50 (Harper 2016). In the third stage - "the age of degenerative, stress and man-
made diseases" people survive to their 70s and over (Harper 2016). The fourth stage - "age of
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declining cardiovascular mortality, ageing etc.”, the degenerative diseases are delayed, and more
time is spent with chronic disease or disability. Moreover, life expectancy at older ages is still
increasing (Harper 2016).

For explaining the determinants of fertility decline, several theories were applied: the
intergenerational wealth flows theory of fertility decline (Caldwell 1976), the economic theory of
fertility decline (Schultz 1974; Becker 1981), the diffusion of innovations theory (Cleland and
Wilson 1987), the cultural and ideational theory (Lesthaeghe 1983), theory of multi-phasic
demographic response (Davis 1963) and second demographic transition.

Theory of multi-phasic demographic response (Davis 1963) explains that the out-migration
has the role of relieving the pressure of population growth. As a result, the fertility decline in rural
areas was delayed. The population from rural areas was the primary source of urban growth during
demographic transition.

DATA AND METHODS

Each significant change of political and social situation brought reforms to the territorial-
administrative division. Moreover, the changes in the administrative division had an impact on the
development of the statistics; this is why it is important to follow its development, and also the
reforms in administrative divisions are the main obstacle in having comparable time-series for a
more extended period.

In this study, historical data were recalculated to the current district level (2011
administrative division). The recalculation was necessary due to the four major administrative
reforms were implemented on the territory of the Czech Republic between 1850 and nowadays.
The data were recalculated by defining ratio of each political district /judicial district/district
area (1869-2001) in actual districts (LAU1) areas from 2011 (based on ArcCR 3.3 shapefiles). The
ratios were calculated by using spatial overlay. Calculated proportions of political districts were
used to recalculate the rest of the data. CZSO (Rizkova and Skrabal 2006) has recalculated only
total number of population on the actual districts for the period 1869-2011. These data are
available for download on CZSO public database website and they were downloaded at level of
municipality parts ("¢asti obce") for cross-checking (finding errors in data and calculations), for
more precise political districts administrative borders reconstruction and recreation of more
precise historical maps.

The main data sources for the research are the following:

1. Censuses (1869, 1880, 1890, 1900, 1910, 1921, 1930).

2. Vital statistics (1868, 1872-1937).

The data collected for the research are predominantly at the district level (1831-1847 -
regions, 1868-1913 - political districts, 1919-1937 - judicial districts).

Crude death rates, crude birth rates, and net migration rates are mapped for recalculated data
at the district level (LAU1).

QGIS3 open-source Geographical information system software was used for 1869-1910 maps
reconstruction, editing, analysis, and all spatial overlay operations.

MAIN RESULTS

Evolution of mortality

The geographical distribution helps us to create a more complete and accurate
explanation of the demographic changes. In this section, we present the evolution of crude death
rates for the period 1869-1937 at the regional level.

During the pre-transition period, the death and birth rates were high (or moderately high).
In the first phase of demographic transition, death rates started to fall continuously until the end of
transition when death rates stabilized around 10-15 per thousand people.

For 1869, crude death rates were ranging between 22 and over 30 per thousand people
(figure 1). Most of the districts were in the range of 25 to 30 per thousand people, which is
considered a pre-decline level of mortality (Reher 2004). Some of the districts had a high crude
death rate of over 30 per thousand people, and several districts entered the mortality decline phase
with a crude death rate under 25 per thousand people (Reher 2004).
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Figure 1. Geographical distribution of crude death rates, by districts, Czech lands, 1869
Note: only the civil population in the total population was included.
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

Figure 2, compared to figure 1, shows that mortality was still fluctuating. No significant changes
occurred between 1869 and 1881. The high number of deaths is predominant in several districts from
Northern and Central Bohemia and South-Western Moravia. Mortality remained high in Prague at 36 per
thousand people. The change between in mortality between 1869 and 1880 showed a variance of 4% on
average. The highest increase accounted for 32% for Kromériz and Zlin, and 27% for Uherské HradiSté.
The highest decrease accounted for 13% for Ceské Budéjovice, and 10% for Brno-mésto and Sokolov.

Figure 2. Geographical distribution of crude death rates, by districts, Czech lands, 1881
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

From 1881 to 1890, several districts entered the demographic transition, according to the
definition of Reher (2004), where the level of crude death rates dropped under 25 per thousand
people (figure 3). The districts with the lowest mortality were mostly located in Western Bohemia
and a few in Central Bohemia. The mortality was still high for Prague and accounted between 30 and
35 per thousand people, but also in other cities, e.g.,, Liberec, Brno, Krométiz, Jihlava. During this
period, death rates were mostly decreasing, on average, by -1.5%. The highest decrease was observed
in Prague-vychod by -29%, in Prague by -17% and in Krométiz by -17%. The highest increase was in
Blansko, Svitavy, Sokolov, Bruntal, and Frydek-Mistek, and accounted for about 10%.

Figure 3. Geographical distribution of crude death rates, by districts, Czech lands, 1890
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.
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Mortality was declining gradually until 1890. Crude death rates changed radically from 1890 to
1900, as seen from the comparison of figure 3 and figure 4. In 1900 only five political districts had a
crude death rate higher than 30 per thousand people. In the recalculated map, all districts had a crude
death rate of under 30 per thousand people. Mortality was quite heterogeneous during this period,
ranging between 15 and over 30 per thousand people. The change in mortality accounted for -16%
on average within a range from -38% to -2%. The crude death rate is decreasing in all the districts.
The highest decrease was in Teplice, Prague-zapad, and Plzeii-mésto. The lowest decrease was in
Jesenik, Semily and Prague-vychod.

Figure 4. Geographical distribution of crude death rates, by districts, Czech lands, 1900
Sources: Author’s calculations based on data from Austrian Statistics, CZSO, and Historicky GIS.

In sharp contrast with the 1900 situation, figure 5 shows that in 1910, mortality decreased
substantially in almost all districts. The homogeneity among districts increased considerably.
Mortality levels were high in Prague and Brno, in the range of 25 and 30 per thousand people,
although it decreased from 1900 levels (figure 5). Some districts located in Eastern Moravia and
Silesia had higher mortality also - between 22 and 25 per thousand people. For this period, the most
significant change in mortality across the districts was observed. The difference accounted on average
for -19%. The highest decrease accounted for 35% in Vsetin and Pelhrimov, and the lowest drop
accounted for 1% in Rychnov nad Knéznou.

Figure. 5 Geographical distribution of crude death rates, by districts, Czech lands, 1910
Sources: Author’s calculations based on data from Austrian Statistics, CZSO, and Historicky GIS.

Crude death rate continued to decrease after 1910. In 1921, in several districts in Central
Bohemia and several districts from periphery areas, crude death rates reached 10-15 per thousand
people (figure 6). The mortality in Prague and other cities finally reached mortality levels similar to
the national average - 15 to 22 per thousand people. The change between 1910 and 1921 accounted
for about -16%. Mortality continued to decline in this period. The highest decrease accounted for
about 30% in Prague and Ostrava-mésto.
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Figure 6. Geographical distribution of crude death rates, by districts, Czech lands, 1921
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

A substantial reduction in crude death rates occurred between 1921 and 1930. In most districts,
the crude death rate ranged between 10 and 15 per thousand people (figure 7). The change in
mortality accounted for -14% on average. The highest decrease accounted for about 37% in Brno-

Figure 7. Geographical distribution of crude death rates, by districts, Czech lands, 1930
Sources: Author’s calculations based on data from Austrian Statistics, CZSO, and Historicky GIS.

Mortality continues to decline, and at the end of demographic transition, the average crude
death rate was between 10 and 15 per thousand people and quite homogeneous across districts.
Approximately ten judicial districts reached a crude death rate of 10 or less per thousand people. The
mortality levels were stabilizing. The lowest value of the crude death rate was for Ostrava-mésto with
9.7 per thousand people. The highest crude death rate was in Prachatice and Strakonice and
accounted for 16 per thousand people. The districts with the highest crude death rate ranging
between 15 and 22 were: Piibram, BeneSov, Strakonice, Prachatice, Tabor and Jindrichv Hradec. The
change in mortality between 1930 and 1937 accounted for about -5%. The highest decrease
accounted for about 16% in Prague-zapad, Chomutov, Hodonin, and Zlin. The mortality continued to
fall, but not as sharp as in the previous periods.

H .

Figure 8. Geographical distribution of crude death rates, by districts, Czech lands, 1937
Sources: Author’s calculations based on data from Austrian Statistics, CZSO, and Historicky GIS.
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Mortality transition varied across the districts. The mortality decline seems to have started
earlier than in 1869 in some districts. The highest crude death rate was observed in several districts
in Northern Bohemia, Central Bohemia and South-Western Moravia. The mortality decline started to
"spread" to more districts in Western and Central Bohemia between 1881 and 1890. Between 1890
and 1900, mortality declined in all districts, but it remained heterogeneous, ranging from 15 to over
30 per thousand people. Between 1900 and 1910, crude death rates decreased significantly, and for
the first time, a homogeneity in mortality is observed. Crude death rates range between 15 and 22 per
thousand people, except few districts in Eastern Moravia and Silesia (22-25 per thousand people) and
Prague and Brno (25 and 30 per thousand people). After 1930 the crude death rate declines at a
slower pace compared to the previous period. The decrease continues, and by the end of demographic
transition, the districts reach a crude death rate ranging between 10 and 15 per thousand. Only in a
few it decreases under 10 per thousand people. During the demographic transition, the mortality in
Czech lands decreased by approximately 50% in all districts.

Evolution of fertility

In this section, we present the evolution of the crude birth rate for the period 1869 to 1937.
Similarly to mortality analysis, the crude birth rates are shown on maps for eight years: 1881, 1890,
1900, 1910, 1921, 1930, and 1937. In the third stage of demographic transition (according to
Rowland 2003), fertility started to fall gradually. The natality varied across the districts in 1869
(figure 9). Most of the crude birth rates show pre-transitional values. The crude birth rate was ranging
from 30 to over 40 per thousand people. A crude birth rate of 40 per thousand people is considered a
pre-transition level of fertility or natural fertility (Henry 1961), this being considered moderately
high fertility (Coale 1986; Diebolt and Perrin 2017). Moreover, a crude birth rate of 35 per thousand
people is considered as the start of fertility decline by some researchers (Chesnais 1992).

Figure 9. Geographical distribution of the crude birth rates, by districts, Czech lands, 1869
Note: only the civil population in the total population is included.
Sources: Author’s calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

Although the situation in 1881 (figure 10) was similar to the one in 1869, we can see that
Northern Bohemia, including the city of Liberec, Southern Bohemia, Silesia and Northern Moravia
entered the phase of fertility decline with a crude birth rate under 35 per thousand people (Diebolt
and Perrin 2017).

Figure 10. Geographical distribution of crude birth rates, by districts, Czech lands, 1881
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.
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The change between recalculated districts in 1869 and 1880 accounted for -2% on average. The
most considerable change was in Brno-mésto and accounted for -10%. In general, the crude birth rate
decreased from 44 to 34 per thousand people (figure 10).

After 1881, fertility continues to decline. Just a few districts had a crude birth rate higher than
40 per thousand people: Sokolov, Most, Teplice, Usti nad Labem in the Northern Bohemia and Frydek-
Mistek, Ostrava-mésto, Karvina in Silesia (figure 11). We observe that the crude birth rate dropped
under 35 per thousand people in most districts in the Central Bohemia, including Prague, marking the
beginning of the fertility decline phase. Districts that are still in the pre-decline phase (35 to 40 per
thousand) were mostly located in the West-North part of Bohemia, South-West of Moravia, and some
districts in Silesia. There was heterogeneity among districts at this stage. The overall change between
1881 and 1890 accounted for approximately -5%. The crude birth rate declined the most in Prague-
vychod by 35% and increased the most in Frydek-Mistek and Karvina by almost 14%.

Figure 11. Geographical distribution of crude birth rates, by districts, Czech lands, 1890
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

After 1890 the crude birth rate continued to decline under 35 per thousand people in Western and
Central Bohemia. Still, it seemed to stagnate in Southern and Eastern Moravia and some districts in
Western Moravia and even increasing in some districts (figure 12). The overall change between 1890 and
1900 accounted for approximately +0.3%. The highest decline in natality was recorded in Prague-zapad
by 23%, and the highest increase was recorded for Ostrava-mésto and Prague-vychod by 17%.

Figure 12. Geographical distribution of the crude birth rates, by districts, Czech lands, 1900
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

A substantial reduction in natality was observed between 1900 and 1910. In 10 years, most
districts moved to a modern regime of controlled fertility with a crude birth rate of 30 per thousand
people (Chesnais 1992) (figure 13). Despite the general trend, Moravia and Southern Silesia had a
high crude birth rate, between 30 and 35 per thousand people, some over 35 per thousand people.
Also, several districts in Western (Sokolov, Domazlice, Klatovy), Northern (Chomutov, Most, Teplice),
and Central Bohemia (Rakovnik, Kladno, Beroun) recorded high crude birth rates between 30-35 or
over 35 per thousand people. The average change between 1900 and 1910 accounted for
approximately -17%. The decline was universal, except one district - Rychnov nad Knéznou, where
the crude birth rate increased by 3%.
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Figure 13. Geographical distribution of the crude birth rates, by districts, Czech lands, 1910
Sources: Author’s calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

After 1910 fertility continues to decline. A convergence of the crude birth rate under 30 per
thousand people was observed (figure 14). The modern regime of controlled fertility (crude birth rate
30 per thousand people) was spread almost all over the Czech lands, with some exceptions at the
peripheries, especially in Moravia and Silesia. Prague and Liberec had one of the lowest crude birth
rates ranging between 10 and 20 per thousand people. The average change between 1910 and 1921
accounted for approximately -11%. The highest decrease of approximately 25% was recorded in
Prague, Plzeii-mésto, Nachod and Pardubice. The highest increase of 20% was recorded in Vsetin.
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Figure 14. Geographical distribution of the crude birth rates, by districts, Czech lands, 1921
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

There was a sharp drop in fertility between the years 1921 and 1930 - fertility declined in about
half of the districts (figure 15). The North-Eastern Bohemia, several districts in South and Central
Bohemia, and several in Moravia, including Brno, recorded the lowest values for crude birth rate
ranging between 10 and 20 per thousand people. Moreover, a crude birth rate under 20 means that
most of the women use parity limitation of fertility (Diebolt and Perrin 2017). The average change
between 1921 and 1930 accounted for approximately -22%, one of the highest changes recorded
during the demographic transition. The decline was universal. The sharpest drop accounted for 48%
in Brno-mésto, and the smallest drop accounted for 1% in Prague-vychod.
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Figure 15. Geographical distribution of the crude birfh rates, by districts, Czech lands, 1930
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.
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After 1930 the decline of fertility continued. Crude birth rate was between 10 and 20 per
thousand people in almost all the districts. There was a very high level of homogeneity among the
districts (figure 16). The lowest crude birth rate of under 10 per thousand people was reached in two
districts: Liberec and Jablonec nad Nisou. Districts with the highest crude birth rate (between 20 and
30 per thousand people) were located at the peripheries: Prachatice, Cesky Krumlov in Bohemia and
Vsetin, Zlin, Uherské Hradisté in Moravia. Surprisingly, the average change between 1930 and 1937
accounts for approximately -26%, which was the highest change recorded during the demographic
transition. The sharpest drop was about 43% in Karvina and Prague-zapad, and the smallest decline
was about 10% in Pisek and Brno-mésto.

Figure 16. Geographical distribution of the crude birth rates, by districts, Czech lands, 1937
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

In the third phase of demographic transition, fertility started to decline gradually. It is essential
to mention that at this stage, births were moderately high (Coale 1986; Diebolt and Perrin 2017). The
first phase of decline started probably earlier than 1869, but justin a few districts. The fertility decline
began when the crude birth rate dropped under 35 per thousand people (Chesnais 1992). In 1869,
the crude birth rate was ranging from 35 to 40 and more per thousand people in most districts. In
1881 the situation did not change, but we can distinguish districts that entered the fertility decline
stage, located in North Bohemia, including the city of Liberec, South Bohemia, Silesia, North Moravia.
After the 1890s, about half of the districts entered the fertility decline stage. Districts were quite
heterogeneous. A substantial reduction of 17% in crude birth rate is reached between 1900 and 1910.
In only ten years, most districts moved to a modern regime of controlled fertility with a crude birth
rate of 30 per thousand people or less. The last districts entering fertility decline were located in
West-Northern Bohemia (partly), South-Eastern Moravia and Silesia (partly). The second phase of
fertility decline started after 1921. The change in crude birth rate accounted for -22%, one of the
highest recorded levels until this point. Crude birth rate values dropped from 20 to 30 per thousand
people to 10 to 20 per thousand people. The sharpest drop in the crude birth rate during the
demographic transition occurred between 1930 and 1937, and it accounted for 26%. Almost all
districts reached a crude birth rate between 10 and 20 per thousand people, which means that the
parity limitation of fertility was spread all over the Czech lands.

Migration

During the demographic transition, the population was not influenced only by natural
processes but also by migration, specifically internal migration. Internal mobility was increasing due
to the industrialization process. People tended to move from agricultural areas to the industrialized
ones. In this section, we are analyzing the population movement in the Czech lands in the period1869-
1910. We use estimations of the migration using the balance method.

In 1869 the average net migration rate was -2 per thousand people. Districts with high positive
net migration rates were located in Northern and Central Bohemia and Eastern Moravia. Districts
with high negative net migration rates were located in the Western, Southern, and Central Bohemia
(around Prague) and Eastern and Southern Moravia. Districts with the highest positive net migration
rate (over 10 per thousand people) were Prague, Prague-zdpad, Prague-vychod, Most, Teplice and
Usti nad Labem. Districts with the highest negative net migration rate (over 10 per thousand people)
were Rakovnik, Beroun, Pfibram, and Havlickav Brod (figure 17).

No.1/2020



ECONOMY AND SOCIOLOGY 119

PR
S0 ont

f?ll\ onm

¥
Figure 17. Geographical distribution of net migration rates, by districts, Czech lands, 1869
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

During the period 1869-1881, the migration did not change significantly. In 1881 the average net
migration rate was -3 per thousand people. The districts with high positive net migration rates were located
in Northern and Central Bohemia, and Eastern Moravia (figure 18), but a decrease was observed compared
to 1869. The districts with high negative net migration rates were located in the Western, Southern, and
Central Bohemia (around Prague), and Eastern and Southern Moravia. The districts with the highest positive
net migration rate (over 10 per thousand people) are Most, Teplice, Usti nad Labem, Jablonec nad Nisou, and
Brno-meésto. The districts with the highest negative net migration rate (over 10 per thousand people) were
Rakovnik, Havli¢kiiv Brod, Domazlice, Klatovy, Prachatice, Strakonice, and Pisek.
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Figure 18. Geographical distribution of net migration rates, by districts, Czech lands, 1881
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

During the period 1881-1890, the migration continued to be constant. In 1890, the average net
migration rate accounted for -3 per thousand people. Districts with high positive net migration rates were
located in Northern and Central Bohemia and Eastern Moravia (figure 19) and Northern Silesia, but their
amount decreased compared to 1881. Districts with high negative net migration rates were located in
Western and Southern Bohemia and Eastern and Southern Moravia. The districts with the highest positive
net migration rate (over 10 per thousand people) were Most, Teplice, Usti and Labem and Karvina. Most,
Teplice, Usti nad Labem were among the districts with the highest positive net migration rate since 1869.
The districts with the highest negative net migration rate (over 10 per thousand people) were Tachov,
Domazlice, Klatovy, Prachatice, Strakonice, Ha\g;lgkﬁv Brod, Brno-venkov, and Bruntal.
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Figure 19. Geographical distribution of net migration rates, by districts, Czech lands, 1890
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.
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During the period 1890-1900, we observe slight changes in the migration trends, although the
average net migration rate remained constant at -3 per thousand people. The districts with a high
positive net migration rate were mostly scattered in Northern and Central Bohemia (figure 20).

The districts with high negative net migration rate were located in Western and Southern
Bohemia and Eastern and Northern Moravia and Silesia. The districts with the highest positive net
migration rate (over 10 per thousand people) were Prague, Prague-zapad, and Brno-mésto. The
districts with the highest negative net migration rate (over 10 per thousand people) were Klatovy,
Prachatice, Strakonice, Ttebi¢, Zdar nad Sazavou, Opava, and Karvina. Cities continue to grow,
including suburban areas (e.g., Prague and Brno).
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Figure 20. Geographical distribution of net migration rates, by districts, Czech lands, 1900
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

Figure 21 showed a slow change during 1900-1910. The average net migration rate was
constant at -3 per thousand people. The districts with the highest positive migration rate also included
Frydek-Mistek with a net migration rate of 17 per thousand people. Klatovy, Prachatice, Strakonice
were among the districts with the highest negative net migration rate since 1881. Cities and suburbs
continued to grow.
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Figure 21. Geographical distribution of net migration rates, by districts, Czech lands, 1910
Sources: Author's calculations based on data from Austrian Statistics, CZSO and Historicky GIS.

From 1869 to 1910, migration slightly changed. The same areas consistently lost population
or gained. For example, Klatovy, Prachatice, Strakonice lost population due to migration during the
period 1881-1910. Most, Teplice, Usti nad Labem gained population during the period 1869-1890.
The districts with a high positive net migration rate were located mostly in Northern and Central
Bohemia. The districts with high negative net migration rates were located in the Western,
Southern, and Central Bohemia (surroundings of Prague) and Moravia (except Brno and
surroundings of Brno). An essential trend during this period was the rural-urban migration. Cities
always had positive net migration, and then the suburbs started to gain population due to migration
from surrounding rural areas.
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DISCUSSION AND CONCLUSIONS

Similar levels of mortality and fertility characterize the pre-transition phase or first stage of
demographic transition (Rowland 2003) in the Czech lands to other European countries. Both the
crude death rates and crude birth rates were moderately high, as noted in prior studies (Notestein
1977; Coale 1986; Diebolt and Perrin 2017).

According to some research (e.g., Fialova, Pavlik and Vere§ 1990), after 1820, crude birth rate
declined due to an increase in the age at first marriage and the proportion of women never married,
implying rather moderate-high levels of natality. From 1831-1847, the Czech lands were experiencing
natural fertility (Henry 1961). CBR was fluctuating at around 40 per thousand people.

The next stage of the demographic transition is characterized by the mortality decline (Rowland
2003). The mortality varied during this period. It was generally higher in cities during
industrialization. Cities were called demographic sinks (Dyson 2010). In rural areas, mortality was
lower than the natality, this generating population growth, which through migration supported the
urban growth (Dyson 2010; Bocquier and Costa 2015).

The third stage of demographic transition (Rowland 2003) starts with a fertility decline. The
fall in fertility did not occur evenly but with vast differences between districts. Peripheral districts
are usually more disconnected from the communication system and the capital, thus having a higher
"behavioral" autonomy and are more prone to follow and respect cultural norms and traditions. This
finding is supported by the example of France (Diebolt and Perrin 2017).

The migration section shows clear trends of rural-urban migration. The growth of cities
between 1869 and 1910 was significant. Cities had constant population gain due to in-migration; this
was a common phenomenon across all Europe (Davis 1955; Davis 1963; Knodel 1974). Urban areas
were the most attractive destinations, but also a part of the North of Bohemia, which was more
industrialized (migration from agrarian to industrialized districts) (Brabencova 1989; Barlow, Dostal
and Hampl 1994). During the urbanization, the districts around the cities (suburbs) started to be a
destination for in-migration too.

Nevertheless, at the national level, the net migration rate was preponderantly negative. A
possible explanation is the emigration. Although industrialization decreased the proportion of the
population involved in agriculture from 2/3 to 1/3 (1850-1910), the standards of living were poor.
This led to high emigration, mostly among young people aged 20-29 (Fialova 1989).

In general, the demographic transition in the Czech Lands follows the pattern of European countries;
the fertility declined shortly after the mortality decline. The demographic transition started in the Northern
districts and Prague, this being related to the higher economic development in this region due to
industrialization. At the regional level, we see vast differences in crude death rates and crude birth rates
among the districts at the beginning of the demographic transition, and also some geographical patterns are
observed in the trends, specifically between the industrialized Northern regions and the Eastern regions of
the country. Still, at the end of demographic transition, the districts became almost homogeneous.
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The monograph investigates the possibilities of adapting international factorial models to local
analytical practice, as well as the possibilities of implementing modern information technologies in the
diagnosis and estimation of the economic potential of the enterprise. The research aims to argue the
importance of diagnosing the economic potential of the enterprise in the conditions of a sustainable
activity, delimiting and establishing the components and factors influencing the economic potential of
the enterprise, studying the models applied in this field. At the international level and the possibilities of
their use in the practice of domestic enterprises, as well as the use of modern information technologies
in the researched field.

Keywords: financial diagnosis, economic potential, analysis models, informational technologies.

In the context of the increasingly intensive implementation of information technologies in the
practical activity, the diagnosis of the economic activity of the enterprises becomes one of the basic
functions of the information-decision system. Based on the diagnosis, the internal reserves towards
the increase of the efficiency of the enterprise operational activity can be detected, which, in the
process of the performed activities, is achieved by elaborating certain concrete measures, ensuring
the increase of the financial results, the indicators of the profitability of the production, the financial
stability, the payment capacity and the enterprise credibility.

Harnessing the potential of production and commercialization, estimating the efficiency of
using the production factors, assessing the rates of financial management, payment capacity and
financial stability, as well as elaborating the measures to improve the financial situation, requires
performing a complex economic-financial analysis.

In this context, the existing activity conditions of the local production units determine the need
for theoretical and applicative changes in the methods of examining the results of the activities carried
out, in order for the domestic producers to become compatible with the demands of the world
economy, and to follow an effective development strategic policy.

The work “Diagnosis of the economic potential of the enterprise” - author Nelli Amarfii-
Railean - is a constructive contribution, welcomed in the specialty literature, constituting a practical
support for economists, auditors, evaluators and an original way of dealing with the economic-
financial problems faced by the production units under the conditions of a sustainable development.

The author presents a specific area in the paper - the diagnosis of the economic activity of the
enterprise, based on which the stability and increase of financial results can be ensured.

1 Date received: May 2020.
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The diagnosis and estimation of the economic potential of the enterprise represents an effective
tool for determining the “health” state of the production units at a given time and for evaluating their
development prospects.

The purpose of the paper consists in the argumentation of the importance of diagnosing the
economic potential of the enterprise under the conditions of a sustainable activity, delimitation and
establishment of the component elements and of the factors of influence, the study of the application
models in this field at the international level, along with the possibilities of their use in the practice of
the local companies, as well as the implementation of modern information technologies in the
nominated field.

The scientific novelty of the obtained results aims at: delimiting the conceptual framework of
the notion “the economic potential of the enterprise”; establishing the component elements of the
economic potential and determining the reciprocal links between them; systematizing the theoretical
visions of different schools and economic currents regarding the examination and estimation of the
economic potential; arguing and selecting a system of resultant indicators for diagnosing the
performance status of local enterprises; recommending certain improved factorial models for the
express diagnosis and analysis of the activity of local enterprises; approval and use of the software
for diagnosing the economic potential of the enterprise.

The theoretical significance and the applied value of the paper contribute to deepening the
methodological basis of the diagnosis and estimation of the economic potential of the enterprise;
identification of international and national practices and experience in diagnosing the performance
status of the production units; improving the diagnostic methods and models used in the local
practice; adjusting the factorial analysis models to the competitive conditions of activity in the market
economy; capitalizing on the possibilities of using software programs and programming languages in
economic and financial analysis and diagnosis; implementation of the automated model for
processing information sources in the diagnosis of economic potential in the context of increasing the
competitiveness of the domestic enterprises.

In the paper, structured in three chapters, having a rich theoretical material, with practical
examples, tables, figures, document forms, the models of analysis applied in the domestic and
international analytical practice were presented, as well as the presentation of a case study regarding
the implementation of modern information technologies in diagnosing the economic potential of the
enterprise.

Chapter I “Defining, characterizing and estimating the economic potential of the enterprise” is
dedicated to generalizing the theoretical visions on the concept and structure of the economic
potential of the enterprise. The methods of diagnosis and estimation of the economic potential,
presented in the specialized literature by foreign and local authors, are examined, and the main trends
and economic schools are delimited, consistent with the problem approach in the research field.
Within this chapter, the author’s own vision on the importance of the diagnosis and estimation of the
economic potential for increasing the competitiveness of the domestic enterprises is set out.

In chapter II “Methods of diagnosing the economic potential of the enterprise under the
conditions of a sustainable development” the factorial models of diagnosis used in world practice are
presented, the positive aspects and the deficiencies of these models are revealed, as well as the
possibility of their use in practice. Also, the diagnostic model is examined, based on a system of
economic-financial indicators, selected and determined by the author for the diagnosis of the
performance status of the local companies, including in the context of the express analysis.

Chapter III “Implementation of information technologies in the diagnosis and estimation of the
results of the enterprise activity” is devoted to the research of the possibilities of using the
programming language in the diagnosis of the economic potential of the enterprise. Own diagnostic
model of economic potential is presented and proposed for use: The aggregate index of the company
economic potential and its automated version, based on the implementation of modern information
technologies. As an example, the software program for diagnosing the economic development
potential of the enterprise “Diagnosis” was proposed.

This work is intended for teachers, master students who study at the economic specialty. Also,
we find it useful, equally, for students from educational institutions with an economic profile,
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accountants, auditors, managers and practitioners preoccupied with the capitalization of the
economic potential of production entities and who want to improve and update their knowledge in
the field of economic-financial analysis.

The presented work is original due to its complexity, the way to question and solve the
problems of the enterprise activity in the context of market economy relations.

The organization of the monograph is a classic one. The paragraphs of the monograph were
judiciously used to present, define and explain the analyzed problems. There is a logical thread of the
presentation and argumentation of the material (starting from the presentation of the topics, its
specifications, the proposed methods and programs are applied step by step and their application
with the interpretation of the results) make the monograph easy-to-follow.

The language used is scientifically correct, can be easily read and understood by specialists in
the field. The author's style and expression are clear and coherent, the figures accompanying the
analyzes are suggestive and highlight the main elements of the research.

The ideas and conclusions drawn from the monograph are relevant and can be starting points
for new research in the field, possibly for the development of methods and models for diagnosing
economic potential based on software and digital platforms.

The objectives of the monographic research were properly described and achieved through the
studies and results presented. The analyzed issue is important since the diagnosis of economic potential
provides efficient information for micro and macroeconomic policymakers, because through the diagnosis
of economic potential coherent economic-financial management measures can be taken.

The theoretical aspects regarding the economic potential of the enterprise, its estimation in
sustainable conditions, the content of the contemporary research in this field, approached in the
paper, will serve as a guide for many readers. The problem proposed by the author is not only the
problem that is required and needs to be solved, but the formulation of the problem itself is a scientific
novelty of great practical importance. On the way to solving the problem in the paper, theoretical and
methodological bases are brought in to diagnose the economic potential of the enterprise.

Of particular interest from the reviewed work constitutes the methods of diagnosis of the
economic potential of the enterprise under the conditions of sustainable development, the application
of the factorial models in the system of the state of performance of the local enterprises. As the target
of this analysis, the local company from the agro-industrial sector ]J.S.C “EXPOSISTEM NORD” was
chosen, which comprises three branches.

The author has theoretically and practically argued conclusions can be used in the most diverse
situations of enterprises from the factual sector of the national economy.

In the monograph, the author offers an original way of determining the aggregate indicator
regarding the degree of use of the production factors, the dimensions of the liquidity indicator of the
balance sheet, the diagnosis of the enterprise economic potential in the context of an express analysis.

Another scientific contribution is found in the implementation of modern information
technologies in the diagnosis and estimation of the results of the enterprise activity.

The author offers her own vision on different methods of directing the enterprise activity in
order to obtain advantageous results, taking into account all the significant factors, combined in the
activity of the company by their content, both quantitative and qualitative, which are presented in
figures and tables.

The central idea of the paper revolves around the diagnosis of the enterprise, because in the
paper the author emphasizes the elaboration of the diagnostic program in three stages - determining
the size of the aggregate index of the economic potential of the enterprise and constructing the
diagram of this index for the analyzed enterprise.

Even if the paper appears to be academic, strictly analytical, the paper may constitute the basis
of any practical work.

The monograph “Diagnosis of the economic potential of the enterprise”, author Nelli
Amarfii-Railean, has important theoretical and practical value and can be recommended to
readers with the most diverse interests in the field of economic-financial analysis.
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