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INTERNATIONAL COMPETITIVENESS, PRODUCTIVITY AND
INNOVATIONS

Alexandru Stratan
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NIER, fala.victoria@ince.md

Abstract. The countries that seek to increase their wealth and the wellbeing of their population should promote
policies to increase their competitiveness and therefore to strengthen their ability to obtain decent incomes on
external markets form the sales of goods and services they produce.

Exports are a mean to avoid the small size of the internal market. They let companies to increase economies of
scales by extending the market, to specialize and improve production processes and their products and services.
Exporting companies may have access to a more sophisticated demand, to new knowledge, technologies. Thus
increasing exports should spur aggregate productivity and economic growth. On the other side exports
performance is a reflection of a country competitiveness.

The competitive advantage of countries depends on the ability of companies to innovate and upgrade and the
national environment is very important in this regards (Porter, 1990).

The objective of the research is to evaluate the innovation environment, productivity and international
competitiveness of the Republic of Moldova comparing to Central European countries. Some of the conclusions
the authors have drawn from the undertaken research are as follows. Moldova rank significant lower
comparative to the benchmark countries as concerns the innovation input sub index and knowledge impact index
of the Global Innovation Index produced by Global forum of intellectual property. The knowledge impact
expressed in production and exports complexity, labor productivity growth, and high tech exports of total trade
is small that explains the share of Moldova in the world export market.

Keywords: international competitiveness, technological intensity of exports, productivity,
innovations

JEL Classification: F43, F68, 047

Introduction

Republic of Moldova is a small European economy that is implementing the Association
Agreement with EU since 2014 and on June 2022 it was granted the EU candidate status. An
important task for decision makers is to foster structural reforms and to reduce the
development gap with other EU countries.

Previous researches concluded that Moldova legs far behind the developed European
countries as concerns the GDP per capita and the productivity level that is an important factor
for economic development (Stratan A., Toaca Z., Fala V., 2021). Small productivity is
associated with a low international competitiveness measured as world market share of trade
in goods and services compared to other former European transition economies that are now
EU members and have the status of developed economics. International competitiveness is
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also measured by exports sophistication that result from the complexity of the economy that in
turn explains the size and change of world market shares.

Despite the big gap in GDP per capita compared to the benchmark countries from
Central Europe — Poland, Czech Republic, Croatia, Estonia, Latvia, Lithuania, Slovakia,
Slovenia, Romania, Bulgaria, Turkey - the economic growth in Republic of Moldova is
slowing down in long term, and a part of this trend is explained by a decelerating Total Factor
Productivity that used to be an important factor of growth during the last two decades (World
Bank, 2019). At the same time, the business environment does not encourage entrepreneurship
or capital accumulation.

Moldova’s little progress to increase productivity and international competitiveness can
be explained by a low performance in developing innovations. Although there have been
implemented many reforms to improve business climate and to foster innovations the number
of enterprises that implement some innovations is small and is decreasing over the last years.
According to the National Bureau of Statistics, during 2019-2020 only about 1 out of 10
surveyed enterprises with more than 10 employees have made some innovations and this
number has declined since the last surveys made for 2017-2018 and 2015-2016 years.

Increasing population income from sustainable sources by fostering productivity growth
and developing opportunities for entrepreneurship and innovations is of the general objectives
of the National Development Strategy 2030 draft. Thus many public commitments should be
made to achieve the established targets by this period, including exports acceleration to a 10%
annual average during 2020-2030 and increasing Global Innovation Index Rank score from
32,3in 2021 to 42 in 2022-2025 and to 45 by 2026-230.

Literature review

According to Ketels Ch. (2010), the ability of a country to generate high productivity
explains its capacity to compete internationally and to gain incomes form trading abroad
goods and services and vice versa.

According to Porter (1990) a country’s competitive advantage and the sophistication of
its export basket depends on the ability of companies to innovate and upgrade. To be
innovative, means for companies to identify those activities were they can create a higher
value added today or in the future preserving at the same time the valuable production factors
that can emigrate in the condition of open economies (Porter, M., 1990).

Many empirical researchers have found a causation between exporting activity of firms
and innovations (Hashmi H.M.A., Voinea C.L., Ooms W., Caniels M., C., J., 2022;
Ortigueira-Sanchez L. C., Welsh D. H. B., Stein W, 2022; Filipescu D.A., Prashantham S.,
Rialp A., Rialp J, 2013). The existing works argue as well for the relevance of different type
of innovations on export performance of firms, highlighting especially the importance of
technological innovations. They confirms the importance of public support in supporting
exports through innovations, including by offering innovations subsidies and the opportunity
offered for firms by converging innovation and export promotion policies (Ortigueira-Sanchez
L. C., Welsh D. H. B., Stein W, 2022). At the same time Recica F, Hashi I., Jackson 1.,
Krasniki B. (2018) researching innovations and the export performance in Transition countries
concluded that in medium reforming countries like Moldova process innovation and product
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upgrading are especially important to spur exports activity of firms. At the same time in the
most reforming countries that is introducing new products by firms contributes more to
increasing exports performance of firms. A study performed for Republic of Moldova
confirms that firms that are introducing product and services innovations are more productive,
innovations entailing 4% productivity premium (World Bank, 2016).

As Porter says in “The competitive advantage of nations” (1990), “in a world of
increasingly global competition, nations have become more, not less, important. Differences in
national values, culture, economic structures, institutions, and histories all contribute to
competitive success”. The business environment created by governments is very important to
support or prevent entrepreneurship and innovations. And there are many policy options and
areas of Government interventions to improve innovations performance in a country.
According to Jaumotte, F., Pain N., (2005) every kind of public policy has either a direct or an
indirect impact on factors that affect innovative activity. Thus the Government interventions to
sustain innovations are not limited to investments in research and development (R&D)
activity, despite their extremely important role (Veugelers, R., 2021). According to Sandu S.
and Ciocanel B. (2014) increasing R&D expenditures in the business sector as a share of GDP
by 1% will lead to the growth of high-tech export share in total merchandise exports by +
3.68% in the same year in 26 EU countries. At the same time, investments in R&D in the
public sector has a delayed positive effect on the high-tech merchandise export. With a 5 year
lag they will lead to a growth of high tech manufacturing exports share by 14.42%.

In this context it is important for every economy to identify the main constrains that
should be eliminated in view to stimulate innovations and productivity growth.

The aim of this paper is to identify the challenging factors for developing innovations in
Republic Moldova comparative to Central European Countries in order to address some public
policy needs in order stimulate aggregate productivity growth and international
competitiveness improvement in Republic of Moldova.

Data and methods

Within this research the international competitiveness has been evaluated using the
export market share and exports complexity index. The first is computed both for exports of
goods and services using data from UNCTAD database. The Economy complexity index (ECI)
and technological intensity of exports has been used to compare the complexity of Moldova’s
exports to those of benchmark countries. ECI is a relative measure of an economy knowledge
intensity produced by The Observatory of Economy Complexity. It is used by World
Intellectual Property Organization (WIPO) to measure complexity of production and exports
basket, while computing Innovation Output sub-index within the Global Innovation Index. The
level and growth rate of labor productivity has been estimated in constant USD PPP.
Estimations have been made by authors in a previous work (Stratan A., Toaca Z, Fala V., 2021),
although labor productivity have been estimated in this work based on recalculated data on
GDP due to new statistics on population number that have changed after the 2014 population
census. New population number data refers to population with usual residence in Republic of
Moldova. Thus the data on labor productivity for Moldova consists from a broken series of
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data (2014-2018, 2019-2021) due to changes in methodology of employment statistics. Data
on GDP for 2021 are preliminary. To compute labor productivity for Moldova and benchmark
countries there have been used the data of the National Bureau of Statistics from Moldova,
World Bank, UNCTAD and Eurostat. The indicator has been computed for Moldova and 12
Central European countries: Hungary, Czech Republic, Poland, Estonia, Latvia, Lithuania,
Bulgaria, Romania, Slovakia, Slovenia, Croatia, Turkey according to the formula below
(formula 1).

Labor productivity =

GDP national currency in 2017 base year =PPP conversion rate 2017

Employed population of 15 years and over (1)
The Global Innovation Index data have been used to benchmark Moldova’s innovation

performance comparative to Central European Countries across Input Innovation sub-index pillars
(figure 1) and some Innovation results — productivity and production and exports complexity.

Input Innovation Sub-Index Output  Innovation  Sub-
Institutions Index

Human Capital and Research Knowledge and technology outputs
Infrastructure Creative outputs

Market Sophistication

Business Sophistication

Figure 1. Global Innovation Index structure
Source: Global innovation Index 2021. What is the future of innovation-driven growth [online]. WIPO 2021

Discussions and results

Because of the small size of the Moldovan economy, local companies have to import and
export in order to increase their productivity and, accordingly incomes from selling in the
local market and abroad what they produce. Exporting and importing is important for
enterprises to grow. At the same time, the exports performance of Moldova is rather small
comparative to benchmark countries.

The economic openness of Republic of Moldova is relative low comparative to other small
countries in Central Europe — Latvia, Lithuania, Estonia. Moldova exports and imports less
relative to its GDP. Exports of goods and services in Republic of Moldova account for less than
1/3 of GDP compared to 80% in Lithuania and 64% in Latvia (2021). The Ratio of exports to
imports in Moldova is small. Exports covers only 53% of the imports of goods and services.

Small exports of goods compared to imports causes a huge current account deficit in
Moldova. It reached 1,6 bilion USD or about -11,6% of GDP in 2021. The current account
imbalance is persistent in time increasing the risks of economic development of the country.
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Moldova gains only a small share of world market of goods and services comparative to
other small territorial countries in Central Europe and progresses to increase it are small over time
(table 1).

Tabelul 1. Share of world market, %

Country Services Country Merchandise
2011 | 2021 | Change 2011 2021 Change
2021/2011 2021/2011
Moldova 0,022 | 0,027 0,005 Moldova 0,012 | 0,014 0,002
Latvia 0,107 | 0,094 -0,013 Latvia 0,072 | 0,094 0,022
Slovenia 0,154 | 0,162 0,008 Estonia 0,091 | 0,097 0,005
Estonia 0,126 | 0,165 0,039 Croatia 0,073 | 0,102 0,029
Bulgari 0,166 | 0,182 0,016 Lithuania 0,153 | 0,183 0,030
Slovakia 0,162 | 0,186 0,024 Bulgari 0,154 | 0,183 0,030
Lithuania | 0,124 | 0,253 0,129 Slovenia 0,189 | 0,256 0,066
Croatia 0,271 | 0,278 0,007 Romania 0,344 | 0,392 0,048
Hungary 0,502 | 0,433 -0,070 Slovakia 0,435 | 0,465 0,030
Czech 0,560 | 0,493 -0,067 Hungary 0,612 | 0,636 0,024
Republic
Romania 0,269 | 0,547 0,278 Turkey 0,736 | 1,011 0,275
Turkey 0,919 | 0,944 0,025 Czech 0,889 | 1,016 0,127
Republic
Poland 0,889 | 1,337 0,448 Poland 1,029 | 1,516 0,487

Source: Author’s calculation based on UNCTAD Statistics

During the transition period the commodity and geography structure of external trade has
changed and diversified while EU became the main trade partner. Moldova imports mainly goods
for processing, transport and travel services, and a wide range of goods: including mineral
products, machinery and transport equipment, chemical products, foods and others. At the same
time, it exports mainly goods after processing (insulated wires, clothes, footwear), agrifood
products, IT, travel and transport services. Although Moldova has a Revealed Comparative
Advantage for the production of many goods, the value added of exports is rather low even of the
products that would be normally considered medium-high technological intensive (example:
products from automotive industry). The exports of high technological intensive products are
small and remains rather unchanged during the last two decades (table 2).

In the Table 2, it can be seen that countries in Central Europe with a higher score of
economy complexity exports more high technological products as a share of total merchandise
exports. Moldova ranks significantly behind the Central European countries as concerns world
export market share, share of high technological intensive products in total merchandise exports,
the economy complexity and GDP per capita.
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Tabelul 2. Countries by Economy Complexity

Country Country Country GDP per capita, Share of High
Economy Economy USD PPP (2021) | technological
Complexity Complexity intensive products
ranking (2020) score (2020) in total
merchandise
exports, % (2021)
6 Czech Republic 1,78 44261 27
9 Hungary 1.54 36753 23
11 Slovenia 1,54 43625 15
13 Slovakia 1,43 33010 16
26 Poland 1,02 37503 14
19 Romania 1,27 35414 10
27 Estonia 0.99 42192 18
29 Lithuania 0,86 42665 9
32 Croatia 0,80 33800 9
35 Latvia 0.71 34469 12
39 Bulgaria 0,63 26705 9
41 Turkey 0,63 30472 4
63 Moldova -0,04 15637 2

Source: Harvard Growth Lab, Atlas of Economic Complexity, World Bank, WITS

Labor productivity is significant lower comparative to other Central European countries. It
increased at a relative higher rate comparative to many benchmark economies, although during
2014-2018 the growth in labor productivity was supported including by a negative trend in
number of employed persons. There are some concerns in this regard. First of all, employment rate
in Moldova is very low, while NEET rate is very high and a trend of population ageing is
recorded. The second refers to the relative slow growth rate of labor productivity if consider the
significant big gap between Moldova and Central European countries. Total Factor Productivity
growth significantly slowed down during the last decade. The economy structure hinders
productivity growth and it is changing at a slow peace, while Moldova has arrears in
implementing reforms to develop a functional market economy (Stratan A., Toaca Z, Fala V.,
2021). Agriculture and food industry accounts for an important share of total GDP in Moldova.
With some exceptions, labor intensive economic activities used to be most attractive to local and
foreign entrepreneurs. At the same time access to labor force and its quality became one for the
most major constraints of the entrepreneurs in Republic of Moldova (World Bank, 2019;
Vinogradova N. et all, 2021). The capital level per employed person, private credit to GDP ratio
and FDI inflows per employed person is very low. During the last decade some economic
activities that are medium-high knowledge and technology intensive like TIC services and
automotive industry have developed. At the same time, even in these sectors the sales level per
employed person is low comparative to the average on economy. There is little progress to shift
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the resources from low to high productive sectors, and to stimulate entrepreneurship and firms’
innovation activity (World Bank, 2019).

Labor productivity, PPP constant Productivity growth rate, %
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Figure 2. Labor productivity, PPP constant international USD
Source: Author’s calculations based on NBS, UNCTAD, World Bank and Eurostat data
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Figure 3. Change in Gl rank of Moldova and Central European countries, 2020-2021
Source: Author’s calculations based on NBS, UNCTAD, World Bank and Eurostat data

There is no doubt that innovations are very important for productivity growth, economic and
social development of a country. It is imperative for enterprises to be innovative to succeed in in
the global market that where competition is stiff. The challenges faced by the world, regional and
national economy in the last 2 decades — the 2008 crisis, the crisis caused by the Covid-19
pandemic, the war between Russia and Ukraine highlighted the importance of innovations in view
to overcome different challenges related to supply of row materials and production factors, export
of goods, and threats to economic security of countries. With a score of 32.3 out of 100, which is
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half of the score of the country with the best performance in the field (Switzerland), the Republic
of Moldova ranks 64th out of 132 countries evaluated in the ranking of the Global Innovation
Index 2021. Compared to 2020 year, Moldova went back in the ranking 5 positions.

Although Moldova is evaluated with a higher GII score comparative to its development
level, there are some important aspects to be considered. As previous analyzed indicators,
Moldova stand far behind other Central European countries as concerns investments and policies
made to stimulate innovations and, accordingly the innovations outputs.

90
bt
L g0
'5 -
—é 70
v 60 " ) -I- Republic of
2.4 50 Lit ma;ua Cro Romania Moldova
= < a ’
5 4 40 , Turkey
2 X . S OV? Slovakia
2 30 - B8 Bulgary
g 20 Estonia :
=l Czech Republic
= 10
=)
0
0 20 40 60 80 100

Innovation Input Sub-Index Rank

Figure 4. Innovation Input Sub-Index versus Innovation Output Sub-Index for Moldova

and Central European countries
Source: WIPO (2021). Global Innovation Index 2021. Tracking Innovation through the Covid-19 Crisis

With some exceptions Moldova ranks behind the benchmark countries for almost all 5
pylons of the Innovation Input Sub-Index that are intended to stimulate innovations (figure 5).
Although the gap is especially large in areas like: quality of institutions, business sophistication
and infrastructure. Some of the weakest points that give to Moldova a low score across these three
pillars in the ratings are political stability and the state of low. Although the lowest score and the
biggest gap is recorded for the Business sophistication pillar because of weak business linkages
and state of cluster, as well as firm expenditures in the R&D activities as a share of GDP. As
mentioned above only a small share of enterprises are making innovations and one third of them
are performing only organizational and marketing innovations. Thus there are necessary more
state incentives to strengthen entrepreneurship, to support innovative ideas to turn into successful
business including process and product innovations. They are mandatory to overcome many
supply and distribution challenges linked to very small market and many constrains raised by the
Covid-19 world economic crisis and the Russia-Ukraine war.

Infrastructure is another pillar of Innovation Input Sub-Index very low ranked comparative
to all benchmark countries. According to many survey (World Bank, 2019; Stratan A.,
Vinogradova N., Novac A., Maier L., laniogo A., 2021) infrastructure is less challenging for
enterprises comparative to other major obstacles like quality of institutions, quality of labor force,
informality and corruption, tax rates, access to finances. Moldova is a land lock country that rely
significantly on road infrastructure, that is perceived as the worst among other components of
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infrastructure and that is deteriorating over time (Stratan A., Vinogradova N., Novac A., Maier L.,
Ianiogo A., 2021). International ratings put Moldova among the countries with the poorest logistic
quality and GDP per unit of energy. On the other side Moldova has made significant progress and
has some regional strengths in terms of information and communications infrastructure. Although
additional efforts are needed to be strengthen ICT access and use. Moldova has a high score and
an advanced position in the ranking in terms of the ease of doing business, but the constraints
mentioned above, among others, discourage both the creation of enterprises and the sustainability
of the businesses created, their level of sophistication

Another very important innovation input pillar is Human Capital and Research. Research
and development expenditures as a share of GDP and number of researcher per million inhabitants
are two targets of the ninth Sustainable Development Goal “Build resilient infrastructure, promote
inclusive and sustainable industrialization and foster innovation”. Although the amount of
expenditures in R&D in Moldova represented 0.23% of GDP in 2021 that is very small
comparative to 1.99% in Czech Republic, 2.15% in Slovenia, 1.79% in Estonia, 1.61% in
Hungary, 1.39% in Poland, 1.16% in Lithuania, 0.71% in Latvia according to the World Bank data
for the 2020 year. In 2020, 89% of expenditures for R&D have been made in the public sector, the
share decreasing to 81% in 2021. Despite the low level of researchers per 1 million inhabitants,
the number of researchers is decreasing in Moldova, while the sector is facing a lot of challenges
that makes an appeal for improving the public policy in this area.

Bulgary

Czech
Institutions Republic
Estonia

Creative output Human capital and research Latvia

Lithuania

Knowledge and technology = Poland

Infrastructure
output

""" Romania

e Slovakia
Business Sofistication Market sofistication

== Slovenia
Figure 5. Moldova and Central European countries across the 5 pylons of the Innovation

Input sub-index and 2 pylons of Innovation Output sub-index.
Source: WIPO (2021). Global Innovation Index 2021. Tracking Innovation through the Covid-19 Crisis

The low level of Moldova's rank in the Innovation Input Sub-Index correlates with a low
position of the country in the ranking in terms of productivity growth, the complexity of
production and exports, which in turn explains the low share of technology-intensive exports in
the total value of foreign trade of Moldova. Therefore, the Republic of Moldova ranks 74th in the
GI1 2021 in terms of the share of exports of technology-intensive products in total trade, recording
an extremely large gap compared to the countries of Central Europe. The country ranks better in
terms of knowledge creation (34 out of 132 countries worldwide) compared to knowledge
dissemination (51 out of 132) and knowledge impact (104 out of 132) the last being measured by
the mean of 5 indicators — productivity growth, new business density per 1000 people of age
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15-64, software spending ratio to GDP, ISO 9001 quality certificates per billion PPP$ GDP and
high-tech manufacturing, %. Moldova is lagging behind the most Central European countries
especially as concert the density of new business ISO 9001 quality certificates and manufacturing
production. That confirm the previous results that supports the necessity to create a favorable
business environment favorable for business creation and development by implementing more
product and process innovations, becoming more complex and productive. This way will be
developed premises for an increase in international competitiveness and achievement of
innovation and export targets within long term development strategy.
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Figure 6. Production and export complexity versus innovation inputs
Source: Elaborated by authors based on WIPO (2021). Global Innovation Index 2021. Tracking Innovation
through the Covid-19 Crisis
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Figure 7. High-technology exports versus Innovation input sub-index rank
Source: Elaborated by authors based on WIPO (2021). Global Innovation Index 2021. Tracking
Innovation through the Covid-19 Crisis

Conclusions:
e Republic of Moldova is hardly competing on international market to increase its share in
world export. Although during the last two decades there have been made little progress to
20
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increase the share of world market for merchandise exports from Moldova that is significant
smaller comparative to other economies from Central Europe with similar population size and
territory;

e The low International competitiveness is explained by a reduced complexity of the
economy, that ranks Moldova the 70" out of 132 countries as concerns high tech manufacturing
and production and export complexity in GII 2021. The share of high technological intensive
products in total merchandise exports account for about 2% comparative to 18% in Estonia, 12%
in Latvia, 10% in Romania, 9% in Lithuania. Thus Moldova lag behind Central European
countries on increasing production and exports complexity, international competitiveness and
income per capita;

e Labor productivity is increasing faster comparative to the benchmark economies during
2019-2021, except Romania, but the gap between the labor productivity level is significant just as
in the case of previous mentioned indicators. The intensity of capital is low, while TFP is slowing
since the 2008-2009 world crisis;

e The above mentioned results makes Moldova in an unfavorable position in the GIT 2021
ranking comparative to Central European countries as concerns the knowledge impact and
dissemination;

e Business sophistication, institutions quality and available infrastructure are three pylons
that determines innovation inputs were Moldova is recording the biggest gap comparative to
benchmark countries in the rank;

e Some insights for public policy to foster innovation activity in Moldova are:

v’ increasing institutions quality and diminish costs of doing business;

v improving key infrastructures: logistic services, energy production, access and use of
internet, energy sustainability etc.;

v" developing innovation linkages through increasing university-industry collaboration,
business investments in R&D activities or increasing business demand in R&D
services, developing clusters etc;

v'increasing investments in R&D sector in the public sector. The empirical results for
EU countries shows that increasing public expenditures in R&D activity will have a
long term impact on exports technological intensity, making them more intensive in
high technology, while investments in R&D in the private sector will produce effects
in short-run.

v’ diversifying and facilitating access of business to external financing sources,
developing the risk capital;

v human capital development by increasing school life expectancy, tertiary enrollment.
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Abstract: In the Republic of Moldova, currently, there is an increasing trend in the number of people suffering from
celiac disease (CD), one of the most common chronic digestive ailments. The existence of people affected by this
disease implies the presence of gluten-free products on the market. Bread, cereals, and floury pasta that are produced
from wheat flour are prohibited in this diet they must be replaced with products made from non bread flours, obtained
from cereals whose proteins do not generate gluten. The purpose of the work: the development of recipes for noodles
from non bread chickpea flour for people with gluten intolerance. The research object - the technology of obtaining
noodles from non bread chickpea flour and noodles from non bread chickpea flour with various additions, such as:
flax seed flour; tomato paste; chopped spinach and addition of chopped beets. The research methods are: sensory,
laboratory, technological and counting. Calculations are made regarding the energy value and the nutritional value
index of the varieties of noodles made from non bread chickpea flour with various additions, as well as the cost price
of these noodles. As a result of the scientific research carried out, it was proven that chickpea flour can be used in the
technology of manufacturing gluten-free noodles. For implementation in production, the most suitable sort of noodles
is the one made from chickpea flour without additives, which has superior physico-chemical, technological and
organoleptic properties. We believe that the possibility of using chickpea flour for the manufacture of noodles can be
very convenient for producers, for public alimentation units, thanks to the existence of the rich source of raw material,
but also for consumers, because the flour obtained from chickpeas has an increased biological value.
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Introduction

In Republic of Moldova, as in other countries of the world, the number of people suffering
from celiac disease, one of the most common chronic digestive disorders, is increasing.
Epidemiological studies show that 15% of the world population suffers from celiac disease, with
the number of cases being higher in Europe and lower in the USA and Asia.

According to the statistics of the Romanian Association for Gluten Intolerance, the number
of people who follow a gluten-free diet on the advice of their doctor is estimated at 1 million in
Romania [1]. In the Republic of Moldova, the first patients with celiac disease were diagnosed in
1998. Since then, more than 300 children with this disease and 37 patients with celiac disease with
some degree of disability have been registered [7]. Some experts [3] believe that the real number
of celiac disease patients in our country is unknown, because the diagnosis is difficult due to the
wide range of symptoms and the only treatment is a strict diet avoiding the consumption of gluten-
containing products.

Gluten sensitivity is a disorder in which the body cannot tolerate gluten, a protein found in
grains such as wheat, barley, and rye. Experts believe that this is not life-threatening, although it
can cause discomfort and affect daily life.

For the first time in the Republic of Moldova, a unique registry for celiac disease patients
has been created to ensure centralized registration of patients with this disease [7]. People in our
country diagnosed with celiac disease face problems such as a limited range of local gluten-free
foods sold in stores, but also the lack of public food facilities where gluten-free dishes can be
consumed. Thus, each patient is often forced to buy imported gluten-free products, which are
expensive compared to the income of the population, and prepare their own food.

This article analyzes the range of gluten-free products from the Republic of Moldova and
presents new technologies for the production of noodles from gluten-free chickpea flour, whose
sensory, physicochemical and technological characteristics are acceptable and accessible to all
social groups of people with gluten intolerance.

Research methods used

Carrying out the research in question, the following methods were used: observational,
experimental, organoleptic (scoring) and calculation.

So, for the analysis of information on the range of gluten-free products sold in grocery stores
on the territory of Moldova, the observational method was used. Information was collected on the
types of gluten-free products by manufacturer categories. The research was conducted in the
period from March 2021 to September 2022.

The experimental method was used to develop new technologies for the production of
noodles from gluten-free flour with various additives.

For the analysis of organoleptic indicators (appearance, color, consistency, taste, smell) of
the noodles assortments produced in the laboratory, a rating scale from 0 - 5 points was applied;
and the technological characteristics, such as cooking time, increase in the volume of pasta, were
determined by experimental laboratory methods.

The energy value and nutritional indicators were determined by the calculation method.
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Results and discussions

In the Republic of Moldova, there is no organized environment for celiac patients, there are
no grocery stores that would have gluten-free dishes on the menu, and the menus in schools and
kindergartens do not include gluten-free dishes, so each patient is forced to prepare their own food
or order imported products online, the quality of which they cannot be sure, but which cost less
than the imported products sold in stores in the country. There are few local manufacturers in the
field of milling and baking, such as BioEM SRL, whose main product is sorrel. The company
offers sorrel flour and hemp seeds, both gluten-free; Art-ProEco SRL, brand "Ronti" - cereal
flakes, including gluten-free flakes. According to the sources [5, 6], the list of manufacturers from
Moldova and stores offering gluten-free products is as follows:

- Artisanal bakery Natka Minunatka - gluten-free bread;

- The Kaufland and Nr. 1 the BIO shelf German gluten-free bread, biscuits and other dishes
from this category

- Pure tastes - desserts without gluten and sugar bread and buckwheat

- George Standart - an online store with bakery products, including gluten-free;

- Gluten-free sorghum products. [6].

Although in recent years some producers of gluten-free products have appeared on the local
market. Their assortment is very limited, especially some types of flour, bread and cookies, and
there are no gluten-free pasta, they are only imported.

Moldova is a country where the cultivation of wheat and the production of bread is a
traditional custom. The traditional flour pasta is homemade noodles used in various traditional
dishes such as ”zeama”, baba alba”, noodles with cheese, noodle pudding, etc. These noodle
dishes are traditionally made only from wheat flour, which limits the consumption of these
traditional dishes for people with gluten intolerance.

Analyzing the offer of noodles sold in grocery stores on the territory of Moldova, we note
that about 7 types of gluten-free pasta made of white and brown rice, buckwheat, corn, hemp,
sorghum and millet are offered for sale, imported from Ukraine by the manufacturer Ms. Tailly.
The Kaufland store produces 3 types of corn pasta with the addition of 2% chickpea flour
(spaghetti, penne, fusilli) under the K-free brand. From the Italian manufacturer "Di Nunzio™ you
can find three types of gluten-free pasta - beans, lentils and green peas.

Based on the above, we set out to develop new recipes and technologies for gluten-free
noodles made from non-baking chickpea flour with various additives. It is well known that the
dough made from non-bakeable flour is very difficult to stretch. To prevent sticking and
deformation, a large amount of flour is needed during stretching. To reduce the preparation time
and consumption of flour for stretching and cutting, KINGH off 3113 pasta machine was used.
Chickpea flour from the manufacturer Ms. Tailly from Ukraine was used for the investigation.

Before the study, tests were conducted in order to determine the optimal ratio between the
raw materials used, and the recipe for 100 g of dough was developed, which is shown in the table
below (nr. 1).

26


https://www.facebook.com/profile.php?id=100004381747868&fref=gs&__tn__=%2CdK-R-R&eid=ARDjWjudIOJY9RuJSNG5GGovFWwoLRQjk8ILwJJ4iiA86jwpx9Rk9NTyleKE9scqSAFcMX3RzsY7ngoV&dti=2026571547488514&hc_location=group
https://www.facebook.com/profile.php?id=100004381747868&fref=gs&__tn__=%2CdK-R-R&eid=ARDjWjudIOJY9RuJSNG5GGovFWwoLRQjk8ILwJJ4iiA86jwpx9Rk9NTyleKE9scqSAFcMX3RzsY7ngoV&dti=2026571547488514&hc_location=group
https://www.facebook.com/aboutpuretaste/?ref=gs&__tn__=%2CdK-R-R&eid=ARBDBmJHJUAPLJtP405-URV-pDHWeCHCMQq9AsRher4dzqVTpMFHqMUTl9xOT8J690hBPYrrcvzEVTqr&fref=gs&dti=2026571547488514&hc_location=group
https://www.facebook.com/FaraGlutenFabricatInMoldova/?ref=gs&__tn__=%2CdK-R-R&eid=ARBeEAWaUGJv7HjM2hY6BxnEZyg3_pm0BoRlGHgcXqrTJpmV1rEAkOeHZXKddrxr0yz4E1l7FwK8-yEK&fref=gs&dti=2026571547488514&hc_location=group

DOI: 10.5281/zenod0.7563976

Table 1 Sample recipe for 100 g of chickpea flour dough

No. Name Flour Eggs Salt  Addition

Sample (%) (%) (%) (%)

1 chickpea flour noodles 61 35 4 -

2 - with the addition of flour from flax 51 35 4 10

seeds

3 - with the addition of tomato paste 61 25 4 10

4 - with the addition of chopped spinach 61 25 4 10

5 - with the addition of chopped beets 61 25 4 10

Source: elaborated by the authors

Compared to noodles made with wheat flour, fewer eggs and more flour are used. During
the stretching of the dough, no sample showed deformations. The obtained samples were cooked
for 7 minutes to obtain noodles with soft consistency, and for noodles with "al dente” consistency,
the cooking time was 5 minutes. The increase in volume of noodles made from chickpea flour
after cooking compared to noodles made from wheat flour is shown in Figure 1.

e 2.7
37 55 2.6 2.6 2.6

Sample 1 Sample 2 Sample 3 Sample 4 Sample 5

B Wheat noodles  ® Chickpea noodles

Figure 1. Increase in volume of chickpea and wheat noodles ( n times)
Source: elaborated by the authors

Following the experiment it was found that during cooking, the noodles did not deform, and
foam formed on the surface during the first 4 minutes of cooking. This can be explained by the
fact that chickpea is a legume that contains an increased amount of protein, which coagulates and
forms foam during cooking.

Samples 1, 2 and 4 increased in volume by 2.1 times, sample 3 - by 2.36 times and sample
5 - by 2.28 times after cooking. Noodles made from chickpea flour showed 15% less volume
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increase compared to those made from wheat flour. The results of the psycho-sensory analysis are
shown in Table 2.

Table 2 Organoleptic indices of chickpea flour noodles

Sample  Consistency Appearance Color Smell Taste
No.

1 Soft Wavy shape, Uniform, Specific to the  Salty with
without golden flour, without  pronounced taste
deformations yellow foreign smell  of chickpeas

2 Soft with a With small Brown Specific to Moderately salty,

tendency to brown particles flour, no slightly
agglomerate foreign smell  pronounced
when chewing chickpea
Clumped
3 Soft, Well - Orange Specific to Moderately salty,
sticky preserved shape flour, weak with a slight taste
pronounced of tomato
tomato
4 Soft, Well - Weak - Flour - Moderately salty,
sticky preserved greenish specific, with a slight
shape, with slightly chickpea taste
small pieces of pronounced
spinach spinach
5 Soft, Well - Uneven light  Specific to Moderately salty,
sticky preserved shape pink flour, faintly  with slightly
pronounced pronounced beet
beet taste

Source: elaborated by the authors

A scoring scale of 0-5 points was used to evaluate the organoleptic indices. Sensory analysis
of the resulting samples was evaluated by 5 people who analyzed the appearance, consistency,

color, odor, and taste of the chickpea flour noodles. The data obtained are presented in Table 3.

Table 3 Sensory analysis with scoring scale of chickpea flour samples

No. Average number of points awarded Total
Sample Appearance Consisten Color Smell Taste score
and shape cy
1 5 5 5 5 5 5
2 2 1 1 2 2 1.6
3 3.4 3 4 4 34 3.56
4 4 4 34 4 4 3.88
5 3.4 3 1 3 3.4 2.76

Source: elaborated by the authors
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According to the sensory analysis, samples 2, 3, 4 and 5 were evaluated negatively because
they had an inappropriate appearance and color after cooking and all these products were not
suitable for consumption. Sample 1 (noodles made from chickpea flour without additives)
obtained the maximum score and can be accepted for consumption.

Pictures of noodles made from chickpea flour can be seen in the figure 2, below.

a b c d
Figure 2. Images of chickpea flour noodles before and after boiling
a-sample number; b- stretched dough; c- noodles before boiling; d-the noodles after boiling.
Source: elaborated by the authors

The noodles with the addition of spinach showed a weak color and a tendency to
agglomerate when chewed, and the noodles with the addition of beets lost their color after cooking
and showed white spots on the surface. The noodles with the addition of tomato paste exhibited a
sticky texture and an inappropriate taste after cooking. The energy and nutritional value of the
chickpea flour noodles is shown in Figure 3.
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248 263 8.01

7.83

valoarea energeticd (kcal/100g) indicile de valoare nutritivi

M Taiteii din fdind de grau taiteii din faind de naut

Figure 3. Energy and nutritional value of chickpea and wheat noodles
Source: elaborated by the authors

Conclusions

1. The market of gluten-free products on the territory of Moldova is mainly characterized by
imported products (from Ukraine, Poland, Italy and Romania) with an assortment of gluten-free
pasta (from hemp, rice, chickpeas, peas, beans, rye, corn, buckwheat, lentils, pumpkin seeds) and
with an assortment of about 20 types of gluten-free flours.

2. The technological process for the production of gluten-free noodles is not described in
any regulated recipe book. For this reason, the technological process for the production of noodles
from gluten-free flours was developed on the basis of the classic noodles recipe, or the
determination of quality indices was carried out on the basis of the methods provided for noodles
from wheat flour.

3. Sample 1 without additive (noodles made from chickpea flour) is recommended for
consumption and preparation, which has the following characteristics compared to noodles made
from wheat flour:

- a13% shorter cooking time (7 minutes);

- a15% smaller volume after cooking;

- a6% higher energy value (263 kcal/100 g);

- and the nutritional index is 2% lower (VN10=7.83).

The additions of spinach, flaxseed meal, tomato paste and beet are not suitable for this type
of flour, as they do not meet the psycho-sensory quality characteristics after cooking, such as
uneven color, unpleasant taste, sticky consistency and have a tendency to agglomerate when
chewed.
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Abstract: Talk about the Fourth Industrial Revolution is mainly related to the processes of digitalization and the
penetration of artificial intelligence into our lives. Business, of course, is also undergoing significant changes under
the influence of such cardinal processes. In this context, the social aspects of change are very important, so the
management of organizational change should be focused on such extremely important elements as: ethics, social
responsibility, values and principles of companies of the future.

Without such an important understanding of the transformational processes in society, social inequality can form, the
concentration of power and monopolization by only a few large companies, aggravation of problems associated with
the failure to implement the goals of the Sustainable Development Concept. The ideologists of the concept of the 4th
industrial revolution pay great attention to "soft factors, which, along with technical aspects, lead to a completely
different model of the functioning of society.

The object of study in the work are the SMEs of the Republic of Moldova, which are the most vulnerable in these
challenges. Having insufficient resources and staff qualifications, it is more difficult for them to adapt to such
changes, therefore, the purpose of the study is to develop guidelines for the development of enterprises of this type in
a complex, uncertain environment of existence.

Keywords: SME, Industrialization 4.0, Change Management, Business-Model, Model of Change,
digitalization

JEL Classification: M14, M19

1 INTRODUCTION

The essence of the concept of Industrialization 4.0 is difficult to present unambiguously,
given the variety of concepts and the views of the authors on this process. First of all, it implies
the development and implementation of advanced technologies that are the basis of
transformations. Secondly, it means changing the entire economy and the processes of
relationships between the main actors, building ecosystems with completely different models.
Thirdly, by no means the last, and perhaps the paramount importance is the social changes that are
the result of such transformations.

As with any transformation process, there are positive and negative consequences.
Depending on the chosen approach, they will be reflected to a greater or lesser extent on human
life in general and in particular, in the activities of enterprises, new requirements for employees,
the emergence of new professions, etc. Thus, one of the significant research problems is social
inequality, which arises from the emerging new conditions of existence, due to the possibility or
lack of use of the latest technologies, knowledge and communication systems, which are both

advantages and limitations depending on the conditions.
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This problem is more typical for certain categories of countries, and also, given the in-
country specifics, for some categories of enterprises. In particular, small and medium-sized
enterprises are more susceptible to it, given their functioning features: limited financial resources,
personnel, in-house knowledge, increased competition from large companies, etc.

Therefore, the object of research in this context is SMEs, as enterprises, in a sense,
wounded, with specific problems, as well as specific possible solutions. At the same time, let us
clarify that this work is part of a larger study funded from the state budget of the Republic of
Moldova and dedicated to the creation of an organizational change management model for SMEs
from the Republic of Moldova. Thus, an integral part of this model is the part associated with
social transformations and the social consequences of these changes, both for the enterprises under
study, and for society and the Republic of Moldova as a whole.

2 THEORETICAL AND PRACTICAL ASPECTS OF SOCIAL
TRANSFORMATIONS IN THE MODERN WORLD

2.1 Review of theoretical research in the field of the Fourth Industrial Revolution and
possible consequences for society

Considering the complexity of all the ongoing and upcoming changes, almost all researchers
characterizing the provocations of the Fourth Industrial Revolution, or Industrialization 4.0, focus
on ways to possibly overcome the crisis associated with social changes.

According to the author of the concept of Industrialization 4.0, Klaus Schwab, “this is a
collective term that refers to a whole set of ongoing and upcoming transformations in the familiar
systems around us" (Schwab, 2019)

Schwab also clarifies the main tasks facing humanity in the near future.

= This is, firstly, a fair distribution of the benefits of the Fourth Industrial Revolution. He
talks about the uneven distribution of advantages in previous industrial revolutions.
Therefore, realizing possible problems, it is necessary to think about them today.

= The second task is related to the need to control the negative consequences and risks
associated with transformational changes. Including, the protection of vulnerable groups of
the population, the environment and the conscious use of new opportunities.

= The third direction should be connected with respect for universal human values. So, all
processes should unfold under the control of a person and in the interests of a person. In
any change, financial motives must be secondary and give way to humanity.

Considering the subject of this study, it is of interest to consider the problem of social
change through the prism of managerial thinking. In this direction, Schwab makes the following
recommendations:

e it is fundamentally important to focus on systems that ensure the well-being of people, and
not the productivity of technologies;

e new technologies should provide people with more opportunities, choices, and prospects.
Don't turn technology against human capabilities;

e applying systemic and humanistic thinking, it is necessary to focus on new configurations
that control the world;
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e values need to be built into all stages of the innovation process. Then, when values are
thought about only after innovations become destructive, it is already too late to change
something.

Another specialist in the field of transformational change, T. Siebel, emphasizes the
importance of developing flexible training programs for staff. The scientist predicts that in five
years about 35% of professional skills will change. To do this, already today, in educational
institutions it is necessary to develop a balanced approach between soft skills and hard skills,
contrary to the established approach, focus on hard skills. (Siebel, 2019)

Another management guru, Tom Peters, goes to great lengths to explain the phrase “People
matter most” as he explains that combining human potential with artificial intelligence should
bring additional competitive advantage to a company, not deprive a person of a job. (Peters, 2020)

Andrew McAfee and Eric Brynjolfsson also highlight the importance of sharing the human
mind with machine algorithms. Speaking about the significant advantages of the computing power
of machines, the authors still believe that the advantages of a person are associated with many
factors, in particular: systems thinking, which considers all factors at once in the decision-making
process, unforeseen circumstances that are not initially programmed by a computer program,
common sense, which the person has. (McAfee& Brynjolfsson, 2019)

The idea of rational use of the advantages of new platforms and information technologies is
supported by Tim O Reilly, who argues that the policy that determined 40 years ago the division
of society into rich and poor should not continue into the future. And so, technology must reorient
the world to a new stage of development. (O Reilly, 2017)

With these statements, it is possible to argue the importance of the human and social
component in the process of change, as well as later, in the functioning of the transformed
enterprises.

2.2 Cross-country development patterns: exacerbating the divide between rich and poor

So, one of the social problems, according to many researchers (Schwab, Siebel, O Reilly
etc.) is the digital divide. Inequality tends to accelerate as the transformational processes
accelerate. Given that a certain level of technical skills and the availability of high-speed networks
are a prerequisite for Industrialization 4.0, the advantage remains on the side of those countries
and populations whose level of education and income will ensure rapid adaptation to new
conditions.

Realizing the danger of the current situation, in May 2021, the UN Commission on Science
and Technology - initiated the theme of the session "Industry 4.0 for inclusive development".
Along with the prospects and benefits that future technologies bring, the issues of uneven
distribution of transformation processes and the need to develop new policies in developing
countries in order to take advantage of Industry 4.0 while minimizing possible negative
consequences were raised. At the same time, noting that the international community has an
important role to play in creating the necessary conditions. Issues such as: the direction of
government programs related to the opportunities of Industrialization 4.0 and enhanced
opportunities for each member of society, the relationship between countries and the possibility of
cooperation in the direction of combating inequality, and others were explored.
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Already today there is a large difference in the standard of living of countries, with the
average per capita income gap between developed and developing countries being more than
$40,000 (UNCTAD, 2021a).

Comparing global indicators regarding the development of processes associated with the
Fourth Industrial Revolution, we note that in this context, the leadership belongs to a relatively
small number of countries. The first positions in many indicators belong to the United States and
China.

The Economic and Social Council of the United Nations cites the following figures that
testify to the leadership of these countries (figures 1 and 2 clearly demonstrate these indicators):
dominance by the number of publications and patents:
about 26-41% of the global number of publications;

45-63% of the global number of patents;

leadership in investment and potential in the field of Industry 4.0 technologies:
countries of origin of the largest digital platforms;

90% market capitalization,

half of the world's hyperscale data centers,

the highest rates of implementation of fifth generation networks (more than 45%),
94% of all Al startup funding over the past five years, employing 70% of the
world's top Al scientists.

AN

SRV N NN

Internet of Things _ 38
Artificial Intelligence _ 55
0 20 40 60 80 100 120

B USA B China Other countries

Figure 1 Distribution of the number of patents by the main technologies
of Industrialization 4.0 among the leading countries for 2021

(in % in the global context)
Source: UNCTAD, 2021 (https://unctad.org)
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Robotics _ 68

Internet of Things _ 74

Artificial Intelligence _ 69
0 20 40 60 80 100 120
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Figure 2 Distribution of the number of publications in the field of Industrialization 4.0

technologies by leading countries for 2021 (in % of the world number)
Source: UNCTAD, 2021 (https://unctad.org)

At the same time, as analysts specify, it is not fully determined whether China and the
United States will extend their advantages in the field of digital platforms to Industry 4.0
technologies in manufacturing. The most important technology in this regard is the Internet of
Things. Western European companies have invested heavily in this technology and, along with
China and the US, account for about three-quarters of all 10T spending. That is, leadership here
also belongs to a small category of countries.

One of the indicators characterizing the potential for introducing the latest technologies is
the level of Internet coverage in the country and the number of users. So, as of January 2022,
China ranked first among the countries with the largest number of Internet users in the world. The
world's most populous country had 1.02 billion internet users, three times as many as the third-
largest United States with about 307 million internet users.

According to a recent report provided by Statista as of April 2022, there were five billion
Internet users worldwide. However, there are sharp differences in the distribution of users across
regions: East Asia has 1.16 billion Internet users, while Africa and the Middle East have fewer users.

China ranks first on this list of countries with the most internet users. Thanks to constant and
rapid economic development, as well as a cultural bent for technology, more than a billion of
China's roughly 1.4 billion people are online. Some of the other notable emerging markets are
India, which is projected to have 1.134 billion internet users by 2025.

Since 2014, the European Commission has developed the Digital Economy and Society
Index (DESI), which summarizes the digital performance indicators of Europe and tracks the
progress of the EU countries. In this way, the European Commission monitors the digital progress
of the Member States through the Index reports. Each year, DESI reflects digital country profiles
that assist Member States in identifying areas requiring priority action. The index is calculated as a
weighted average of the five main DESI parameters with weights selected by the user:

v Connectivity,
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v" Human capital,

v Integration of digital technology,

v Digital public services.

As of 2021, EU member states are reducing part of the funds for digitalization processes
(about 127 billion euros). At the same time, within the EU, the leading countries in the
introduction of advanced technologies and those that occupy the last positions stand out. Thus, the
seven countries that directed more than 30% of their funds to digitalization processes are Austria,
Germany, Luxembourg, Ireland and Lithuania. Among the countries occupying the lower
positions of the ranking are Bulgaria, Greece and Romania.

In the context of the study of intra-country inequality, it should be noted that, according to
studies by the European Commission, in 2021 only 55% of SMEs reached the minimum level of
digital development in the EU as a whole. At the same time, the most developed EU countries -
Sweden and Finland - have the most technically developed SMEs (their number is 86 and 82%,
respectively, among the total number of SMESs). However, Romania and Bulgaria represent the
lowest rates of SME digitalization. According to the European Program developed for this decade
(until 2030), the percentage of SMEs with a basic level of digital intensity should be 90%.

The gap in the adoption of new technologies by large and SMEs is also visible from the data
provided by the European Commission. Some parameters of this study are presented in Figure 3 of
the present study.

the use of cloud computing in the activities of the 40
enterprise

the use of sodial networks in the activities of the 58
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Figure 3 Differences in the implementation of Industrialization 4.0 technologies in EU

countries between large enterprises and SMEs (% of enterprises)
Source: Eurostat, European Union survey on ICT usage and e-commerce in enterprises

3 SPECIFIC ACTIVITIES OF SMEs IN THE REPUBLIC OF MOLDOVA

Considering that SMEs play a huge role in the Moldovan economy, it is extremely important
to take into account the specifics of this sector in a period of transformational changes. The key
role of SMEs in the Republic of Moldova is evidenced, first of all, by their share in the total

number of enterprises, so according to the National Bureau of Statistics, at the end of 2021, the
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number of small and medium-sized enterprises amounted to 59.4 thousand enterprises and is about
98.4% of total number of enterprises.

According to the latest surveys presented on the website of the Enterprise Development
Organization (ODA — Organizatia pentru dezvoltarea antreprenoriatului, formerly ODIMM),
80.7% of households have provided access to the Internet and less than 17% of SMEs have
successfully integrated digital technologies into their activities, which represents an untapped
potential for SMEs in the Republic of Moldova, and makes it necessary to urgently take the
necessary measures for digitization.

Taking this into account, in March 2022, the Decree of the Government of the Republic of
Moldova No. 129 of 03/02/2022 On Approving the Digital Transformation Program for Small and
Medium Enterprises was issued, published on 03/11/2022 in Monitorul oficial No. 68-71 art. 176,
which specifies the Digital Transformation Program and Implementation Plan for SMEs and the
responsibility lies with ODIMM (now ODA).

The main guidelines of the program are:

= Developing the skills of entrepreneurs to plan and implement business practices that
contribute to digital transformation (at least 40% of beneficiaries);

= Providing financial support for the implementation of digital transformation plans (for at
least 150 SMEs);

= Increasing the competitive advantage and client portfolio of SMEs (by at least 20%);

= Development of e-commerce, reduction of physical currency turnover, development of
courier services (for at least 20% of beneficiary companies).

In addition, at the end of 2022, a new Digital Transformation Strategy of the Republic of
Moldova for 2023-2030 will be adopted. Experts identify the following main problems, identified
through consultations with stakeholders, that stand in the way of the planned transformations:
slow growth of innovative companies,
lack of venture capital, low level of cooperation between enterprises and universities,
insufficient technological preparation (number and sophistication of 5G routes, auction
plans for 5G spectrum, etc.),
¢ insufficient adaptation of the regulatory framework to digital business models,

e mismatch of skills;

¢ shortage of qualified labor force in industry, central government bodies and especially local
public administration bodies,

o low level of digital skills and awareness of the population,

e resistance to changes of civil servants,

e lack of financial resources,

e low investment in ICT in agricultural SMEs,

e low involvement of local companies in government-funded projects,

e insufficient motivation of civil servants in the final results;

¢ insufficient presence of scientific research in the development and monitoring of policies
aimed at the development of the information society.
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As can be seen from the listed problems associated with the transformation of national
enterprises, social issues can be traced in almost every point. The results of the study carried out in
the framework of writing this paper also testify to the priority of social issues in the
implementation of the processes of change in Moldovan SMEs.

The study was conducted in January-February 2022, in which employees of enterprises
participated (46 enterprises in total). So, among the main social problems, respondents identify: a
significant reduction in jobs, the inability to adapt to changes in the majority of the population, the
discrepancy between basic work skills and current professions, the loss of individual
independence as a result of total control associated with the use of the latest technologies, the
concentration of power among a small part of the population and other.
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Figure 4 The main social problems of SMEs in the process of changes associated with
Industrialization 4.0, identified by respondents in the course of the study
Source: own work/ based on the results of the study

Thus, Figure 4 clearly shows how employees of companies assess social problems,
provocations and risks associated with transformational changes. Estimated values are put down in
accordance with the importance of the factor, in ascending order: from 1 - the influence is not
significant, to 6 - extremely significant). As can be seen, the understandings of the respondents
correspond to the ideas of the classics presented in the theoretical part of the work.
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4 CONCLUSION

Taking into account all the above factors and those directions of state and international
strategies, as well as the extreme importance of the participation of the SME sector in Moldova in
all transformation processes, we can confidently say that the most important part of the strategy,
both at the macro and micro levels, is the social orientation.

The significance of the presented theoretical studies, strategic guidelines and problems
identified by the respondents show unambiguity in understanding the sounded problem. It should
be noted that along with the challenges and dangers, Industrialization 4.0 can bring many benefits
to humanity, given the correct path chosen.

Playing a priority role in the economy of the Republic of Moldova, SMEs need to take the
path of renewal. The situation, worsened by external factors in recent times, further undermines
the competitiveness of this sector. But, at the same time, it should be noted the opportunities
associated with greater adaptability, speed in making and disseminating decisions and the
development of creativity in such companies.

At the same time, the opportunities associated with government-led programs should
enhance the ability of SMEs to overcome obstacles and embark on the path of transformation
associated with new technologies. Here, it is necessary to remember that in any enterprise the first
priority is the management component (that is, rethinking activities, planning, organizing
changes), and then the use of technology.

Acknowledgment: This work is part of a post-doctoral study funded from the state budget
of the Republic of Moldova on the topic: “Creating the organizational change management model
for small and medium enterprises through the challenges of Industrialization 4.0, within the
framework of the project numbered 22.00208.0807.10/PD.
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Abstract. The development of entrepreneurship is the key to the economic growth of a democratic country with a
market economy. The role of state and local authorities is to promote and increase entrepreneurial activity. An
essential role in the development of entrepreneurship is played by startups as a special form of management, which is
mainly aimed at innovative solutions to problems and satisfaction of needs. That is why the question arises in forming
a complete and complex ecosystem for the development of entrepreneurship, where a startup ecosystem can be singled
out separately.

The purpose of this study is to develop a structural and logical model of a startup ecosystem based on the example of
Ukraine.

As a result of using a set of scientific research methods, a number of results were obtained.

Based on the methods of structural and logical generalization, analysis, and synthesis, a theoretical interpretation of
the basic categories of startup and startup ecosystem was provided.

The study of literary sources on the essence of the startup ecosystem made it possible to establish its hierarchy and
equality, which affects its content. Hierarchical demarcation (structuring) of the startup ecosystem of Ukraine was
carried out, where 4 levels were distinguished: international (global), national, regional, and local. Features of each
level are described.

Based on the analysis of the constituent ecosystems, a structural and logical model of the startup ecosystem of Ukraine was
developed and a description of its structural elements was carried out.
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Based on the structuring and comparative analysis of the components of the national startup ecosystem and foreign
ones, directions for the further development of the startup ecosystem of Ukraine have been determined.

Special attention is paid to the analysis and features of the formation of startup ecosystems at the local level, which
includes the university level. The Ukrainian university start-up ecosystem and the stages of its implementation are
presented in the example of the start-up ecosystem of the O.M. Beketov Kharkiv National University of Urban
Economy, which is based on the theory of SMART specializations. The peculiarities of the activity and development of
the start-up ecosystem of Ukraine in the conditions of the war with Russia have been determined.

Keywords: startup, ecosystem, startup ecosystem, SMART specialization, entrepreneurship
JEL Classification: J 23, M 13

1 Introduction

The development of entrepreneurship is the key to the economic growth of a democratic
country with a market economy. The role of state authorities and local governments is to promote
and develop an entrepreneurial activity. This is manifested through the development and use of a
complex set of various tools and programs that lead to the formation of a favorable business
environment. Startups play an essential role in the development of entrepreneurship as a special
form of activity aimed at innovative solutions to problems and meeting needs. Therefore, the
question arises of forming a completely integrated ecosystem of entrepreneurship development,
where the ecosystem of startups can be singled out separately. The formation of such a complete
ecosystem should be created on the basis of end-to-end interaction of subjects at all levels. It is the
aforementioned that determines the need to study the issue of modeling the startup ecosystem as a
prerequisite for increasing entrepreneurial activity in Ukraine.

2 Literature Survey

Among the prominent issues that were solved in the paper by the authors is the categories
recognition of the concepts of "startup” and "startup ecosystem". For this purpose, a set of
definitions of both foreign and domestic scientists and startup entrepreneurs' opinions were
analyzed in the paper.

Thus, Stacey Caprio [1] believes that «A startup is a company with less than 100 employees
that is not yet publicly traded». Steve Blank and Bob Dorf [1] consider startups to be looking for a
certain business model that is profitable and can be scaled in the future, while the company itself
uses the existing model. Ye. Chazov [3] claims that a startup is a new, recently created company
that builds its business on the basis of innovations or innovative technologies, has a limited
amount of resources and plans to enter the market. The innovative technologies introduced can be
global (that is, this innovation will be the one for the entire world) or local (that is, this technology
and idea are borrowed, but will be an innovation in a specific region or country). Han, J.H. and
Park, H.Y. [4] understand startups as individual businesses or corporations that have been
operating for less than seven years since their inception. Fedorov R. K. [5] believes that a stratup
is a new type of entrepreneurial activity based on innovative technologies and based on the
minimization of capital investments during its initiation.
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It is worth noting that the authors did not reach a consensus on the definition of the concept
essence. However, it is possible to substantiate the characteristic distinguishing features [6] of a
startup, namely:

- innovativeness, new idea is the basis of startup, a way to solve a problem or satisfy a need,
a new product, a new business model, something that will distinguish it from all other;

- high risk - since innovation is the basis, risks in all areas are increasing;

- rapid growth — startups are more growth-oriented than traditional businesses;

- scalability — the new business model can be extended to other regions, countries or areas;

- a small number of employees, a team approach to formation.

So, in the paper, the authors understand the startup as the initial stage of entrepreneurship,
which is based on solving the problem with innovative methods and tools, the implementation of
which involves the formation of economic and social value in conditions of high risk and the
creation of a scalable business model.

However, the importance of a startup phenomenon for the economy has been empirically
proven regardless of interpretation. On the one hand, they create jobs, and their active growth can
significantly increase their number [7]. This ensures employment, including that for the younger
generation. On the other hand, not all startups are able to pass the stage of formation and active
growth and form a sustainable business on its basis. This, in turn, endangers those potentially
created jobs. Yet, the economic effect of a successful startup is significant and manifests itself in
various areas: economic development and stability, social relations, prestige and political weight of
the region and the whole state. This is evidenced by the formed ecosystem, which includes a fairly
large number of startups, starting with micro-enterprises that have grown to international companies.

Thus, let's take a closer look on the startup ecosystem, which Daniel Eisenberg considered
as a set of interdependent objects within a certain region [8]. Jackson D. [9] believed that
innovation ecosystems unite two important and largely separated economies - the knowledge
economy, which develops on the basis of fundamental research, and the commercial economy,
that is driven by the market. An innovative ecosystem is formed by a dynamic set of economic
agents and institutions engaged in innovative activities, as well as by multidimensional internal
connections — Bramwell A., Hepburn N., Wolfe D. A. Fedulova L. I., Marchenko O. S [11]
consider a startup ecosystem to be a set of organizational, structural and functional components
(institutions) and their relationships involved in the process of creating and applying scientific
knowledge and technologies that determine the legal, economic, organizational and social
conditions of the innovation process and ensure development of innovative activities both at the
level of the enterprise and at the level of the region and the country as a whole according to the
principles of self-organization.

The startup ecosystem is formed by people, startups at different stages of the life cycle, and
various local organizations (physical or virtual), which interact with each other as a system for
creating and scaling new startup companies. These organizations can be categorized as
universities, investment companies, support organizations, research organizations, service
companies (especially legal) and large corporations [12].

So, in the investigation, we consider the startup ecosystem to be a network that unites
various subjects of the innovation process (universities, venture capital companies, marketers,
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entrepreneurs, auditing and consulting agencies, etc.), which interact with each other based on
certain rules.

Currently, the startup ecosystem is in an active phase of implementation, as stimulating the
development of startups can lead to the development of entrepreneurship in the country in general.
Experts also predict that a boom in startups is expected in Ukraine in the post-war period [13].
Despite the war, Ukrainian startups demonstrated resilience and continue to conduct their business
[14], as evidenced by the results of a survey conducted by employees of the Ministry of Digital
Affairs together with partners [15].

3 Methods
The research methodology involves structuring in several successive stages and a
combination of methods. The frame of the investigation is presented in figure 1.
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Figure 1 Methodological frame of research on the formation of a startup ecosystem

The research methodology involves the implementation of two blocks. The first block
contains the definition and justification of the set of elements and levels of the startup ecosystem.
For this purpose, a complex of analytical methods, grouping and structuring is used.

Based on the methods of structural and logical generalization, analysis and synthesis, a
vision is formed regarding possible options for structuring the startup ecosystem.

Based on the grouping, the components of the startup ecosystem are substantiated and the
number of its levels is determined.

The second block is based on the results achieved within the first block and involves the use
of modeling methods to build graphical models. Geometric, functional, information and structural
models are distinguished depending on the properties of objects. A structural model represents the
modeling object in terms of its structure and relationships both internally and externally. The
information model is a system of data about the object and a description of data flows in the
process of its functioning [16]. Since the startup ecosystem is a complex system that contains a set
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of various elements that constantly interact with each other and with other systems of the external
environment, as well as transfer data in the process of its operation, it is advisable to use a
combination of two types of models.

This will make it possible to build a graphic information-structural model of the hierarchical
(level) demarcation of the startup ecosystem; graphical information-structural model of the startup
ecosystem of the national level on the example of Ukraine; graphical information-structural model
of the start-up ecosystem at the local level on the example of O. M. Beketov National University
of Urban Economy in Kharkiv.

4 Results

A hierarchical demarcation (structuring) of the startup ecosystem of Ukraine was carried
out, where 4 levels were distinguished: international (global), national, regional and local.
Features of each level are described. (figure 2).
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Figure 2 Structural and logical model of the startup ecosystem of Ukraine

The international level of the startup ecosystem provides opportunities for the promotion
and development of startups that have already shown their viability at all previous levels. At the
international level, these startups can receive both mentoring support in international accelerators
and business incubators, as well as financing opportunities from international venture funds,
crowdfunding platforms and investment funds, as well as attracting money to the startup by
entering the stock exchange through an IPO.

At the national level, among the elements of the startup ecosystem, there are elements that
contribute to the development of startups at the state level. Among such elements should be noted
the Ukrainian startup fund, which is a state fund created to develop and stimulate innovation in
Ukraine. During the russian aggression, the Ukrainian Startup Fund has developed a platform that
will bring together those who can provide assistance to startups during the war and those who
need this support now. From November 2022, it will launch a program of grant support for dual-
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purpose projects to increase the country's defense capabilities and post-war reconstruction and will
provide an opportunity to receive up to $35,000 per project.

The regional level of the startup ecosystem is represented by elements that support startups
in a certain region.

The local level of the startup ecosystem is presented on the example of the university level
and described in detail below. All elements of the startup ecosystem are transmitting information
between their levels and interacting.

The university startup ecosystem of the Ukrainian university and the stages of its
implementation are presented on the example of the startup ecosystem of the O. M. Beketov
National University of Urban Economy in Kharkiv, which is based on the theory of SMART
specializations (figure 3).
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Figure 3 Startup ecosystem O. M. Beketov National University of Urban Economy in
Kharkiv

The structural elements of Startup ecosystem O. M. Beketov National University of Urban
Economy in Kharkiv are:

-the BEKETOV STARTUP SCHOOL junior development school, which is intended for
schoolchildren of the Kharkiv region and provides training and development of their own startup
project, as well as its presentation at an all-Ukrainian (regional) competition;

-the startup school BEKETOV STARTUP SCHOOL is intended, first of all, for applicants,
young scientists, teachers, as well as everyone who has their own idea or development for startup
projects and provides training according to a developed training program, mentoring and expert
support, pitching of startup projects and business plans and participation in the All-Ukrainian
festival of startups. The university lecturers of the "Entrepreneurship and Business
Administration" department participate in the international project "Entrepreneurial University",
which is being implemented with the support of the Ministry of Education and Science of Ukraine
and the public organization YEP in 2020-2022;
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- the purpose of the Beketov Business Incubator is to provide infrastructure and consulting
for youth entrepreneurship. Currently, the business incubator is focused specifically on the
successful implementation of startups and business ideas and is a logical part of supporting
promising startups that have graduated from the BEKETOV STARTUP SCHOOL. The creation
and operation of the business incubator was carried out within the framework of the project
"Business incubator for students, teachers and businesses" with the support of the Ministry of
Foreign Affairs of Poland and thanks to the partnership with the international organization "Polish-
Ukrainian Cooperation Fund PAUSI";

- Beketov Science Park, its activities are aimed at the development and commercialization of
scientific, technical and innovative activities of the university;

-the technology transfer center "Megapolis" provides university-wide, national and
international coordination support for technology transfer for all representatives of the local
startup ecosystem O. M. Beketov National University of Urban Economy in Kharkiv.

The ecosystem of the university is based on the concept of SMART-specializations,
coordinated with the Development Strategy of the Kharkiv region until 2025 and focused on the
direction of SMART-city. It is shown in fig. 4.

Already now, the university is developing, together with leading scientists and practitioners
of Ukraine and the EU, the program "Innovative cities: best practices of post-war reconstruction",
aimed at the development of skills and qualifications that would allow the practical development
of post-war reconstruction projects in Ukraine to begin in a short period of time.
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Figure 4 Smart directions O. M. Beketov National University of Urban Economy
in Kharkiv

Thus, O. M. Beketov National University of Urban Economy in Kharkiv has a complete
startup ecosystem that contributes to the development of the entrepreneurial ecosystem of Ukraine
and the Kharkiv region.

5 Conclusion
Based on the methods of structural and logical generalization, analysis, and synthesis, a
theoretical interpretation of the basic categories of startup and startup ecosystems was provided.
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The study of literary sources on the essence of the startup ecosystem made it possible to
establish its hierarchy and equality, which affects its content. Hierarchical demarcation (structuring) of
the startup ecosystem of Ukraine was carried out, where 4 levels were distinguished: international
(global), national, regional, and local. Features of each level are described.

Based on the analysis of the constituent ecosystems, a structural and logical model of the startup
ecosystem of Ukraine was developed and a description of its structural elements was carried out.

Based on the structuring and comparative analysis of the components of the national startup
ecosystem and foreign ones, directions for the further development of the startup ecosystem of
Ukraine have been determined.

Special attention is paid to the analysis and features of the formation of startup ecosystems
at the local level, which includes the university level. The Ukrainian university start-up ecosystem
and the stages of its implementation are presented in the example of the start-up ecosystem of the
O.M. Beketov Kharkiv National University of Urban Economy, which is based on the theory of
SMART specializations. The peculiarities of the activity and development of the start-up
ecosystem of Ukraine in the conditions of the war with Russia have been determined.

REFERENCES

1. What Is a Startup Company, Anyway? from _https://www.startups.com/library/expert-advice/what-is-a-
startup-company/

2. Blank S., Dorf B. (2013) Steve Blank, Bob Dorf The Startup Owner's Manual. Startup: The Founder's
Handbook. Moscow: Alpina Publisher, 616 p.( in Ukrainian).

3. E. Chazov (2013). Startup as a new form of business. Scientific works of the National University of Food
Technologies. No. 52. P. 122-128 (in Ukrainian).

4. Han, J.H.; Park, H.Y. (2019). Sustaining Small Exporters’ Performance: Capturing Heterogeneous Effects of
Government Export Assistance Programs on Global Value Chain Informedness. Sustainability, 11, 2380

5.  Fedorov R. K. (2021). State and main directions of development of startups in Ukraine. Effective Economy
No. 4, 2021, from http://www.economy.nayka.com.ua/pdf/4_2021/202.pdf (in Ukrainian).

6. Dymchenko O.V., Smachilo V.V., Rudachenko O.O., Drill N.V. (2022). Modeling the processes of
formation of startup ecosystems on the basis of cluster analysis: entrepreneurial aspect. Communal
management of cities, 2(169), 71-78. (in Ukrainian).

7. Marmer M. The Startup Revolution Series — Part 3: The Rise of the Startup. Compass blog. URL:
http://blog.startupcompass.co/the-startup-revolutionseries-part-3-the-rise-of-the-startup

8. Isenberg D. Introducing the Entrepreneurship Ecosystem: Four Defining Characteristics. — Forbes, May 25,
2011

9. Jackson D. J. What is an innovation ecosystem? from http://erc-assoc.org/sites/default/files/topics/policy_studies/
DJackson_Innovation%20Ecosystem_03-15-11.pdf

10. Bramwell A., Hepburn N., Wolfe D. A. (2012). Growing innovation ecosystems: university-industry
knowledge transfer and regional economic development in Canada. University of Toronto. Final report. May
15, P. 62.

11. Fedulova L. I. Marchenko O. S. (2015). Innovative ecosystems: essence and methodological principles of
formation. Economic theory and law. No. 2 (21). P. 21-33. (in Ukrainian).

12. What Is Startup Ecosystem? from www.startupcommons.org/what-is-startup-ecosystem

13. A post-war boom of startups is expected in Ukraine: the most promising areas, from
https://news.obozrevatel.com/economics/economy/v-ukraine-ozhidaetsya-poslevoennyij-bum-startapov-
samyie-persektivnyie-sferyi.htm (in Russian).

14. Startups  demonstrate resilience and  continue business  despite  the  war, from
https://www.epravda.com.ua/rus/news/2022/08/17/690502/ (in Russian).

15. We investigated how  the full-scale war affected Ukrainian startups, from
https://thedigital.gov.ua/news/doslidili-yak-povnomasshtabna-viyna-vplinula-na-ukrainski-startapi (in
Ukrainian).

16. Types of models, from https://nmetau.edu.ua/file/01 1.2 lbr_gr_rbr_.pdf (in Ukrainian).

48


https://www.startups.com/library/expert-advice/what-is-a-startup-company
https://www.startups.com/library/expert-advice/what-is-a-startup-company
https://www.startups.com/library/expert-advice/what-is-a-startup-company/
http://www.startupcommons.org/what-is-startup-ecosystem
https://news.obozrevatel.com/economics/economy/v-ukraine-ozhidaetsya-poslevoennyij-bum-startapov-samyie-persektivnyie-sferyi.htm
https://news.obozrevatel.com/economics/economy/v-ukraine-ozhidaetsya-poslevoennyij-bum-startapov-samyie-persektivnyie-sferyi.htm
https://thedigital.gov.ua/news/doslidili-yak-povnomasshtabna-viyna-vplinula-na-ukrainski-startapi
https://nmetau.edu.ua/file/01_1.2_lbr_gr_rbr_.pdf

DOI: 10.5281/zenodo.7563976

DOI: https://doi.org/10.53486/cike2022.05
CZU: 338.48(478)

THE ROLE OF THE RURAL TOURISM IN DEVELOPING THE
ECONOMY OF RURAL REGIONS

ROMAN LIVANDOVSCHI, PhD, Assoc. Prof.
Department of Trade, Tourism and Catering
Academy of Economic Studies from Moldova
Chisinau, Republic of Moldova
Email account: roman.livandovschi@ase.md

Abstract. Tourism is an important driver of socio-economic development and poverty reduction. One of the most
dynamic and resilient economic activities, tourism is a catalyst for job creation and can stimulate the development of
infrastructure and public services. Thanks to its job-creating capacity, tourism plays a major role in developing the
often-overlooked potential of rural areas. Its significant multiplier effect on all economic sectors such as agriculture,
manufacturing, construction and transport, can greatly contribute to the economic diversification of rural regions and
to local economic development.

This article analyzes the development of rural tourism as a factor for diversification of the rural economy. It reveals
conditions and preconditions for the emergence of rural tourism, its promotion and development through
multifunctionality concepts and diversification of agriculture. The article examines the history of emergence and
development of rural tourism.

The article also provides a framework showing how tourism activities influences the travel experience, but also on
local development seen in terms of the economy. Rural tourism plays an important role in the economy and thus it
should not be overlooked. Rural tourism has suffered because of the recession with increasingly more people
choosing this form of tourism to recreate, to move away from the crowded areas of the country.

Keywords: Rural tourism, rural development, regional development

JEL Classification: 013, R11, Z32.

1. INTRODUCTION

The tourism sector has experienced significant growth over the past decades and is now one
of the most dynamic sectors in the world, with the fastest growth.

Tourism creates important links between economic sectors, including agriculture,
construction and the tertiary sector. It can stimulate the development of various services, for
example in energy and the environment, and tourism infrastructure — airports, roads and hospitals.
It can generate economic benefits for rural communities, including the poor, by improving and
diversifying their livelihoods, which also curbs migration to cities. (UNWTO, 2017)

The tourism sector is therefore emerging as a major driver of growth and socio-economic
development. It can make a major contribution to the economic diversification of rural areas,
essentially in two ways: first, by stimulating the creation of businesses and jobs for young people,
women, ethnic minorities, indigenous peoples and tribal and marginalized groups; second, by
promoting social integration and poverty reduction, while preserving culture and heritage. This is
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particularly relevant for the rural economy of low-income countries, where poverty rates are high
and decent work deficits widespread.

Agriculture remains the backbone of the rural economy of many low-income countries, but
the trend in rural areas is towards increasing diversification of economic activities not directly
linked to agriculture, including: tourism, processing and the marketing of agricultural products,
handicrafts and related activities. (ILO, 2015)

Hotels and restaurants need food and beverages, and benefit from well-managed tourism
growth that favors local agricultural products and stimulates demand for these products. Non-farm
rural activities, such as agribusiness, rural transport and storage, also benefit.

Reinforcing the multiplier effect of tourism, these synergies and interrelationships can create
jobs at the local level, stimulate external investment in the local and national economy, and
complement the traditionally dominant sectors in rural areas, thus offering new sources of income
and economic activity to local communities. The latter benefit from economic spin-offs when the
tourism value chain integrates entrepreneurs in the region, such as local tourist guides. The
quantity and quality of jobs created throughout the agricultural and tourism sector reinforce the
direct positive impact of tourism on poor populations. (UNCTAD, 2013)

However, the benefits of tourism to rural economies are not automatic, and the potential
effects on destination locations and the environment should be carefully weighed, as it can
threaten the preservation of local resources. Remoteness, cultural heritage sites, nature and
landscapes — characteristics common to rural areas — mean that a destination can be a unique and
attractive point of attraction for tourism, which should however be preserved. It is essential to
develop adequate policies to create sustainable tourism, which contributes to economic
development, job creation and poverty reduction, without harming tourist destinations. These
policies should be based on the principles of sustainable development, including social inclusion,
preservation of the natural environment and culture, and the promotion of decent work. To take
full advantage of the tourism sector, decent work deficits need to be addressed, including high
levels of informality in the rural economy, low wages, long working hours, lack of protective
institutions social and the absence of social dialogue.

Tourism can have several positive effects on local/rural economic development:

« stimulate the creation and growth of new businesses;

* by putting an export market within the immediate reach of many sectors (companies which
begin to sell new products to tourists, and which meet with a certain success, can start exporting,
thus contributing to the diversification of economy);

« stimulate the development of new infrastructures and new transport services;

« improving the skills of the labor force (tourism encourages local/rural populations to learn
foreign languages and train themselves in customer service);

» Create incentives, and enable fundraising, for more sustainable management of natural,
cultural and historical resources. (ILO, 2013)

2. RURAL TOURISM AND ITS CONTRIBUTION TO RURAL DEVELOPMENT
AND POVERTY REDUCTION IN RURAL AREAS
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Rural tourism, while remaining a minority in the tourism market, already makes a valuable
contribution to rural economies. This can be expressed not only in financial terms, but also in terms of
jobs, contribution to funding conservation, encouraging the adoption of new ways of working and
injecting new vitality into sometimes weakened economies. (Mahmoodi, M.; Roman, M.; Prus, P., 2022)

Overall, tourism can bring many benefits to rural developments which are detailed below.

Job retention is extremely important in rural areas where job decline is often endemic. Cash
inflows from tourism can help retain jobs in services such as retail, transport, accommodation and
food services, and medical care. They can also bring additional income to farmers and sometimes
to foresters and fishermen. Job retention is not as politically prestigious as job creation, but by
contributing to the viability of small communities, it is critical to the survival of marginal areas.

There can also be job creation when rural tourism is successful. This creation generally
occurs in the hotel and catering industry but can also take place in transport, retail, information
and heritage interpretation.

The development of tourism in the countryside promotes job diversification. Most rural
areas have a low diversity of employment outside of agriculture and basic services. Greater
diversity enriches rural society and helps maintain population levels.

Pluriactivity can be another useful by-product of rural tourism. Pluriactivity is the term used
when an individual or family performs more than one type of work to earn a living. Thus, a part-
time farmer can also rent rooms, help the local administration with service tasks or serve as a ski
instructor. Sea anglers can take groups of tourists fishing, on whale-watching expeditions off
Canada and the United States or on bird-watching trips off Ireland or the United States.
Pluriactivity makes it possible to survive when there is a recession in a given sector. It is
particularly important in the rural context because of the cultural importance of the family as the
basic unit of many traditional societies.

Maintaining services is crucial in rural areas: rural tourism can help in three ways. Tourist
information services can be provided through existing means such as shops, increasing their
revenue if serving as an information desk is remunerated. Services can also benefit from the
additional customers represented by tourists. Thus, the quality of public transport in the Austrian
and Swiss countryside is partly due to the presence of holidaymakers. This additional customer
base is not automatic, however: to make the most of existing potential, services often need to offer
new products that will be available at different times and understand new markets. Finally, the
importance of tourism to national economies can increase the political justification for subsidies to
help maintain services.

Support for farmers is a major issue for all policy makers. Numerous studies have shown
that farmers' incomes can be increased by rural tourism, by the provision of accommodation of all
kinds, by the development of farm visits and other attractions, by the increase in the sale of farm
produce and by increasing female labor force participation through additional non-agricultural
employment. There are significant variations in levels of farmer participation in rural tourism
across OECD countries, depending on region, size of farm, age of farmer and other factors. While
surveys show that it is the economic benefits that primarily motivate farmers to engage in tourism
activities, they also point out that many of them derive a social benefit, as visitors bring variety
and companionship in a lifestyle that can be lonely and limited.
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Logging is an important activity in many climatically marginal mountain regions. Forest
regions have been victims of serious socio-economic problems in recent years, due in particular to
the mechanization of tree felling and wood processing, as well as the fall in prices resulting from
the reduction in demand of lumber. Rural tourism can help this sector of activity by diversifying
the sources of income of forest communities when they become aware of the special qualities of
the forest environment for recreation and when they develop them.

Landscape conservation has become an increasingly important form of heritage protection.
Although it dates back to the establishment of Yellowstone National Park in the United States in
1872, the national park movement continues to progress and most countries now have a whole
range of more precise designations for many types of landscapes. The landscape is of crucial
importance for rural tourism - as indeed the arrival of tourists has become essential for the
conservation of the landscape. It brings political benefits, can lead to economic gains and provide
employment for the maintenance and restoration of traditional landscapes damaged by recreational
activities.

Small rural settlement units have always been more at risk of losing their viability because
they cannot sustain the many services that today require higher population thresholds for funding.
Rural tourism can help these small units to survive, as they have a particular attraction for tourists,
but this requires careful management.

Rural arts and crafts hold a special place in the cultural heritage of regions and nations.
Many commentators have observed that tourism can help these activities both by recognizing their
importance and by buying the handicrafts. The income flows from these activities have been well
studied. The arts and tourism can support each other. Many communities now use arts and crafts
festivals as a marketing mechanism to encourage visitors to come to their area.

Cultural services have always been restricted in rural areas. The absence of important
facilities such as theatre, opera, music and art galleries was one of the many factors that
encouraged the rural exodus. The festivals and other events described above have enabled certain
rural areas to broaden their cultural contribution, bringing in artists and ensembles by financing
them through the sale of tickets to visitors.

Conservation of nature, especially landscape, is a stated goal of most modern governments.
However, it is an expensive operation. Rural tourism can add value to nature conservation in a
monetary sense. Visitors are willing to pay to see nature: most reserves and many national parks
that charge entry are successful. The extent to which the fee-based system can be extended is a
hotly debated issue in conservation circles.

The historic built environment can benefit from rural tourism in two ways. Many historic
properties now charge entry in order to maintain their buildings and the gardens and parks around
them. In addition, important old buildings are decommissioned. Churches have lost their
parishioners, castles have lost their wars, farm buildings have become too small for modern
equipment, stations have lost their trains and canal warehouses no longer see barges passing by.
The tourism industry usually allows these buildings to be used profitably and imaginatively: they
can themselves become attractions.

Environmental improvements such as village paving, speed bumps or diversions, sewerage,
garbage collection, can benefit from tourism revenue and political pressure from the authorities in
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charge of this activity. These improvements help build local pride in their village, which is
important for retaining existing people and businesses, and attracting new businesses and families.

Small fishing communities suffer greatly from the scarcity of fish, quotas and international
bans on certain activities. They can sometimes successfully branch out into sport fishing, bird and
seal watching, and boat trips, revenue from capturing whales for their meat.

The role of women in the rural community was once limited. Agriculture, forestry and
mining were reserved for men. There were few jobs for women, who also rarely participated in
local political life. The general emancipation of women, together with the opportunities offered by
rural tourism, have done much in many regions to release the underutilized talents and energies of
the female fraction of the population. Studies show that tourism businesses have increased the
power of women both in the family and in the community. In Spain, Greece, France, Great Britain
and Ireland, experience has shown how women's open-mindedness and adaptability to new ideas
and working cooperatively have helped to shape and lead successful rural tourism projects.
Developing the role of women could do much for the economic and social well-being of many
rural areas.

New ideas and initiatives are essential if rural communities are to thrive well into the
twenty-first century. Efforts to support agriculture, forestry and service provision through state
subsidies have done much to instill a welfare mentality in the countryside. The new challenges and
the fiercely competitive nature of the tourism market could on the contrary do much to encourage
entrepreneurship and new methods. Experience also shows that rural tourism can serve as a
catalyst for attracting new businesses of all kinds to rural communities. (Vanhove, N., 2015)

3. RURAL TOURISM AS A DRIVER OF LOCAL ECONOMIC DEVELOPMENT

Rural tourism with its multiplier effect, even being a minority in the tourism market of
developing countries, already makes a valuable contribution to the local economy. This can be
expressed not only in financial terms, but also in terms of jobs, contribution to funding
conservation, encouraging the adoption of new ways of working and injecting new vitality into
sometimes weakened economies.

Tourism is a fixed economic activity that requires movement from one place to another.
Hence the involvement of several other sectors of the economy (transport, accommodation,
catering, etc.) for its installation and operation. The induced effects of tourism go far beyond the
tertiary sector to extend to the fields of industry and agriculture. (Bellini, N.; Grillo, F.; Lazzeri,
G.; Pasquinelli, C., 2017)

Any investment, and more broadly any investment or consumption, leads to income currents
generated throughout the circuits which tend to decrease due to the leaks which occur in the
circuit. Indeed, it is enough for an investor to embark on a development project with the purchase
of capital goods for the factories that produce these goods to also increase their production to meet
the needs of customers.

We are there in a chain of cause and effect. What Frangois Vellas called the multiplier
effect. The multiplier measures the relationship between new investment and increased output and
income. (Vellas, Fr., Becherel L., 1999)
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It should be noted that the weight of the multiplier depends not only on the size of the
activity or investment but also on the area where the investment is made: the wider the range of
economic activities, the greater the volume of trade between these activities, the higher the
multiplier number. If, on the other hand, activity is low and the tendency to import strong, the
value of the multiplier will be low, as is the case in many developing countries. Leaks in the
circuit then reduce the economic benefits arising from the multiplier and therefore the impact of
tourism on the economy.

Tourism can bring several advantages to rural development such as the creation,
preservation and diversification of jobs. The promotion of rural arts and crafts, nature
conservation, protection and improvement of the environment, to name but a few, are also sectors
very much affected by tourism development.

With all these advantages, and through a good understanding of the sector, rural tourism can
serve as a catalyst to attract new businesses of all kinds to rural communities and thereby
contribute to local economic development.

The creation and preservation of jobs is an extremely important condition in rural areas
where job decline is often endemic. Cash inflows in tourism can help retain jobs in services such
as retail, transport, accommodation and food services.

Most rural areas have a low diversity of employment outside of agriculture and basic
services. Greater diversity will enrich rural society and help maintain people's living standards.

We cannot talk about rural tourism without talking about handicrafts. Indeed, the latter
occupy a special place in the cultural heritage of regions and nations. Many professionals have
observed that tourism can help these activities both by recognizing their importance and by buying
local handicrafts.

The arts and tourism can support each other. Many communities now serve arts or crafts
festivals as a mechanism for marketing to encourage visitors to come to their area.

In short, we would say that rural tourism has a considerable impact on the economies,
societies and cultures of the different countries or regions concerned. It promotes development and
can facilitate understanding between peoples. Unfortunately it does not only present advantages
and one is led more and more to wonder if the development of a tourist industry is profitable or
not for the host societies.

However, we are not unaware that the development of tourism, whatever the type, cannot be
done without there being difficulties. The positive effects in terms of jobs, production and revenue
are opposed by strongly negative effects: inflation, destruction of the environment, questioning of
the traditional ethics of peoples, cultural shock, etc.

Thus, evaluating the positive or negative effects of tourism development becomes a task that
is not simple as the measurement is delicate and the effects contradictory. These consequences are
very often treated in a contradictory way. In this regard, we notice a certain helplessness of the
local populations in the face of this tourism. (Roman, M.; Grudzien, P., 2021)

It should be noted that certain parameters must be taken into account both among tourists
who rarely constitute homogeneous populations, and among the local population who sometimes
have a critical view of this phenomenon.
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Very often, and in almost all tourist destinations, the contribution of tourism to the economy
is measured not only on the basis of revenue but also on the jobs created and the contribution to
training at the local level. As for smaller areas, the effects of tourism could also be measured on
jobs, but above all on its consequences at the social level.

There is an awareness at the national level that economic growth does not necessarily mean
reducing poverty and that political commitments to reduce poverty can only be achieved if there is
a concerted and specific effort to better identify the well-being of the poor.

In tourism and development planning, it should also be noted that tourism development
cannot magically eradicate poverty except to alleviate or reduce it.

The poor are characterized by their lack of purchasing power and they are sometimes
excluded from society and have little access to the education, health and other forms of social
protection enjoyed by others in their society. Greater attention to poverty reduction through
tourism is important as it emphasizes the multi-faceted nature of poverty and the relevance of
addressing this poverty to a wide range of impacts that the tourism can have on livelihoods.

There is no doubt that tourism is undeniably an engine for the development of developing
countries on all fronts; considering that its role in international trade tends to increase despite
recent natural disasters and war which have affected tourist flows in several regions of the world.

However, organized tourism programs or individual trips cover multiple tourist destinations in
more than one country, thus helping to strengthen regional cooperation and ties between countries.

Developing countries must above all put in place a common development policy, through
tourism. Because tourism is one of the fundamental aspects of any coherent economic, political
and social development policy in developing countries. Nevertheless, it is necessary, for a better
development of tourism, to involve the other sectors of the economy, namely, agriculture, fishing,
crafts of other related sectors.

However, we cannot talk about the development of tourism without talking about
infrastructure. Infrastructure is indeed the key to tourism development.

It can thus be seen that the countries of destination hardly benefit from international travel,
the situation is unfair and foreign operators take most of the value of the trip. We can talk about
tourist domination and therefore we might be tempted to ask ourselves the question of knowing,
where is this tourism, the great savior of local populations? (Goeldner, Charles R., and JR Brent
Ritchie, 2009)

Tourism still does not manage to contribute effectively to the local development of several
regions; the reason, one does not have to go to seek it far; all the means of production,
accommodation establishments are under foreign control and it is common for a country for a
competitive reason to allocate a tax facility at the level of investments that the situation then
spirals out of control.

Having said that, tourism represents, in terms of the transfer of money from rich countries to
poor countries, a greater share than the amounts granted by governments in the form of aid and
that for these poor countries it is the most important source of foreign exchange earnings.

It should also be noted that in most of the poorest countries in the world, tourism represents more
than 5% of GDP and 10% of exports according to the UNWTO. (UNWTO, 2004; UNWTO, 2017)
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To this end, it is therefore necessary to encourage local investment in the hotel sector, either
through policies allowing the creation of local businesses, in the form of private companies,
cooperatives or associations operating in the tourism sector, which could produce hitherto
imported goods and services, or through joint ventures between local companies and international
companies.

CONCLUSIONS

No one can ignore today the capital role that tourism can play as a driving force for
economic development. This sector contributes considerably to the contribution in foreign
exchange, to the promotion of employment and to regional development. It can lead to profound
social and cultural changes in the host countries.

The economic growth of underdeveloped countries is an important factor for the overall
balance of society. Thus, the role that tourism must play to achieve this objective seems nowadays
not to be negligible since the majority of countries have opted for the development of this sector
which contributes to economic, social and cultural exchanges, directly with tourists and local
populations. So, the development of tourism becomes an effective means of social development
through its contribution in terms of jobs created and the improvement of family incomes. This is a
start to any process of poverty reduction in poor areas.

In addition to this, the use of new technologies due to the evolution of the sector, often has
positive impacts in other sectors such as communication, health

However, it should not be forgotten that the development of tourism can have negative
social and cultural consequences. To this, we can cite the loss of values by a blinding imitation of
visitors both in their clothing and in their eating habits.

Other social consequences, such as those resulting from drug addiction, child labor and
prostitution, affect the population and can also tarnish the image of the place as a tourist
destination. However, it is worth pointing out that many of the social misdeeds often attributed to
tourism are perhaps due just as much to modernization, and in particular to the improvement and
dissemination of the means of information and communication.

Very often, the consequences of the development of tourism are perceptible at the local
level. Indeed, with the massive arrival of tourists, local populations are often trapped not only by
overpopulation but also by the degradation of natural resources.

Especially since any development of tourism must be done reasonably without destroying
the environment, it is not uncommon to notice that an anarchic development of tourist
infrastructures irremediably leads to a degradation of the ecological environment. At the level of
certain areas of developing countries, the remark made is that beaches and coastal areas are
undergoing an enormous transformation, a transformation which will certainly have consequences
in the future. We must also not neglect the behavior of some tourists who very often go after sites,
either by photographing them (even if it is well marked no photo allowed), but also throw
cigarette butts on the beach. This behavior, if it does not have immediate consequences, will have
repercussions in the future of the ecosystem.

Understanding the complexity of the tourism phenomenon in rural areas requires a systemic
approach. The characteristics of rural tourism are the result of interactions between elements

56



DOI: 10.5281/zenodo.7563976

internal to a system (companies, tourists, intermediaries and rural space) but also the result of
external interactions. In addition to the notion of system, other disciplinary fields are involved:
economics to understand how exchanges are organized, sociology to understand social
functioning, and geography to integrate the role of space.

We must remember that the consequences of tourism at the social level can vary not only
from one type of tourism to another but from one place to another. Indeed, having become more
demanding in terms of quality, tourists often force the hosts to comply with their request.
Respecting the wishes of the tourist is all the more important as it affects the future of the image
of the destination. The objective is therefore to satisfy the customer in order to build loyalty.

Everyone knows that in terms of economic development, tourists contribute fully to the level
of the areas visited. Visitors indeed come with innovative ideas, they spend money locally, but
also they come with their culture etc. Thus, the result is a mixture of cultures which very often
results in mutual understanding, the destruction of prejudices and the possibility of living in
synergy. Some visitors do not take precautions and do not pay attention to the damage they can
cause both to the local space and to local traditions. Even if in majority, the desire of tourists
nowadays is to better know the populations visited, some are still suspicious about a possible
overlap with the populations visited. Contact with local populations is often non-existent or
superficial, limited activity between the hotel and the beach, and very often beaches that are
surrounded by tourist security.

Since we are talking about direct or indirect contact with visitors, attention must be drawn to
the consequences of tourism on heritage; whether natural, architectural or cultural. In addition to
the loss of traditional values, the consequences on unprotected historical monuments can be very
serious. Indeed, it is very common to see traditional buildings replaced by modern buildings, a
European architecture. And everyone knows that when local populations lose their traditional
habitats, they lose with their way of life, customs and tradition.

However, it should not be forgotten that alongside all these misdeeds of tourism, there is a
very important side which is that of helping local populations to better manage and enhance their
cultural heritage. By visiting these places, some tourists contribute financially to the
implementation of environmental and cultural protection projects. It now remains for the
populations to become aware of the future of their heritage. Well-managed tourism with a well-
protected heritage is the key to the success of the sector with a view to contributing to local
development. Because, we are not unaware that tourism is one of the first sectors providing jobs
and currency. If tourism develops, jobs are created and therefore unemployment decreases at the
local level provided that the young people of the locality are recruited.
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Abstract. After important steps were taken regarding the development of the market economy of the Republic of
Moldova, a continuous policy of modernization of the national tax system followed, which from the point of view of
tax pressure on the business environment was both upward and downward.

Currently, it is found that the majority of the country's population continues to have modest incomes to support an
increase in the tax base, and small and medium-sized enterprises are insufficiently developed to allow the increase in
tax revenues.

Considering such situation, which will mark the taxation of the Republic of Moldova in the future, as well as the
effects of the COVID-19 pandemic crisis and the war in Ukraine, it is expected that in our country, the taxpayers’ tax
pressure will experience gradual increase until when a balance will be reached again, marked by a sustainable
economic stabilization.

Considering the aspects mentioned above, the authors aimed in this article to analyze the effects that tax pressure has
on the business environment.

Key words: tax pressure, tax levy, taxation, business environment, enterprise, taxpayers.
JEL Classification: H21, H22, H26

The topicality of the research topic

In a deeply competitive economic world, the imperative of competitiveness is one of the
major economic concerns for taxpayers.

Even if not all the cost of taxation on the added value is borne directly by the enterprise,
nevertheless the inclusion of some components of this "cost" in the delivery price does not have
the ability to ensure sufficient competitiveness of the enterprise's products and services, if it does
not find sufficient sources and reserves of increasing labor productivity and efficiency in general.

From this point of view, legal entities have every interest in being affected by the tax
pressure in the least possible proportions.

But since the tax pressure is one of the levers through which the state acts on the economic
environment and on the financial decisions of the enterprise, it can neither be ignored nor avoided.

Due to the social incidence of taxation both as a redistributive instrument of state revenues
and as an element of tax pressure on taxpayers, we believe that this topic is quite current and
important, which needs to be researched in more detail.

The arguments required to research the respective topic result from:
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e identifying problems and proposing solutions regarding the effects and consequences of
tax pressure on the business environment;

¢ identifying a balance between tax levy and tax pressure;

¢ elucidation of the way of interaction of the tax administration body with the business
environment;

e expressing some reasoned opinions as a result of the research carried out;

e highlighting the observations by emphasising the observed variables, thereby
establishing causal relationships, based on some research theories;

¢ highlighting some conclusions with reference to the management of tax pressure based
on scientific arguments.

The aim of the research is to find a balance between the level of tax levies and tax pressure.

Research methodology

The scientific research methodology applied in this article served us as a basis for deepening
the study and knowledge of the field of taxation, through the tax pressure on the business
environment.

As research tools were used:

e the scientific knowledge achieved along the way, gradually, which allowed the study,
perception and analysis of the tax pressure on the business environment;

e the fundamental research that allowed the elucidation of the current trends in tax levies,
the basic subject being the level of tax pressure. The fundamental research included investigations
in the form of theoretical studies, which consequently allowed the formulation of scientifically
argued conclusions;

e research for development aimed at using those procedures and devices that can directly
influence the practical research activity. Thanks to the use of the respective method, it was
possible to demonstrate in practice that the level of tax pressure is inversely proportional to the
level of tax collections.

e applied research had the task of providing necessary data for directing practical activity
in order to increase methodical work. The result of the applied research will result in the
formulation of some practical conclusions on how to balance the tax pressure. Also, applied
research will allow finding solutions and the direction of studying the investigated phenomenon,
through which various problems can be solved.

e motivational research includes itself a range of psycho-social methods and techniques,
necessary to obtain primary information that facilitates a better understanding of the reasons by
which taxpayers react to tax pressure in a certain way. This research seeks to determine and
explain the motivational causes of tax evasion.

The research carried out has a practical-applicative nature and can serve as informational
support for the state institutions responsible for tax levies, representatives of the business
environment, as well as for the academic community.

No research method or research technique is exclusive, we can find advantages and
disadvantages, and their choice and combination is a component of the professionalism of the
researcher, who will try to use those that can provide relevant information in the given situation.
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In the research process, a review of the specialized literature that interferes with the field of
taxation was carried out, using the deductive method, which allowed the presentation of general
notions. Consequently, the deductive method allowed the establishment and definition of research
objectives according to the needs of the scope.

Given the existence of a diversified base of observations and practical data, combined with
plausible tests to verify the viability of the research carried out, significant theoretical opinions
were generated in order to improve the respective research.

Research results. As a result of the study carried out, the authors will draw certain scientific
conclusions on the investigated subject, able to some extent to establish benefits both for the state
institutions, responsible for tax levies, and for the business environment.

Introduction

Tax pressure on taxpayers from the Republic of Moldova has appeared since independence
in 1991, with the emergence of indications that the country's economy will become a market
economy.

Tax pressure, although it also existed in the Soviet period, through the specific way of
distribution of national income by the Soviet state, according to the ideological principles that
were its basis, became felt for businessmen from 1991 onwards. Since then, the state renouncing
the claim to take at its disposal the majority of the profit from state enterprises, as a result of the
transition to their organization on commercial principles, its tax revenues began to be supported
by the gross income of national taxpayers: individuals and legal entities, subjects of taxation.

Thus, the tax pressure that is borne by a national economy at that time is the result of the
summation of the individual tax pressures. Consequently, all tax revenues are generated by
individuals and legal entities, in their capacity as owners of the patrimony accumulated as a result
of economic activity, specific to the market economy.

Description of the topic

Businessmen are those who, according to their way of increasing their individual patrimony,
create with the help of production factors new increments of material and immaterial assets, which
they appropriate in different phases of distribution. It is therefore logical that they also bear the tax
contribution to the formation of the National Public Budget (NPB). But the size of this
contribution must be a fair one, both from the point of view of the taxpayer and from the point of
view of the state, as the general administrator of tax revenues collected from taxpayers.

It is well known that, in any state, economic agents are concerned about the severity of tax
pressure. In the situation where the tax pressure is relatively high, "any taxpayer will be able to
choose to evade the obligations to the Budget, either in whole or in part, practicing tax evasion™.
[Dinga E., 2008].

Based on these considerations, the tax pressure (TP) generated by the state must not have the
objective of discouraging business, but of business development, attracting investments and, last
but not least, stimulating private initiative.

What is tax pressure anyway? Since taxes represent "a form of taking a part of the income or
wealth of individuals or legal entities at the disposal of the state, in order to cover advanced
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expenses”, [Manole T., 2016], it is normal to admit the idea of quantifying this taking felt by
taxpayers as a tax pressure.

By its mere existence, the tax is able to modify the economic and social behavior of the
taxpayer through the influence exerted on the income it generates, as a result of the economic
activity.

Thus, the tax pressure is given by the taxation rate which is calculated as the ratio between
the tax receipts in a certain period, usually a year, and the value of the Gross Domestic Product
(GDP), achieved in the same period, by a national economy.

National Tax Pressure (NPF) can be calculated according to the formula below:

Taxes + SSSC (State Social Security Contributions)
NPF =

GDP
Source: Adapted by the authors from [Solomon A., 2015]

In an article, dedicated to the level of taxation, Professor Gheorghe Filip reveals: "the
distortion of the image of taxation, which results from the prism of reporting only on the size of
resource withdrawals in favor of the state, is amplified by the way of determining and perceiving
its relatively known level and under the name of degree of taxation or tax pressure". [Filip Gh.,
2016].

As authors, we believe that tax pressure must be analyzed not only from a mathematical
point of view, as a ratio between payments taken from taxpayers and revenues obtained by the
state. In our view, the tax pressure must reflect the state of affairs in the national economy. You
cannot burden legal entities to make exorbitant payments to the budget, if the economic, political
and social situation does not allow this. As an example, the effects of the COVID-19 pandemic
and the war in Ukraine, which strongly affected the national economy of the Republic of
Moldova, can serve.

Consequently, the taxes and duties collected by the state from taxpayers are formed, from
their point of view, in elements of tax pressure, which is all the more pronounced the higher their
share in the added value.

Tax pressure is also felt and amplified by indirect taxes (excise duty and VAT) which,
although not borne by legal entities, affect the volume of sales and the competitiveness of products
through prices.

The level of tax pressure to which an enterprise is subject can be calculated according to the
following formula:
Income tax + SSSC + other taxes
TP =
The added value achieved by the enterprise
Source: Adapted by the authors from [Vintila N., 2013]
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Other taxes - all direct and indirect taxes and fees borne by the enterprise, with the
exception of income tax and State Social Security Contributions.

Since the SSSC is an obligation that the enterprise cannot avoid, this levy is included in the
numerator of the fraction that determines the tax pressure.

The elements of withdrawals from the numerator of the fraction contribute in different
proportions to the size of the value added by the enterprise, i.e. to the denominator of the fraction.
It therefore follows that the size of the tax pressure depends on the weight of these levy elements
in the formation of added value and on the level of the tax rate of each element.

At the cost of financing on the added value, the cost of financing must also be taken into
account, which can be an actual cost if the company does not have the necessary liquidity to pay
the tax obligations, or it can be an opportunity cost if it has the liquidity to make the payment, but
the value of the taxes paid could be invested directly by the enterprise in the profit of its
associates. This cost, which must be taken into account by the enterprise in carrying out its
relationship with the State Tax Service, is generally equal to the cost of capital available on the
market at the time when the tax obligations are paid.

A fundamental characteristic of the costs borne by the company related to tax obligations is
that they are absolutely not necessary for the specific activity of the company to achieve the
purpose for which it was established. Instead, these costs are costs imposed forcibly by the tax
policy of the state, costs that, if ignored, would inevitably lead to the company's demise.

A certain, rather gqualitative assessment of the tax pressure can be made based on the Laffer
curve model.

Arthur Laffer is a prominent American economist, one of the founders of supply-side theory,
who became famous during the administration of Ronald Reagan, who through his theories argues
that the reduction of tax rates is completely compatible with constant tax revenues or even with
higher revenues than the original ones . He became famous for the discovery of the effect — the
legality of the influence of the tax rate on the tax receipts of the state budget — called in his honor
"The Laffer Effect or the Laffer Curve". Laffer transposed in 1980 the graph known as the "Laffer
Curve", an idea expressed in 1776 by Adam Smith, according to which rates of taxation that are
too high destroy the basis on which taxation acts.

The Laffer curve is a graph that depicts the relationship between tax rates and total tax
revenue. The Laffer model captures the dynamics of tax revenues (TR) of the state budget,
depending on the average tax pressure (ATP) in the economy of that state. It also shows that when
tax rates rise a lot, an increase in the tax rate causes a decrease in tax revenues collected by the
budget. Similarly, under certain circumstances, a decrease in the rate of taxes and fees may
actually generate additional economic activity, leading to increased tax revenue.

Thus, it is marked that the dynamics of tax revenues follow, in the opposite direction, the
dynamics of evasive behavior: the more tax revenues decrease, the more it is considered that the
forms of tax evasion are expanding. [Neacsu C., 2019].

To be more explicit and render the evasive practice dependent on tax pressure, we present
the simplified form of Laffer's curve.

The revenue collected at the National Public Budget
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Maximum level M

By

% 1009
Rate of taxation

Source: Adapted by the author from /Hoeanta N., 2010]

According to the chart, if the tax rate will increase from 0 to 100%, the income from taxes
and fees will increase from 0 to the maximum level M and will trend downward from there. Tax
revenue falls beyond this point, because the increase in tax pressure generated by the increase in
the tax rate will discourage economic activity and consequently reduce the tax base.

Consequently, the higher the tax pressure increases, the more the revenue to the consolidated
budget decreases its share, since a high tax pressure automatically leads to various forms of tax
evasion and, therefore, to the reduction of receipts to the National Public Budget.

It is important to mention that the increase in tax pressure does not only lead to evasion, but
also to the closure of some businesses that cannot meet their tax obligations, resulting in the
disappearance of a certain number of jobs. As a result, the exaggerated tax pressure can lead to the
reduction of the tax base and the reduction of tax revenues to the National Public Budget.

So, the Laffer chart demonstrates that the reduction in revenues to the National Public
Budget appears as a consequence of tax pressure, not just as a result of tax evasion.

Exaggerated tax pressure can cause legal entities to proceed to tax non-compliance, which
can take different forms: tax abstinence, tax fraud and tax evasion.

Conclusion

As we have seen, it is not possible to draw limits of the tax pressure scientifically based and
applicable in practice to achieve a "tax oppression” agreed both from the point of view of the
taxpayer and from the point of view of the state tax body. This is because the question of limits
refers us to the psychological, emotional and social aspects of the taxpayer, all of which are
difficult to quantify.

The respective limits are imposed by the reactions of the taxpayers who can put up a strong
resistance to the increase in mandatory levies, when they estimate them to be excessive through:
evasion, fraud, reduction of activity, etc.

On the other hand, a slight laxity by lowering the tax pressure can be made to appear less
burdensome and therefore more bearable for economic agents, who will be willing to honor their
tax obligations.
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But this balance must be worked on consistently. Thus, we believe that alongside the
techniques of transforming burdensome mandatory levies into bearable levy techniques, there
must be the competence, availability and ability of the State Tax Service to make visible the
consequences of a balanced taxation by carrying out pilot projects that have a wide adherence and
be brought to the attention of taxpayers in due time.
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Abstract. The aftermath of the pandemic crisis and the war in Ukraine has accelerated the rise in the prices of energy
resources worldwide.

With winter approaching, the sudden energy crisis hitting the world is threatening already strained supply chains,
causing geopolitical tensions and raising questions about how ready the world is for a transition to greener forms of
energy.

The Republic of Moldova, being a net importer of energy resources, obviously would be affected by this phenomenon,
and this is due to the fact that the energy security of the Republic of Moldova was ignored for several years by the
central public authorities, and the country became totally dependent on the energy resources supplied by the Russian
Federation. Thus, at the moment, there are practically no alternatives regarding the supply of energy resources, and
the risks of stopping them are very high.

Under these circumstances, the state institutions responsible for this sector, in addition to the regulatory aspects, must
have the capacity to manage the risks specific to this field.

In the long term, however, a broad vision is needed for the field of energy security and diversification of sources, so
that such crises are avoided in the future.

Based on the above, this article was developed to highlight the problems facing the country's energy sector, in order
to overcome the existing crisis.

Keywords: energy sector, energy crisis, risks, strategies, technologies, innovation.
JEL Classification: M1, L9, O13.

Actuality of the research topic
The Republic of Moldova faces unprecedented energy challenges resulting from the
dependence on imports from a single source. The malfunctioning of the energy market, caused by
the limitation of natural gas imports, undermines the energy security of the country at the national
level and risks generating energy collapse, stagnation and economic regression, not to mention the
social aspect of this problem.
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In this context, we consider it appropriate to develop a governmental energy anti-crisis
program, according to several possible scenarios, capable of responding to various situations that
may arise in the energy sector.

We believe that the modeling and analysis of crisis situations are activities that the
government will have to manage in a special way.

The arguments presented above emphasize the actuality of the respective theme and
demonstrate the necessity of carrying out a scientific investigation on this subject.

The aim of the research. The authors aim to highlight the possible risks that may appear in
the energy sector of the country during the crisis period.

Research methodology

In order to achieve the objectives proposed in the research, the authors have used the
following methods and tools:

 the documentary method, based on accessing and studying specialized bibliographic
sources;

« the analytical method, through which the essence of the researched processes was reached:;

« the dialectical method, as a general scientific method of knowledge;

 the synthesis method, applied to establish the connections between the researched
phenomena.

Taking into account the complexity of the research topic, an extensive arsenal of the
scientific method of study, based on the principles of dialectical determinism, was applied to its
realization. In this regard, resorting to scientific abstraction, it was taken into account that the
driving force of development is constituted by the internal contradictions of phenomena and
processes. It was considered that both induction and deduction are not independent forms of
research, isolated from each other, but are interrelated and represent necessary aspects of the
general way of studying economic reality.

The results of the research will result in the formulation of scientifically argued
conclusions and proposals and recommendations, capable of reducing the effects of the energy
crisis on the social sphere and the real sector of the economy. The carried-out research has an
applied character, as it refers to an important field, namely the energy sector of the Republic of
Moldova.

Introduction

The energy sector presents some particularities that set it apart from other infrastructure
industries. These particularities essentially influence the management of the sector and the
structure of the related services market in case of crisis situations.

The war in neighboring Ukraine shows how fragile a country's dependence on the supply of
energy resources from a single source is, especially if the focus on commercial operating
conditions is dictated by geopolitical pressures.
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The vulnerability of the supply of energy resources under these conditions must be treated
with the greatest responsibility by the decision-makers in this sector. That is why a resilience and
security analysis must be carried out periodically in the country's energy system.

Although the alternative ways of delivering natural gas from European countries have been
under negotiation for a long time, the issue seems not to be resolved definitively, as there are still
sensitivities related to the technical conditions and the natural gas transport infrastructure in
different areas of the EU.

If there are objective impediments in the given segment, then the difficulties of foreign
traders who have the necessary capacities for delivery, with respect to entering the wholesale
market of the Republic of Moldova, are less objective. They mostly relate to going through some
stages of registration and obtaining the permissive documents. These impediments, as well as the
relatively limited demand for natural gas in the country due to the low level of consumption for
industrial purposes, create a less attractive picture for large traders in the region.

As a consequence, the measures to improve the regulations of the energy sector regarding
the removal of barriers for the diversification of supply sources, will allow the guarantee of equal
access of both, traders from the Republic of Moldova and those from abroad to the wholesale and
retail natural gas market.

We find that the international energy markets are in a continuous complex change in terms
of technology, geopolitics, economics and climate. The Republic of Moldova is to align with
international trends in order to create regulated, transparent, but also accessible and attractive
conditions for both, local energy companies, as well as foreign traders, in order to open access to
the wholesale market of natural gas and electricity as dynamically as possible, through specialized
transactional platforms.

Approach of the topic

The energy sector must operate on the basis of free market mechanisms, with the main role
of the state being policymaking, regulation and guaranteeing the stability of the energy system.
The domestic electricity and natural gas markets are composed of regulated and competitive
markets, a fact that substantially complicates the activity of their participants, considering the
public service obligations ancillary to the regulated markets. In this context, the forecasting
function of energy market participants can influence the future events and their probabilities.
Emphasis must be placed on "intensification and substantial renewal of the content of the
forecasting function, whereby management will base its entire activity of the organization on the
basis of systematic long-, medium- and short-term forecasts and will evaluate its activities and
results by comparing them with the predictions™ [Aldea A.S., 2010].

Thus, the issue of risk analysis in crisis conditions will allow a better understanding of its
context, because risk reveals threats that a country must face if it wants to ensure its energy security.

Risk, as a concept, is associated with "the possibility of variations in results from initially
estimated values or levels"” [Patriche D., 2007]. Uncertainty is used to describe situations or events
that cannot be associated with the probability of their potential occurrence.

By contrast, the risk affecting the energy sector as a whole cannot be eliminated by
diversification. Systematic risk variables cannot be controlled by energy market participants, but
through current and forward-looking operations, they can reduce “sensitivity" to undesirable
events or changes in this field.
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The tendency to assume or avoid risk is influenced by the individual characteristics of each
energy market participant, contextual factors and organizational structure. The energy sector is a
specific one, having a particularly large impact both on the national economy and on each
individual as a consumer. Carrying out economic activities on the energy markets involves not
only the risks inherent to a business, but also the assumption and execution of public service
obligations, imposed by the state through special regulations, which aim to ensure the continuity
of the supply of natural gas and electricity to different categories of consumers and the defense of
their rights. Under these circumstances, the decisions of the participants in the energy markets
carry an increased degree of risk due to the uncertainty of the occurrence of the effects after their
implementation, and the final results may not be only the estimated ones.

The perception of a decision-making situation in conditions of an energy crisis, the
assessment of risk and alternatives, the made choice, are influenced by the attitude towards the
risk of the decision-maker. Natural risk propensity reflects the decision maker's general risk-taking
tendency.

The methods and elements of risk assessment by the decision-maker are indicative and aim
at their possible management. Any risk analysis must be done periodically, in order to have a real
value for the sector. Among the most frequent risks, identified by the authors of this study, are the
risks presented in Table 1.

Table 1. The risks related to the energy sector

No. Typology of Characteristics of the risks

risks

1. Political risks These risks are associated with the geopolitical situation which is
very unpredictable. An example can be the war in Ukraine which
generated a worldwide energy crisis of proportions.

2. Pandemic risks That risk was caused by the Covid-19 pandemic, which led to a
considerable reduction in energy resource needs.

3. Operational risks The risks due to the costs of maintaining the operational reserve
resulting from the energy crisis are determined. These risks have so far
not been explicitly identified in the energy market, but they are currently
manifesting as a consequence of the war in Ukraine. In the future they
will have to be taken into account when introducing a coherent risk
management.

4. Financial risks There are risks regarding liquidity availability. Those risks are
associated with the need to take loans, or receive subsidies from the state,
for the purchase of natural gas on the wholesale market based on bilateral
contracts.

5. Technological In the energy market, the risks associated with technological

risks operation are significant and have an important impact in determining
their management policy.

6. Environmental With the increase in the price of energy resources, consumers will

risks have to use coal, which is quite polluting. In addition to this fact, the
consumption of woody masses will increase, which will lead to the
massive deforestation of the forest fund.
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7. Risks of
responsibility of
decisions

The various risks exposed above require the implementation of
responsible and assumed decisions by the decision makers. We must
emphasize the fact that the decisions made by the decision-makers can be
adapted under conditions of political, social and, last but not least,
psychological pressure.

8. The risk of
availability of

Insufficiency of natural gas on the European market and high prices
in connection with the partial shutdown of the flow of natural gas from

natural resources | the Russian Federation as a consequence of the war.

Source: Adapted by the authors according to [Lega A., 2008]

We are aware that energy markets are the result of the interaction of producers, suppliers,
transportation system operators and market distributors in search of maximum profits, as the
theoretical concepts reveal. At the current stage, however, energy markets are clearly regulated
and have very precise rules of the game. Each participant of the natural gas or electricity market
has its well-established role, according to the rules of the respective markets.

Besides, the stereotype of separating the state from the energy market is an artificial one, an
illusion far from reality. Governments are obliged to intervene, in crisis situations in various fields
of economic activity, creating and eliminating markets, but also limiting or favoring the rules of
the game in various sectors of activity, including in the energy sector. Therefore, the energy sector
market is often the result of political choices and decisions, being geopolitically and dimensionally
delimited by the dynamics of demand and supply, regarding the need for these resources.

Currently, science and technology seem to be the factor with the greatest impact on the
energy resource market and society as a whole. It is increasingly obvious that the pace of
economic development depends on the energy resources that are made available to mankind. As
any evolution in the sphere of science and technology involves some long-term consequences,
which cannot be neglected nor always foreseen, attention is required to accelerate the pace of
development of alternative energy resources and enhance regulations in this field.

The anticipation of technical developments, at the level of the energy sector, but also at the
scale of the entire society, represents the key particularity in reducing the degree of risk exposure
of this sector. Decision makers need to focus their attention on the following aspects:

¢ the pace of developments recorded in this sector;

e the current situation created in the energy field;

e possible limits or barriers, their nature and the means by which they can be eliminated or
diminished;

¢ identifying the methods of ensuring the security of the supply of energy resources.

Such an approach allows a realistic anticipation of developments in the sphere of the energy
sector, providing decision makers with clues about possible strategies to be implemented in this
sector, which is a vital one for the national economy.

Most research on strategy evolution has shown that strategies generally develop in an
incremental manner, progressively modifying the already implemented strategies [Vagu P., 2008].

Referring to the energy strategy of the Republic of Moldova, until 2030, that document
provides concrete benchmarks for the development of the energy sector in the Republic of
Moldova, with the aim of ensuring the necessary basis for economic growth and social well-being
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[Platon N., 2022]. Through this sectoral policy document, the Government of the Republic of
Moldova presents its vision and identifies the country's strategic opportunities in the energy
context [https://www.legis.md].

Although the policy document provides for concrete actions that the country must take in the
next period, we are of the opinion that the country's energy security must be ensured by solving
the following tasks:

- diversification of import sources;

- adaptation of an energy efficiency program of the country;

- the gradual transition to green energy with a non-invasive impact on the environment;
- ensuring energy storage capacities and backup systems;

- optimization of consumption by final consumers.

Solving these tasks requires a fundamental change in the way our society behaves, so that we
use fewer energy resources, while maintaining the quality of life. In this regard, an important role
belongs to the importers of energy resources, who must use the best available technologies and
develop the most energy efficient technologies and products in order to reduce the existing risks in
the current crisis conditions. Technological research, innovation and stimulation of the assimilation
of innovative technologies can be the important factors in achieving the proposed tasks.

At the same time, we must be aware of the fact that the implementation of advanced
technologies, which largely include electronic command and control systems, computer systems
for surveillance, optimization, data acquisition, etc., requires the attraction of private investments
and the continuous training of specialists in the field.

To sum up what has been presented, we consider it appropriate for the Republic of Moldova
to develop its energy security strategy on nine priority directions:

1. diversification of import sources of electricity and natural gas;

2. establishing a list of priorities regarding the construction of new infrastructure elements
necessary to ensure safety in the supply of electricity and natural gas;

3. creation of sufficient stocks of natural gas in order to ensure the supply of these
resources;

4. initiation of a feasibility study regarding the construction of natural gas storage facilities
on the territory of the Republic of Moldova;

5. development of a strategic technological plan at the national level to ensure the optimal
utilization of national research resources and innovation potential;

6. development of a policy document that ensures the achievement of basic objectives, such
as: long-term energy security, a functional energy market, sustainable economic development;

7. achieving energy savings in the residual sector by increasing energy efficiency through
National programs that will encourage investments in thermal insulation;

8. increasing the share of renewable energy sources in total energy consumption;

9. reduction of greenhouse gas emissions according to some scenarios of measures and
strategic documents issued by the competent institutions.
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Conclusion

The future of the energy sector is marked by a series of problems, the most important of
which are:

e the increase in the consumption of energy resources and the increasing dependence of
mankind on the various forms of commercially available energy;

e the galloping increase in tariffs for energy resources;

e tension in the Russia-EU energy dialogue in the context of the war in Ukraine;

e the impact of this sector on the environment, including through a substantial contribution
to global warming and climate change;

e the exhaustion of fossil fuel sources over time, with the first effect in increasing their
prices on world markets;

¢ the technological and economic difficulties in using renewable energy sources, as well as
the limited usable potential of these resources.

Proposals and recommendations

It is obvious that the primary and secondary legislative framework in the energy field of the
Republic of Moldova must strictly transpose European directives, but at the same time, must be
adapted to regional realities. The improvement of the legislative framework is still extremely
necessary to ensure the energy security of the country, competitiveness, environmental protection
and safety in operation, to attract and support investments and last but not least, to be able to
respond to emergency situations in the energy sector and to the needs of the most vulnerable
energy Users.

In order to increase energy security and reduce the pressure on vulnerable groups of
consumers in the energy crisis situation, it is necessary to consolidate the capacities of energy
market participants and the Government's support mechanisms, so that conditions are created for
transparent and non-discriminatory procurement, financial mechanisms, the mechanism for
creating and maintaining mandatory stocks of natural gas at the lowest possible costs.

At the same time, it is necessary to make investments both, in the infrastructure of natural
gas, as well as in electricity, for the interconnection in optimal conditions with the neighboring
states, the basic goal being the diversification of the import sources of energy resources.

Therefore, in order for the energy market of the Republic of Moldova to function normally,
without being subject to major risks for the future, it is necessary to carry out the following actions:

1. Establishing effective ways of cooperation with the regulatory authorities in Romania, as
a member state of the European Union, and Ukraine, as a strategic partner.

2. Ensuring a flexible electrical energy system, able to adapt at reasonable costs to any
change, in order to reduce the effect of uncertainty on the basic premises.

3. Effective use of primary resources in the country.

4. Ensuring the level of transparency and competition by the regulatory body.

5. Ensuring the operation of the wholesale market of natural gas and electricity according to
European regulations on the internal energy market, being based on legal requirements for the
development of energy from renewable sources, integration of balancing markets, interconnection
of regional energy systems.
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6. Modernization of the energy governance system.
7. Increasing the quality of education in the energy field and continuous training of human
resources.
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Abstract. Economic development and globalization have brought our planet into a dramatic situation both from the
perspective of the impact on the environment and from the perspective of the rapid depletion of limited natural
resources. The excessive private consumption of the population of most countries in the world, who live in an
abundance of material things, is far from sustainable and calls into question the existence of future generations.
Population behavior and consumption and production choices have a negative impact on the environment and other
people, for this reason the global challenges we face require the development of new lifestyles and business models
that would be more sustainable and responsible towards the environment.

The need to move in a prompt manner from a linear economy to circular economy practices is rapidly intensifying
every year, and this is currently seen as the only solution to slow down the negative developments. The circular
economy means extracting value throughout the product life cycle by repairing, reusing, upgrading and recycling
products in a profitable and sustainable way, with the aim of reducing the amount of exhaustible resources consumed,
the volume of waste generated and the harmful impact on climate. The transition to a circular economy requires a
fundamental change in the way we think and use goods. A real change refers to the adoption of business models and
behaviors that would also aim to optimize and increase the rate of use of products. In this work, we aimed to describe
the main circular business models that can be implemented, highlighting among them those that directly aim to
increase the rate of use of products, this being one of the essential ways of transitioning to a circular economy.

This paper is written within the state project 20.80009.0807.22. Developing the mechanism for the circular economy
creation in the RM

Keywords: circular economy, circular business models, increasing product usage, sustainable
development, product-life extension

JEL Classification: Q01, Q32, Q57

Introduction

Evidence shows that global climate change is primarily caused by human activities, which
calls for a rethinking of the interaction between humans and the world around them by reducing
the footprint of human and economic activities on the environment. Climate changes and their
effects have highlighted the vulnerability of traditional consumption and production systems and
the necessity to identify new strategies that would allow the moderation of climate changes.

As people's awareness of environmental impact has increased, a trend towards sustainable
innovation has been identified (Suchek, 2021; Jakhar, 2018). One of the most supported
alternative ideas to a linear economy is the circular economy, the aim of which is to preserve the
value of products, raw materials and materials for as long as possible, while reducing waste
(European Commission, 2018).

Circular economy aims to extract value throughout the product life cycle by repairing,
reusing, upgrading and recycling goods in a profitable and sustainable way. This requires a certain
type of business model combined with the right technical solutions. According to Bonnedahl
(2018), companies have a significant role to take responsibility for the environmental problems
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that exist in society today, because consumption and trade are one of the factors that contribute to
environmental problems. Interesting being the possibilities from a business point of view to create
more sustainable products, so as to decrease the amount of natural resources used and the pressure
exerted on the environment.

One way to explore these possibilities would be to study the concept of a business model,
which combines the view of how a business operates with how it interacts with the world around
it. According to Zott, Amit and Massa (2011), business models provide a systemic perspective on
business, which is crucial when trying to find out how to achieve systemic change towards product
sustainability in business. For this purpose, it is important to analyze existing business models and
the real possibilities they have for extending the life of products, contributing to the reduction of
environmental damage and still remaining profitable. For this we will study what types of business
models that extend the life of a product are and highlight those essential features of these business
models compared to other business models.

Some empirical and theoretical evidence of circular business models

Increasing awareness of the need to reduce resource use and change consumption patterns
provides strong incentives for companies to revise their linear business model in favor of a
circular business model, which is gaining more and more attention.

According to NulRholz (2017) a circular business model is about how a company creates,
captures and delivers value with the value creation logic aimed at improving resource efficiency
by helping to extend the useful life of products and parts (e.g., through long-term design, repair
and remanufacturing).

There are different types of circular business models that a company can implement to
become more circular. They can work on extending the product life cycle, using waste, creating
sharing platforms, creating more efficient use of resources, using renewable energy or offering a
product as a service. (Bocken et al., 2016; Ellen MacArthur Foundation, 2015; Tukker, 2015).

There are many benefits to implementing a circular business model. These include, but are
not limited to: cost savings in production, improved customer relationships and understanding,
higher margins, reduced environmental impact and a stronger brand (Linder and Willander, 2017).
Despite the benefits, many are skeptical that companies will adapt their business model beyond
shareholder interests, but research still shows great potential for the future (Lahiti et al. 2018).
Smol et al (2017) state that the basic idea of a circular business model is to preserve the value of
the product as much as possible to avoid unnecessary waste. Bocken et al. (2016) develop the idea
of a circular business model and define it as a regenerative process in which resource use, waste,
emissions and energy waste are reduced by slowing, closing and reducing the raw material and
energy cycle. This is possible by creating long-lasting design, as well as working with
maintenance, repair, reuse, recreation and recycling.

Linder & Willander (2017) also describe that resource value can cycle through different
actors. Stahel (2010) believes that the circular business model consists of a cycle with two closed
loops, one about the reuse of goods and the other about the recycling of materials. With the reuse
of goods, he refers to an extended lifetime and period of use of a product and believes this is
achieved by creating long-lasting design, but also by repairing, refurbishing and updating the
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technology in the products. By recycling materials, the idea is to create a closed loop between
waste after use and production. Smol et al. (2017), Bocken et al. (2016), Linder and Willander
(2017) and Stahel (2010) thus describe the central aspect of a circular business model as extending
the life of products and keeping them longer in their cycle.

In the specialized literature, five circular business models are proposed for the
implementation of the strategy of switching to ecological business models: circular supply,
resource recovery and recycling, product life extension, collaborative economy and product as a
service. All these models try to reduce the pressure exerted on limited natural resources, thus
reducing the need to extract exhaustible resources, and eliminate the generation of waste. The
boundaries between these circular models in reality are not so sharp, some companies adopt a
combination of business models.

Business models that integrate circular economy principles operate at different stages of the
value chain. Each of those business models intervenes at different stages of the value chain. By
closing the resource loop and slowing down and limiting resource circuits, business models that
integrate circular economy principles can reduce the environmental footprint of production and
consumption. For example, extending the life of a product mainly targets the design and use phase
of the product. And collaborative consumption aiming to increase the utilization rate of resources
is essentially related to the stage of use and maintenance.

To optimize the use of resources and limit waste, companies can implement the circular
business model based on extending the life of a product and preventing it from becoming waste.
This circular business model mainly targets the design and use phase of the product.

No negative social effects of product life extension have been found. The only negative effect on
the environment comes from the delay in the use of more resource-efficient products during the use
phase, (rapidly changing the boiler on fossil fuels with another one that uses renewable energies).

At the same time, for many businesses the limited number of negative effects, compared to
the positive effects, is not a decisive factor for the implementation of strategies to extend the time
life of products. The negative effects being directly related to manufacturers' reluctance to change
their business model by emphasizing sustainability, offering transparent terms of sale, extended
warranty periods, providing means to repair or refurbish products, etc., so implement those
business strategies aimed at extending the life of products.

Business strategies for extending product lifecycle

To implement the business model that aims to products lifetime, companies can adopt one or
a complex of sustainable strategies, the main ones being: renovation, upcycling, remanufacturing,
repair or the second-hand market.

Based on our research, the sectors that can implement these strategies with relatively
affordable costs would be: repairs and maintenance of machines and equipment - specialized
repairs of professional goods produced in the production sector with the aim of restoring
machines, equipment and other products to working condition; waste collection, treatment and
disposal activities - local waste transport and operation of material recovery facilities; scientific
research and development - three types of R&D&I: basic research, applied research and
experimental development; rental and leasing activities - rental of motor vehicles, leisure and
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sports, personal and household equipment, equipment; leasing of professional machinery and
equipment, other transport equipment; leasing of intellectual property products and similar
products; computer repairs and personal and household goods - repair of communication
equipment, consumer electronics, home and garden equipment, footwear and leather goods,
furniture and home furnishings, clothing and clothing accessories, sporting goods, musical
instruments, hobby items etc.

We notice the absence from this list of many manufacturing sectors: textiles, wood products,
paper, fossil fuels, chemicals, pharmaceuticals, rubber and plastics, construction materials, metals
and metal products, electronics, electrical equipment, machinery, equipment cars, other transport
equipment, furniture, other manufacturing and construction products. These production sectors, of
course, have both benefits and losses following the extension of the life of the products, being
very reluctant to change. At the same time, by implementing new, innovative technologies and
using various circular strategies, these sectors can obtain the most considerable economic, social
and environmental benefits.

Extending products lifetime can be achieved both at the level of producers and at the level of
consumers, through several actions. Increasing their total lifetime through "sustainability”. That is,
to increase the quality of the products, their repairability (the ability to repair them), their
compatibility with other systems (such as the standardization of phones) and their ability to
evolve. This aspect mainly concerns manufacturers. More responsible consumption, consistent
with real needs, by maintaining products and decreasing sensitivity to the effects of fashion that
encourage premature renewals. This aspect mainly concerns consumers. And optimizing use and
promoting reuse, giving products a new life. By sharing occasionally used equipment (gardening
equipment, etc.), it is possible to increase the use of a product and encourage the purchase of a
more robust design. This action is addressed to all interested parties.

Conclusion

Increasing product usage is closely related to Product Lifetime Extension, which is a viable
business model that can be implemented in companies of different industries and of different size
and structure, from small individual enterprises to large and very large. This business model that
follows the increased use of the product can be implemented in any country, regardless of the
existence of a developed legislative framework in the field, based only on the voluntary desire of
producers and consumers.

Implementing this model involves a radical transformation of product design processes to
extend their durability over time and at the end of their life cycle to reduce their environmental
footprint. Without a radical change in consumer behaviors and lifestyles, most circular business
models will not be viable. The gradual implementation of sustainable business models, as well as
the transition from a linear to a circular model, will not occur without supporting policies and
regulations. Encouraging examples can be identified (such as the strong push given by the EU
circular economy strategy or specific regulations such as the Swedish tax system favoring models
based on maintenance and repair).
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Abstract. Currently, taxpayers are developing solutions to reduce the tax burden using both legal limits of the tax
legislation and less legal limits.

Resulting from this situation, the concern of the State Tax Service in terms of tax practices in the future will be mainly
focused on the identification and management of fraud and tax evasion risks, which represent a major impediment for
the revenue to the national public budget.

In this context, risk management through the voluntary compliance of taxpayers would be a less expensive solution for
tax administration, and the results obtained could reduce the tax gap between what was planned and what was
collected.

The study carried out by the author was focused on addressing the issue of the risks of voluntary compliance of taxpayers,
thereby contributing to the increase of efficiency in tax administration, carried out by the State Tax Service.

The scientific approach started from the idea of identifying the potential risks faced by the State Tax Service in the
process of tax administration.

Keywords: tax evasion, tax fraud, taxpayers, voluntary compliance, risks, risk management.
JEL Classification: H21, H22, H26.

The topicality of the research topic

The multitude of obligations that tax legislation imposes on taxpayers has made them, at all
times, invent various procedures to evade tax provisions.

Tax evasion and fraud is a matter of morality, and the businessman abandons morality in
other situations than the one in which he is facing the payment of tax liabilities to the state.

Since the business environment involves an infrastructure that can be used by both
legitimate business structures and dubious individuals who can mask their fictitious transactions
through various schemes and financial combinations, this topic becomes quite topical to be
researched and analyzed , to come up with solutions to counteract this scourge.

As the author, | proposed to research this topic, which is quite current and necessary as a
study for the State Tax Service, the body responsible for tax administration in the Republic of
Moldova.

Arguments required for the research of this theme:

« identifying the risks that generate fraud and tax evasion;

« analysis of specific risks of fraud and tax evasion;

« studying how to manage compliance risks;

* expressing some reasoned opinions as a result of the research carried out;

« deducing some scientifically argued conclusions with reference to the subject of the
research.
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Research methodology

The methodology, within the conducted research, was used with reference to the efforts
dedicated to documentation, comparative analysis, development of solutions and models by
investigating the reality and forecasting some tax events. Scientific research was carried out
through the lens of three basic components: fundamental scientific research, applied scientific
research and experimental development.

» The fundamental research method, which allowed: obtaining progress in knowledge,
reflecting the premises of the attested changes in the researched field, concretizing the
opportunities for the future, investigations in the form of theoretical studies, which led to the
formulation of scientifically argued practical conclusions.

« The method of applied research, which had the task of providing data for the direction of
practical activity, in order to increase methodical work and transpose some ideas into operational form.

» The method of experimental development, which includes research works done
systematically in order to enrich the body of knowledge, including the knowledge of man, culture
and society, as well as the use of this knowledge for new applications.

The research methodology involved the analysis and characteristics of the tax field, the
establishment and application of some principles and rules for the conduct of investigations,
specifying the working tools for data collection, generation and interpretation, approach strategies
and analytical treatment.

Also, a dialectical unity was achieved by summing up two essential components: theory and
scientific method. The theory of scientific research consisted in the use of the fund of accumulated
knowledge, translated into a rational form, of concepts, theories and practical applications. The
method served as a way to use knowledge and operate with it in order to further develop the
researched subject, being, at the same time, the unique way of establishing scientific truth, as an
element that gives the work scientific value and perfection.

Research results. The author aimed to highlight the problems related to the management of
the risks of tax evasion and fraud, faced by the State Tax Service, as a result of the implementation
of the voluntary taxpayer compliance program.

Introduction

No state wants to have tax evaders. But this scourge is very difficult to combat because the
taxpayer's relationship with the tax system is first of all a problem of perception, in relation to the
entire levy that he has to pay. This perception is obviously characterized by a system of coercion,
even pressure, which explains the permanent opposition of the taxpayer to the payment of tax
obligations.

In order to avoid this perception of permanent coercion, it is necessary to find that balance in
communication, so that the taxpayer understands that by voluntarily complying he will have the
opportunity to be active in business, without fear of being persecuted.

For these reasons, to the extent that the citizen-taxpayer's understanding of his role in
supporting the state and how the latter uses tax resources will increase, the authority of the
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taxpayer will also increase and the State Tax Service, will organize a fair and balanced
administration, without resorting to repressive measures.

Description of the topic

Tax evasion and tax fraud have always been active and ingenious, for the simple reason that
the tax body, hitting people and their wealth, touches them at an extremely sensitive point -
property. But the state cannot exist without tax levies. Taxes are considered to be "the very
existence of the state, expressed in economic language". [Manole T., 2016].

Despite everything that is written about the causes, extent, methods, control and sanctions
regarding tax evasion, there is no unanimously accepted definition of the notion or the concept of
tax fraud. Economist of French origin Jean-Claude Martinez points out that "we cannot only
discuss fraud, legitimate or evasion, we must nuance the points of view and discussing tax havens
or the right to flee from the burdensome tax, freedom of choice towards the more a little
burdensome or about tax underestimation™. [Martinez J., 1996].

He concludes that tax evasion is the minimization of excess taxation by using real
acceptable alternatives, while tax fraud is determined by the violation of existing tax legislation.

loana Maria Costea, tax expert believes that tax evasion must be defined as "the set of
crimes committed by a taxpayer or another person, with intent, by fraudulently fulfilling or failing
to fulfill the tax or procedural-tax obligations to which he is held, in order to reduce tax revenues
to the general consolidated budget". [Costea M.1., 2011].

In the legislation of the Republic of Moldova, according to the Penal Code, article 244, it
stipulates that tax evasion implies “the intentional inclusion in accounting, tax and/or financial
documents, including electronic ones, of obviously distorted data on income or expenses that are
not based on real operations or based on operations that did not exist, either through the
intentional concealment of taxable objects, accounting, tax and/or financial documents, if the
cumulative amount of the tax, provided by the Tax Code, the mandatory state social insurance
contribution or the mandatory medical assistance insurance contributions related to a tax year
exceeds 50 average monthly wages for the forecasted economy, established by the Government
Decision in force at the time of the act". [Penal Code, 2009].

A short but relevant definition of the crime of tax evasion is the use of certain means done in
bad faith, by deception, which result in evading the payment of budgetary obligations.

With reference to tax fraud, most tax experts consider it a deliberate action to evade the
payment of taxes, duties and state social and health insurance contributions. This procedure will
be distinguished from tax evasion because it will resort to the concealment of some information,
the taxpayer thus avoiding the obligation to declare the income derived as a result of his economic
activity.

Although the national legislation of the Republic of Moldova does not provide for this
notion, it is present in the economic lexicon of the country and therefore it must be defined. Thus,
in the opinion of the authors, expressed in the specialized magazine of the State Tax Service
Monitorul Fiscal "Fisc.md", "tax fraud means any culpable action committed by taxpayers,
involving a violation of tax legislation, with the deliberate aim of avoiding paying taxes, which are
intended for the National Public Budget". [Fisc.md Fiscal Monitor, 2022].
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Most of the contemporary authors see tax evasion and fraud as the totality of the
manifestations of evasion in front of the tax burdens, which can take a form:

« illegal, having a fraudulent character, or

* licit, legal or tolerated.

As the globalization of the economy forces national and multinational companies to face
increasingly fierce competition pressure and the need to constantly analyze the efficiency of their
business structure, without constant improvement of the business structure and economic-financial
indicators, they can quickly move to the side of stagnation, uncompetitiveness and even insolvency.

This is how the border between planning, i.e. tax optimization, and evasion is a very
sensitive one and therefore, most of the specialized literature is focused on the need to delimit the
area of tax evasion, implicitly reducing taxes and fees through tax planning and optimization.

The absence of very clear provisions and rules regarding tax evasion and fraud in the Tax
Code of the Republic of Moldova, as well as the lack of a unified approach, mean that, in many
cases, reducing the amount of taxes and fees, through tax planning and optimization, is framed as
evasion, thus avoiding the very serious consequences, both fiscal and criminal, that could predict
the consequences of tax fraud.

In general, the avoidance of the tax burden occurs through three methods:

a) the tax regulatory norm itself ensures the avoidance of the tax burden through a favorable
tax regime;

b) the unwillingness of the legal entities to fulfill its tax obligations;

c) use of loopholes or legislative loopholes.

In order to avoid the consequences of tax evasion and fraud and to reduce the costs of tax
administration, the State Tax Service implemented the national program of voluntary taxpayer
compliance.

In the opinion of the State tax Service, the management of compliance risks must be a
continuous process, oriented towards the identification of risks from taxpayers' activity and the
application of the simplest and most effective treatments to mitigate the risks of non-compliance
and increase the level of voluntary tax compliance.
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Thus, the management of compliance risks must involve the following steps:

P Identification of compliance risks <+

Risk assessment and prioritization

— I

Analysis of taxpayers' compliance

L | Results

Monitoring the || L, behavior
results obtained evaluation
and reporting

_ Determination of tax treatment _

Planning and implementing activity
strategies

Figure 1. Compliance risk management
Source: Adapted by the author from the Taxpayer Compliance Program developed by the State Tax Service

The author of this study believes that risk management must be a systematic process, in which
the State Tax Service makes deliberate choices on the compliance treatment. Compliance treatment
must be based on knowledge of the behavior of each individual taxpayer, each branch of economic
activity, be it a natural person or a legal entity, which could be used to effectively stimulate voluntary
compliance and prevent evasion from payment and calculation taxes, duties and other mandatory
payments, including through the trend of continuous reduction of the phenomenon of tax evasion.

We consider it appropriate that for honest taxpayers the treatment by voluntary compliance
should be used, and for taxpayers who practice tax evasion and fraud, the treatment by forced
compliance should be used.
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Currently, the State Tax Service operates with eight categories of tax non-compliance risks,
which have been registered in the Register of tax non-compliance risks, namely:

General risks

Specific risks

Risks related to natural persons, citizens

Tax compliance risks related to large taxpayer legal
entities

Risks . s e
Risks related to individuals - large taxpayers

| Risks related to legal entities beneficiaries of the VAT refund

Figure 2. Risk categories [https://sfs.md, viewed 03.09.2022]
Source: https://sfs.md

The probability of occurrence of risks is expressed by the possibility of determining some
tax obligations, which have been reduced intentionally or unintentionally by the taxpayer.

The risk categories include the risks identified in the activity of all categories of taxpayers
who carry out the activity of an entrepreneur in the part related to the general aspects of
organizing the activity of an entrepreneur, the periodicity of the control activity of the State Tax
Service vis-a-vis the taxpayer, the general aspects what characterizes the activity of a taxpayer.

After the identification of the risks, the evaluation stage follows, which has as its final goal -
the establishment of the hierarchy of risks, their prioritization according to risk tolerance.

The objective of compliance risk assessment and prioritization is to assess the significance
of risks identified in taxpayer activity and to prioritize the compliance outcome and available
resources. The risk assessment is carried out in a way intended to facilitate the monitoring and
identification of the order of priorities regarding the risks.

Thus, depending on the consequence of the occurrence of the risk on the level of collection
at the National Public Budget of tax obligations, the risk can be:

e Low — the risk will have an insignificant effect, the amounts of tax obligations that can
be reduced by the taxpayer do not significantly influence the level of budget execution.

e Medium — the risk can materialize in additional calculations to the budget, but which
have an average influence on the level of budget execution.

e High — the risk means a high level of tax non-compliance, which can result in
significant reduced/concealed tax obligations.
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It's no secret that a good part of the difficult nature of tax levies lies in the complexity and
changing nature of tax legislation. This complexity is obviously due in large part to the
multidimensional image of contemporary societies. This complexity, which the tax body tries to
manage, is aggravated by the very instability of the tax system, due to the fast economic and social
developments to which, permanently, the tax legislation must adapt. However, taxpayers are
mostly attached to a certain voluntary compliance, especially when it comes to tax levies.

Conclusion

Any tax levy in the taxpayer's opinion reduces his income or well-being. But without these
levies the state cannot exist. The state must honor his social, economic and other obligations to his
citizens. Under these conditions, complying with tax legislation is one of the essential civic duties
of taxpayers, and the development of tax citizenship requires a responsible relationship between
the taxpayer and the tax authority.

In order for the taxpayer to voluntarily comply with tax requirements, he must feel that he is
being treated fairly, impartially and equidistantly.

The basic pillars that must stand at the foundation of a correct relationship between the tax
body and taxpayers must be manifested through:

e tax administration must simplify the lives of taxpayers (facilitating the declaration and
payment of tax obligations, modern channels of communication, clear and easy-to-understand
language, support for setting up a business, a more rational sanctions regime);

e tax administration must be fair (apply tax legislation neutrally, impartially and realistically,
taking into account the difficulties of taxpayers, seeking a balance in relations with them);

e the tax body must respect taxpayers and their rights (presumption of good faith, right to
legal security, right to appeal, protection of fiscal secrecy);

e the tax service must be at the service of the taxpayer (the right to find solutions and the
right to be listened to with consideration).
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If we enumerate and analyze the factors of organizational behavior, we will start from the idea that in the work process
takes place the interaction between people, between organizational and technological structures, the elements being
influenced by the external environment, and they, in turn, influence this. medium. Therefore, human nature, the nature of the
organization, technology, the external environment are the factors that determine organizational behavior.

We note, therefore, that organizational behavior means the study of human behavior, attitudes, and performance in
the organizational environment. The study is based on the theory, methods and principles of disciplines such as
psychology, sociology, cultural anthropology, etc. with which information is accumulated about individual
perceptions, values, learning abilities and actions while working in groups and throughout the organization.
Organizational behavior analyzes the effects of the external environment on the organization and its human
resources, missions, objectives and strategies.
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People need to understand, anticipate, and influence the behavior of others in the
workplace. Employees want to understand why certain events occur, what to expect in the future,
in order to activate as efficiently as possible and benefit from the best results. The field of
organizational behavior provides a scientific basis, which helps to improve anticipation of events
in organizations under certain conditions. ldentifying and explaining these events is more
complex, because employee decisions and actions are driven by a multitude of factors and
therefore require a specific response. Or, to the extent that a behavior can be explained and
anticipated, it can also be influenced.

The concepts of organizational behavior explain not only the behavior of managers in
organizations, but are important for all their members.

According to the studies of psychologists, the individual cannot be changed, but it is
possible to change his behavior in order to obtain performance. That is why the issue of
organizational behavior was formulated and discussed.

If we enumerate and analyze the factors of organizational behavior, we will start from the
idea that in the work process takes place the interaction between people, between organizational
and technological structures, the elements being influenced by the external environment, and they,
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in turn, influence this. medium. Therefore, human nature, the nature of the organization,
technology, the external environment are the factors that determine organizational behavior. Let's
approach them as follows:

1.Human nature is identified by: personality integrity, motivated behavior, orientation

towards participation, personality value.

With regard to the integrity of the personality, it should be mentioned that it is through
experience and knowledge that professional qualities are formed. Or, personal life is related to
organizational life, ie the work process. Employees need to feel comfortable both morally and
physically. In this regard, the management of the organization needs not only qualified employees,
but also personalities, because the employees are members not only of the organization in which
they operate, but also of the community. For this reason, the development of the personality
affects not only the work, but also the activity of the employee outside the organization.

Regarding motivated behavior, a postulate of psychology states that human behavioral
actions are formed under the influence of certain factors related to the needs of the individual. So,
the manager, by certain methods, proves to the employee that certain actions of his will lead to the
satisfaction of the needs of the individual. Another way of motivating would be the risk of
lowering the level of satisfaction of needs in case the subordinate performs actions considered by
the manager to be incorrect. In other words, employee motivation is a mandatory attribute of all
organizations.

The orientation towards participation presupposes, in fact, the involvement of employers in
organizational activities. Many employees want to contribute to the success of the organization by
applying its ideas and capabilities. In this regard, organizations must create conditions for the
achievement of these employees.

The value of personality. Every employee wants a careful attitude from the management of
the organization, wants to appreciate the skills and professional qualification of each individual.

2. The nature of the organization, in turn, develops through: social systems, common

interests, ethical principles.

Social systems. The organization is a social system, therefore, human behavior is formed
both under the influence of individual desires and the desires of the group, of which he is a
member.

In terms of common interests, any organization formulates certain social goals. In this
regard, managers need employees to achieve these goals, and employees, in turn, need
organization to achieve their personal goals.

According to the ethical principles, the organization must carry out its activity based on the
observance of certain ethical principles, because more and more organizations are aware of this
need, they develop various programs called to ensure high ethical standards for both managers and
non-managerial staff ethics, stimulating employees for ethical behavior, establishing procedures
for verifying compliance with ethical principles). In this way, the ethical principles are based on
any action, and the ethical aspect of the goals and actions of the organization serves as a premise
for the system of triple stimulation: the achievement of individual, organizational and social goals.
In turn, group work leads to an increase in the level of satisfaction of individuals, because they
have the opportunity to develop professionally, to grow, to appreciate their contribution to
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achieving common goals. At the same time, the efficiency of the organization increases (the
quality of the production increases, the expenses decrease).

3. The technical and technological factor influences the relations in the work process. For
example, work at the conveyor is different from that of a research laboratory, and the
responsibilities of a university lecturer differ from those of a nurse.

4. The internal/external environment of the organization influences the managerial
activities.

Thus, it is expected to achieve several organizational goals:

*  Anticipating organizational behavior. For any manager, regardless of the hierarchical
level, it is important to predict the behavior of individuals, namely: how employees will receive
the introduction of a change (s); are or are not employees able to go through a period of austerity
without major consequences; are or are not able, members of an organization, to make ethical
decisions, etc.

Or, a correct conduct of anticipation of the organizational behavior allows the improvement
of the anticipation of the events in the organizational space.

*#Explaning the causes of organizational behavior. The ability to anticipate
organizational behavior does not guarantee the development of an appropriate strategy to control
it. In this sense, it is necessary to explain the causes of the manifestation of a certain
organizational behavior.

* Implement techniques that facilitate control over human actions. Although modern
society is based on the concept of individual freedom, behavioral control is viewed by managers
as a valuable tool provided by organizational behavior in achieving efficiency.

*  Determination of the methodological tools. The right tools help to identify the
manifestation of different attitudes and behaviors, the causes of: motivating and demotivating
employees; triggering conflicts; confronting the organization with an exaggerated staff turnover
etc.

Achieving the predetermined organizational goals involves developing the system of
organizational behavior, the main task of which is to idetify the main factors (philosophy, mission,
goals) that influence the achievement of goals and create the conditions for their effective
management. The final results are appreciated according to three criteria: indicators of the
organization's activity; the level of employee satisfaction; individual development and growth
(accumulation of new knowledge and qualification).

Thus, the elements of organizational behavior system are:

a) philosophy of organizational behavior (includes a number of general beliefs of
managers regarding the activity and tasks of the organization);

b) the mission of organizational behavior (determines the type of activity, the market
and market segments, including a small list of competitive advantages);

c) the goals of organizational behavior (indicates how the activity of organization is
carried out).

When an effective organizational behavioral system ensures the achievement of a high level
of staff motivation, which, in combination with the qualification and capabilities of employees,
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leads to the achievement of organizational goals, two-way relationships are formed: managers and
employees influence each other to achieve the desired benefit.

We note, therefore, that organizational behavior means the study of human behavior,
attitudes, and performance in the organizational environment. The study is based on the theory,
methods and principles of disciplines such as psychology, sociology, cultural anthropology, etc.
with which information is accumulated about individual perceptions, values, learning abilities
and actions while working in groups and throughout the organization. Organizational behavior
analyzes the effects of the external environment on the organization and its human resources,
missions, objectives and strategies.
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1. Introduction

Social inequality is a reality inherent in any society, even if there are different degrees of its
manifestation. The reduction of inequalities is found among the 17 Sustainable Development
Goals included in the 2030 Agenda for sustainable development of the 193 UN member states,
including the Republic of Moldova. In order to integrate the Sustainable Development Goals at the
national level, the Republic of Moldova developed the National Development Strategy "Moldova
2030" [1]. Thus, until the year 2030, our country, along with other countries, will mobilize its
efforts to combat inequalities, to eliminate all forms of poverty and achieve the other objectives
set in the Agenda.

Social inequality is a fundamental premise of social stratification, in which individuals,
groups or social strata are at different levels of the vertical social hierarchy and who have unequal
opportunities to satisfy their material, social or spiritual needs. Inequality has a multidimensional
character, manifesting inequalities in consumption, in education, in health, in access to resources
and digital technologies, etc. The main factor that determines these manifestations of inequality is
income inequality, and most inequalities in the Republic of Moldova derive from income
inequalities.
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2. Material and method

In the research, the method of analyzing the literature in the researched field, the
comparative method, the scientific abstraction, etc., were used. Also, the inductive method was
used, with the help of which concrete facts were generalized, analyzed, synthesized and
conclusions were formulated on the researched problem.

The informational support of the research is represented by both national scientific
publications and international studies, statistical data presented by the National Bureau of
Statistics (NBS) of the Republic of Moldova, data published by Eurostat, the Organization for
Economic Cooperation and Development (OECD) and other resources informational.

3. Results and discussions

Income inequality is inextricably linked to poverty. Poverty is characterized by the lack of
resources to satisfy the minimum physiological needs of the population. The high level of poverty
is correlated with the high level of inequality. Reducing inequality and poverty are interrelated
objectives, because to reduce inequality it is necessary to increase the incomes of the poorest
households, that is, to reduce the level of poverty.

In the Republic of Moldova, in recent years, poverty and income inequality have tended to
increase, and the Covid-19 pandemic has only amplified their rate of growth. The problem of
inequality is also exacerbated due to the increase in the level of poverty. According to the NBS, in
2020, the population with incomes below the subsistence level (extreme poverty rate) constituted
10.8% of the total population, increasing by 0.1 percentage points compared to 2019 (Table 1). At
the same time, the absolute poverty rate was 26.8%, increasing by 1.6 percentage points compared
to 2019, this being significantly higher in rural areas compared to urban areas. In 2020, in rural
areas, absolute poverty was 35.3%, compared to 14% - in urban areas. In 2019, these indicators
were lower, 34.5% - in rural areas and 11.2% - in urban areas.

Table 1 Dynamics of the Gini Coefficient and the poverty rate in the Republic of
Moldova, in the period 2015-2020

2015 2016 2017 2018 2019 2020
Gini coefficient by 0,3164 | 0,3222 | 0,3084 | 0,2931 | 0,3148 | 0,3226
disposable income
Absolute poverty rate (%) 25,4 26,4 27,7 23,0 25,2 26,8
Extreme poverty rate (%) 10,5 10,4 11,0 8,7 10,7 10,8

Source: Developed by the author based on sources [2], [3]

The increase in the poverty rate was accompanied by the increase in the level of income
inequality. Although between 2015-2018 the Gini coefficient for total disposable incomes
decreased by 7.4%, from 0.3164 to 0.2931, starting from 2019 there is an increase in this
coefficient, in 2020 the value of the Gini coefficient after incomes available increased by 2.7%
compared to 2019 and was 0.3226. According to World Bank studies, inequality becomes
excessive starting from the value of 0.3-0.4 of the Gini coefficient. In addition, the share of
income accumulated by quintile V (the richest 20%) in the last 10 years was more than 5 times
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higher than the share of income accumulated by quintile 1 (the poorest 20%). At the same time,
calculating the share of the income accumulated by the V quintile in relation to the I quintile, we
find that 40% of the population's disposable income is owned by the upper quintile and only 8% of
the income by the poorest quintile, which indicates that the level of inequality of incomes
continues to remain quite high in the country.

Significant gaps are registered both in the amount of household disposable income and in the
amount of consumption expenses. Thus, the least insured households (quintile 1) spend 4 times less
than the best insured (quintile 5). At the same time, the consumption structure of extreme groups of
quintiles differs significantly. The structure of consumption expenditure of the poorest population
group is dominated by food products, utilities, clothing and footwear, which in total represent more
than 80% of consumption expenditure, and the consumption of representatives of the higher income
group is dominated by transport and fuel costs , which proves that consumption inequality in the
Republic of Moldova is quite high. In the current context of socio-economic instability, rising
inflation, an increase in poverty and income inequality is forecast in the Republic of Moldova.

Fiscal policy plays an important role in redistributing income in the economy and thereby
mitigating the rise in income inequality. World experience in the implementation of economic
policies demonstrates that reducing income inequality is possible, on the one hand, through
progressive taxation of income and property, and, on the other hand, through increasing social
transfers to the population with low incomes [4, p.39]. In addition, the government can alleviate
income inequality by regulating the prices of certain consumer goods, on which poor households
spend a significant portion of their income.

In the OECD countries, the instruments of budgetary and fiscal policy are used in the
complex. Studies show that direct taxes and social benefits are largely successful in reducing
inequality. Inequality in Slovakia decreased after the return to the progressive scale, and in the
Czech Republic the increase in government transfers led to the increase in inequality, in Romania
the proportional tax leads to the increase in inequality [10,11]. In the Republic of Moldova, the
instruments of the budget-fiscal policy to mitigate inequality are implemented relatively poorly.

Currently, the tax system in the Republic of Moldova is based on the single income tax rate of
12% for individuals, replacing, from October 1, 2019, the progressive income tax scale of 7% and
18%. Until 2008 there were three tax rates. At the same time, each taxpayer (resident natural person)
has the right to an annual personal exemption in the amount established according to art. 33 of the
Fiscal Code. Also, people with gross incomes lower than the subsistence minimum (2082.7 lei per
month in the first semester of 2020) are exempt from paying income tax. The reduction of the personal
income tax rate reduced the redistributive effect of this tax and increased income inequality.

At the same time, we should not expect that the reintroduction of progressive taxation will
reduce income inequality. To significantly reduce inequality, a complex progression is needed,
with high shares for the wealthiest households. At the same time, it should be noted that excessive
progressivity can increase income inequality, encourage entrepreneurs to avoid taxes, thus
reducing the amount of redistributive resources, especially in countries with a large share of the
shadow economy and low law enforcement.

Indirect taxation, resulting from the different structure of the population's consumption, can also
be aimed at reducing inequality through the use of differentiated quotas: reduced quotas for goods of
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current use and first necessity (Giffen goods, which have a significant weight in the consumption
basket of the low-income population) and high rates - for luxury goods (Veblen goods).

Currently, reduced VAT rates of 8% are applied only to certain categories of food products
and medicines. For most goods and services, the standard VAT rate of 20% is applied. In order to
use indirect taxation to reduce inequality, it is necessary to increase the differentiation of VAT and
excise rates, resulting from the structure of the population's consumption: lower rates for the
goods that form the basis of the consumption basket of poor households and higher rates for
luxury goods.

Wealth taxes also allow governments to influence the level of inequality by taxing luxury
items more (real estate, expensive vehicles) and by applying higher rates to the taxation of goods
received as inheritance and donation, as well as capital taxation. These taxes, applied by
developed countries, also contribute to reducing inequality.

Elements of influencing inequality through property taxation are also introduced into the
national tax system. This is, first of all, the "luxury" tax, which refers to real estate and cars that
exceed the value of 1.5 million lei. Although the luxury tax is adopted in the Republic of Moldova
[4, Article 2872 Fiscal Code of the Republic of Moldova], it practically does not work because of
the various ways of evading the payment of the tax.

At the same time, properties obtained through inheritance are not taxed, thus, according to
art. 20 (i) of the Fiscal Code, the patrimony received as a donation or inheritance represents a non-
taxable source of income.

Social transfers also play a key role in reducing income inequality. Social transfers reduce
inequality by providing targeted assistance to the poorest households. They include both cash
transfers, in the form of pensions, unemployment benefits, disability benefits, allowances for
people without income, for children etc., as well as social transfers in kind, i.e. individual goods
and services provided to households by the state free of charge or at subsidized prices, such as
public services in the field of education, health, etc. In 2020, transfers from the state had a share of
25.3% in the disposable incomes of households in quintile 1 (20% of the population with the
lowest incomes), and in the disposable incomes of quintile V (20% of the population with the
higher income level) - 12.2%.

Currently, the instruments of budgetary-fiscal policy are the most used by governments in
mitigating income inequality. The international experience in the implementation of economic
policies shows that the reduction of income inequality is possible, on the one hand, through the
progressive taxation of the income and property of the population and, on the other hand, thanks to
social payments from the state budget granted to the population with low incomes.

However, the use of fiscal-budgetary instruments for income regulation alone is often not
sufficient to overcome excessive poverty and inequality. This may be due both to the imperfection
of the budgetary-fiscal policy and to the impact on the population's income of some factors that
are difficult to adjust through taxes and government spending. We refer in particular to the
influence of the money market and inflation on the distribution of income. High inflation leads to
income depreciation and affects the welfare of poor households the most. The policy of cheap
money stimulates economic growth, reduces unemployment and increases the income of the
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population. Thus, by promoting an adequate monetary-credit policy, the increase in poverty and
income inequality can be prevented.

In the Republic of Moldova, the instruments of the budget-fiscal policy, as a whole, are
insufficiently used to reduce income inequality. In this context, we consider it necessary to make
some changes in the budgetary-fiscal policy, such as:

- the reintroduction of the progressive system of taxation of the incomes of natural persons;

- the differentiation of VAT and excise rates, resulting from the consumption structure of the
least insured households (quintile 1) and the best insured (quintile 5): lower rates for the
goods that form the basis of the consumption basket of quintile 1;

- the increase of the dividend tax rate (according to the Fiscal Code of the Republic of
Moldova, art. 90! paragraph (31), the dividend tax is a fixed rate of 6%);

- increasing the minimum wage in certain sectors of the economy;

- ensuring the functionality of the luxury tax and the periodic adjustment of the list of luxury
goods (objects of art, jewelry, luxury cars, yachts, etc.) with the legal determination of
their value;

- the more efficient collection of taxes and social contributions, the regular and detailed
evaluation of the incentives and tax advantages granted and the gradual elimination of the
tax incentives granted in certain areas;

- the allocation of more resources for the social protection of the population. The share of social
protection expenses in GDP, in the Republic of Moldova, is low compared to the European
level, in 2020 they constituted 12.6% [8], in the EU-27 they amounted to 29.6% of GDP, the
most high shares being recorded in France (36% of GDP), Austria (34%) and Italy (33%),
while the lowest in Ireland (15%), as well as Latvia, Hungary and Lithuania (18%) [ 7].

In parallel, efforts must be continued to increase investment in education and professional
development, quality education is the decisive factor in reducing inequalities, as well as creating a
favorable environment for business, combating corruption and the informal economy.

4. Conclusion

In market conditions, the problem of income inequality becomes particularly acute, as
inequality is closely correlated with people's quality of life and stability in society.

Income inequality is not only influenced by wage disparities, but also by income on capital
and wealth, by the progressivity of the tax system or by social transfer spending.

Income inequality in the Republic of Moldova is caused both by the significant inequality of
disposable incomes and by the low redistributive effect of the tax and social security system.

Fiscal policy plays an important role in redistributing income in the economy and thereby
mitigating income inequality. The international experience in the implementation of economic
policies proves that the reduction of income inequality is possible, on the one hand, through the
progressive taxation of income and wealth of the population and, on the other hand, through the
allocation of social transfers from the budget to the population with low incomes.

Fiscal-budgetary policy instruments can be used to ensure social equality and income
redistribution. Depending on the instruments used, the budgetary-fiscal policy can influence the
distribution of income both directly, by influencing the amount of net income of the population,
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and indirectly, by providing public services, which, in turn, will influence the potential income of
the population. This can be achieved by introducing the progressive taxation system, broadening
the taxable base, taxing property obtained through inheritance and donation, increasing the
efficiency of public spending. In addition, governments can alleviate income inequality by
regulating the prices of consumer goods on which poor households spend a significant portion of
their income.

Acknowledgment: The article was developed within the project 20.80009.0807.29
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Abstract. Advertising is the driving force of any business. The internationalization of economic affairs contributes to
the formation of the world market of advertising services that, in present time, has been developing as global and
digitalized. The authors have set as a purpose of the article the revealing and exploring the trends in the
contemporary global market of advertising services under the globalization and digitalization socio-economic
megatrends. Methodology and Results: Based on the evolutionary approach to the global market of advertising
services, and analysis of the relevant statistical data, the authors have systematized the main trends in the
development of the global advertising market as well as have provided some explanation for them. The shifts in global
advertising market produced by the COVID 19 global pandemic crisis have also been paid attention to. Besides, the
authors have revealed and analyzed the particular directions in the development of global advertising services market
within the general trends. Having applied the pragmatic approach to the study, the authors have elaborated some
recommendations that, along with the outcomes of the article, may help business to develop its strategies in line of the
revealed and systematized trends and particular directions in order to become more competitive at the contemporary
global market of advertising services.

Keywords: Trend, Development, Global Market, Advertising Service

JEL Classification: FO, M3

1. INTRODUCTION

The success of any business much depends on its promotion, including through
advertising channels. The processes of economic liberalization, which have now covered
almost all the countries of the world, have contributed to the fact that these countries are
rapidly integrating into the world economy and, therefore, into the world market of advertising
services. This fact, in turn, contributes to the constitution of the world economy and its
markets as global. Besides, the application of informational and telecommunication
technologies contribute to the development of the world market of advertising services as the
global one but in a virtual dimension, adding it to the traditional physical dimension. Thus, in
order to become competitive, contemporary economic agents should follow the trends in the
global market of advertising services.
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The purpose of the given article is to highlight and explore the trends on the world
market of advertising services, the latter being in globalization and digitalization, to help
increasing business competitiveness.

The global advertising market is a sphere of international advertising activity associated
with systematic sales and purchases of advertising services, organizationally based on global
networks of advertising agencies. The global advertising market emerged and is currently
developing in the process of deepening and expanding the process of economic integration, the
activities of transnational and international companies, and the evolution of the world
economy and international trade as the global ones. Today we can state that this market is
huge - in 2021, the world's advertising expenditure was 705 billion US dollars, which is about
0.77% of the world GDP (Zenith, 2021, p.1).

Methodology and results. Our analysis of statistical data from world reports relevant to
the present research, as well as the international investigations in the given field allowed the
application of the evolutionary approach to the global advertising services market. As a result,
we can sustain that there are many trends, which determine the contemporary development of
the world advertising services market. Grouping them together, we can distinguish the
following six basic current trends:

1. Continued globalization of the world advertising market, its further expansion and
global consolidation.

2. Growth of volume of international advertising market (increasing investment in
advertising).

3. The process of concentration of revenues and market share.

4. Changing channels and means of delivering advertising to consumers.

5. Shifts in the global advertising services market caused by the COVID-19 pandemic.

The process of exploring the highlighted trends allows us to identify the particular
directions within each of these major trends.

1. CONTINUED GLOBALIZATION OF THE WORLD ADVERTISING

MARKET, ITS FURTHER EXPANSION AND GLOBAL CONSOLIDATION.

The modern advertising market is an integral part of the world economy, to the
formation of which transnational companies make the most significant contribution. They
work at the advertising market on a global scale, contributing to the accelerated development
of the global mass media and the global exchange of information (Nikonova et al, p.59).

The increasing globalization of industries such as consumer goods and automobiles
makes advertisers to change their creative and spending strategies to reach buyers in countries
with growing disposable incomes. The transnational companies develop clear, simple and
consistent marketing messages that are applicable to different cultures. The experts point out
the global nature of the advertising market - all regions of the world economy contribute to the
global advertising spending. The largest share is that of North America (42%), the Asia-
Pacific region (29.6%), and Western Europe (17.4%) (Zenith, 2021, p.6).

At the same time, the globalization of advertising services requires multinational companies
to study more deeply the cultural differences and peculiarities, including the linguistic ones, of
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their target (local) markets. Thus, for example, as researchers from the Stern School noted, the
advertising campaign under the name "Got Milk?" of the American Dairy Association, having
been very successful in the US, did not work in Mexico because the phrase that was the basis of
their promotional axis, when translated into Spanish, appeared as "Are You Lactating?" (Hirsh,
2022), acquiring an offensive connotation. Quite often, the humorous advertising campaigns might
work in one country, while not fitting into a cultural environment in another country. In the this
context, it is worth mentioning that not only verbal messages, but also non-verbal ones should
obviously be treated with a certain precautions, for example, the use of some symbols and colours.
Thus, many tropical countries associate the colour green with danger, which is not the case in the
US or European countries. The red colour is associated with wedding and happiness in China
(Hirsh, 2022), India, and some Asian countries but may have a different perception in the
European region.

The subsequent analysis leads us to highlight two opposite directions in the evolution of
advertising services under the impact of globalization. The first refers to the need to develop clear,
simple, uniform advertising messages with culturally neutral content that can be understood
identically in any local market. The second direction forms itself under more in-depth localization of
marketing strategies. The latter results in maximum adaptation of both products and advertising
messages to the native culture of the targeted consumers. The transnational companies, which have
developed successful global brands, can show us examples of the successful combination of both
directions in their advertising messages, increasing their completeness on the global market. Thus,
McDonald's corporation, on the one hand, has launched clear, simple and coherent messages on the
global advertising market, which relate to different cultures in a uniform way. On the other hand, it
has revised its product lines “to feature healthier items and others geared to local markets -- such as
wine in France and sushi in Asian countries” (Hirsh, 2022). It also demonstrates through its
advertising messages loyalty to the cultures of target markets by using ingredients specific to those
cultures, for example, avoiding pork in the market of Arab countries and beef in the Indian market.

However, increased access to cable and satellite television, as well as broadband Internet,
are also establishing global links between nations and common expectations of their consumers.
This has worked particularly to the advantage of airlines, apparel manufacturers and other
advertisers targeting a global audience. This allows us to continue the logic of the first direction
within the globalization of the world advertising market mentioned above, by arguing that
effective advertising through clear, simple, culturally neutral and standardized messages result in
their effective perception, and can create new demand in new markets, influencing changes in
habits and lifestyles of purchase at the local markets. In doing so, the overseas teenagers and
young adults have turned American brands like Levi's, Nike, McDonald's and Marlboro into
global brands (Hirsh, 2022).

Another trend, which has its echo in history, is to capitalize on events of global significance
such as the Olympic Games to boost the companies’ brands with an international audience. The
bright examples here is the electronics manufacturer LG when the games were held in South
Korea and wireless carrier China Mobile when the event was held in Beijing (Hirsh, 2022).
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2. GROWTH OF VOLUME OF INTERNATIONAL ADVERTISING MARKET

(INCREASING INVESTMENT IN ADVERTISING).

According to global advertising agency Zenith, in 2010, global advertising spending was
approximately 393 billion US dollars. In 2021, the figure increased to 688 billion US dollars
(Zenith, 2021, p.8). Thus, the increase was 175%! Prognosis is that by the end of the 2020s, the
figure will exceed 1 trillion US dollars (Grous N., 2022).

This trend can be explained by the fact, on the one hand, of the globalization of the
international market of advertising services, on the other hand, by its digitalization. Thus, global
digital expenditures showed explosive growth dynamics, starting with the year 2000, and
demonstrate a constant increase, along with global traditional advertising expenditures, towards
the year 2030 (Grous N., 2022).

3. THE PROCESS OF CONCENTRATION OF REVENUES AND MARKET

SHARE.

Currently, the global advertising market is dominated by a number of transnational
corporations that have collected the most considerable part of the advertising business, which
allows them to control a significant share of the global advertising market (Nikonova et al, p.59).
Table 1 shows the ten largest advertising agencies, by revenue, which are particularly sizable in
the global advertising services market.

Table 1. The world's 10 largest advertising agencies by revenue in 2021

Advertising agency Headquarter Revenue, billion US dollars
WPP London 17.6
Omnicom Group New York 14.3
Publicis Groupe Paris 13.9
Accenture’s Accenture Interactive New York 125

(acum - Accenture Song)

The Interpublic Group of Companies New York 10.2
Dentsu Group Inc Tokyo 9.9
PwC’s PwC Digital Services New York 8.9
Deloitte’s Deloitte Digital New York 8.7
Hakuhodo DY Holdings Tokyo 7.5
IBM Corp.’s IBM iX New York 6.4

Source: adapted by the authors based on [4]

The process of income concentration in hands of the small group of international companies
could be explained, first, by the fact that these companies are able to capitalize on both directions
within globalization, considered by us above. They develop global, transnational and local
messages appropriate, on the one hand, to consumers of advertising services from the global
market, on the other hand, to those from local markets. In the research (Siscan Z., 2021) global,
local and transnational approaches to marketing communications are discussed in the light of
neuromarketing, highly used by the leading advertising companies.. Secondly, the process of
income concentration in the global advertising services market may also be explained by the fact
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that the leading companies succeed to capitalize thanks to digitization of their international
business. Thus, the analysis of the distribution of revenues and the market share from digital
advertising during the years 2016-2023, so including forecasts, based on the data of the company
eMarketer, shows us the concentration of global revenues from e-advertising at five leading
companies, such as Google (31.5%), Facebook (14.3%), Alibaba (6.2%), Tencent (1.9%) and
Amazon (0.8%), in 2016 (Cramer-Flood, 2021). Summing it up, we can notice that in the reference
year the global market share of digital advertising services belonging to those five companies was
54.7%. Further study and calculations lead us to the conclusion that the total share of the revenues
of the targeted companies is in increase, intensifying the trend of concentration of revenues and
global market share. Thus, in 2020, the share of total revenues obtained by Google (27.5%),
Facebook (22.3%), Alibaba (8.6%), Tencent (2.9%) and Amazon (5.2%) constituted already
66.5% of the total global digital advertising spend. Estimates for the year 2023 show us the market
share of Google 27.5%, Meta Platforms (formerly Facebook) — 25.2%, Alibaba — 9.5%, Tencent -
3.1% and Amazon - 7.1% (Cramer-Flood, 2021). Thus, the simple calculation shows that the
cumulative global digital advertising services market share of these five companies will increase
to 72.4% by the year 2023.

4. CHANGING CHANNELS AND MEANS OF DELIVERING ADVERTISING TO

CONSUMERS.

The analysis of the global market of advertising services through the lens of channels and
means of delivery of advertising to consumers shows us that there is a redistribution of expenses
in the direction of digital advertising. R. Logambal has argued in his research, dedicated to
emerging trends in advertising, that a paradigm shift took place last decades. It conditioned the
change of channels, means and modes of advertising. "There were days when producers and
manufacturers depended only on radios, newspapers, and pamphlets to advertise their products it
was only until the late nineties when digital media crawled in and in early 2000 seen it spread its
wings"(Logambal, 2016, p. 22).

The analysis of statistical data, provided by the company Raconteur Media (Raconteur
Media, 2021) through the optics of the evolution of expenses for advertising channels on the
global market, allows us to highlight the following trends. Spending on newspaper advertising was
increasing until 2007, spending on magazine advertising saw growth until 2008, and spending on
TV advertising saw growth until 2014. Spending on search advertising began to rise suddenly in
the early 2000s, and spending on social media and online cinema advertising began to increase
from the year 2010.

The comparative analysis of the data for the years 2010 and 2021, provided by the
advertising agency Zenith (Zenith, 2021), allows us to draw the following conclusions. In 2010,
television was a priority channel for ad spending, accounting for 48.1 billion US dollars, which
constituted, according to our calculations, 37.7% of total ad spending in the global market.
Newspapers took the second position in the ranking, with a share of 20.9%, but online advertising
services were only in the 3rd place, constituting 16.8% of total expenses (see table 2). However,
the data from 2021 show us that the situation has changed radically. Spending on online
advertising services has already reached 405.3 billion US dollars, which constituted 58.9% of the
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total spending on advertising channels in the global market. The expenses for television knew the
second position in the ranking, having the weight of only 24.8% in the total expenses. The
placement of advertising in newspapers has already reached the 4th place (4.3%), letting the third
position to the street advertising channel with a share of 5% of the respective total expenses.
According to estimates made by the leading company in global media investments GroupM,
in its report edition of June 2022, digital advertising will reach 73% of the global industry's

revenues (GroupM, 2022)

Table 2. The evolution of advertising channels through the prism of expenses

2010 2021
Advertising | Expenditure, | Share | Ranking | Expenditure, | Share of | Ranking
channels billion US of total billion US total
dollars expense dollars expense%o
%

Newspapers 82,2 20,9 2 29,7 4,3 4
Magazines 38,1 9,7 4 17,5 2,5 6
Radio 28,6 7,3 5 27,9 4 5
Television 148,1 37,7 1 171 24.8 2
Cinema 2,1 0,5 7 2,3 0,3 7
Outdoor 27,5 7 6 34,3 5 3
Online 66,2 16,8 3 405,3 58,9 1

Source: Adapted and calculated by the authors based on data from (Zenith, 2021)

As the particular directions within the considered trend of the changing investment priorities
in advertising channels in favour to the online advertising, we can notice, first, that the share of
social networks increased in the total spending for Internet advertising from 2.06 billion US
dollars in 2010 to 148.8 billion US dollars in 2021 (Zenith, 2021, p. 8). Secondly, online
advertising is absolutely dominated by mobile ad spend, not "desktop advertising”, although 10
years ago it was the other way around. Thus, in 2010, desktop advertising constituted 65.746
billion US dollars, but mobile advertising registered only 501 million US dollars. Starting with
2017, in which spending on mobile advertising for the first time surpassed spending on desktop
advertising, already constituting 127.4 billion compared to 89.7 billion US dollars and establishing
itself as a trend. In 2021, spending on mobile advertising was 287.9 billion, but for desktop
advertising - 117.4 billion US dollars in current prices (ibid.)

5. SHIFTS IN THE GLOBAL ADVERTISING SERVICES MARKET CAUSED

BY THE COVID-19 PANDEMIC.

The change in the global advertising services market that took place due to the COVID-19
pandemic could be expressed through a grouping of several particular trends here. The first one
relates to the fact that the pandemic has completely disrupted consumer behavior. For many
consumers, who preferred to buy goods in a physical reality, the need for online shopping
appeared (Zenith, 2021, p.1). According to a study conducted by the international research
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company Kantar Millward Brown, during self-isolation, people began to spend 63% more time
behind the screens of personal computers and smartphones (Mikriukov et al., 2021, p.147). As a
result, companies have continued their increased investment in the digital transformation of its
advertising. Several brands have started to adapt their advertising campaigns to the current
situation and modify their promotional message. This constituted the second particular trend. For
example, KFC released an ad in 2019 in which people licked their fingers after eating chicken.
The company received 163 complaints from UK residents. People called it irresponsible and said
it could spread COVID-19, so KFC representatives suspended such promotional messages.
Confectionery brand Hershey ran an advertising centered on hugs and handshakes. Later, the
company replaced its video with product image frames, accompanied by voice acting and text.
This is how the brand representatives reacted to the corona virus outbreak and WHO
recommendations to reduce contact with others. Burger King created two videos about the
increased hygiene requirements at its units (Nasonova I., 2020, p.p.106-107).

Having analysed the situation through the lens of spending on advertising services, based on
data from the Zenith agency, we can notice that these spending, in current prices, decreased in
2020 compared to 2019 by 3.8%, but registered an unprecedented increase in 2021 by 15.6 %,
(Zenith, 2021, p.9), first of all, thanks to electronic advertising.

During the pandemic, the advertising budget planning strategy changed. According to a
survey conducted by the agency PRT Edelman Affiliate, among marketing directors and media
directors of large international companies, about 40% of respondents said that they had done
budget planning ad hoc, and 30% switched to monthly planning. Almost 60% of respondents
reported that they stopped outdoor advertising during the pandemic, 38.5% reduced spending on
BTL, 34% on traditional TV, 25% on commercial marketing and 22% on radio advertising.
Among the priority digital channels for promotion, advertisers identified social media marketing
(66%), contextual advertising (53%), blogger activations (44%), advertising banners (37%), and
digital PR (31%) (Chervonsky A., 2020).

International experts in the field of advertising services emphasize the growing role of social
networks in the promotion of global products and services. According to the online survey,
organized by the researchers Mikriucov V. and Axenova A., 56.5% of respondents reported that
they began to spend more time on social networks and the Internet during the pandemic
(Mikriukov et al., p. 148). Business people, who actively capitalized on the different forms and
new technologies in digital advertising, caught the trend. In doing so, the special attention they
pay to gamification of the content of promotional messages, the development of AR technologies,
CTV advertising, and active collaboration with opinion leaders (influencers).

Proceeding from the fact that maintaining consumer attention both in the sense of time and under
high pressure of global competition is an actual issue for business people, creativity comes to the
foreground. Alongside with the new technologies, advertisers have also used the corona virus theme for
advertising purposes, updating it to the needs of the audience. Thus, the advertising and communications
company BBDO developed in the early days of the pandemic a series of videos for its clients to educate
the Internet audience about the corona virus, as well as showing what measures they should take to
protect themselves against the virus. By doing so, the company supported the current trend and
demonstrated care towards the consumer, which did not go unnoticed (Mikriukov et al., p. 149).
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CONCLUSION

Advertising is the driving force of any business. The deep internationalization of economic
affairs, on the one side, and the scientific-technologic progress with its ICTs, on the other side,
contribute to the development of the world market of advertising services as global and
digitalized. This fact, in its own turn, calls forth numbers of trends on the global advertising
market that can be grouped in five trends as follows: continued globalization of the world
advertising market; increasing investment in advertising; concentration of revenues and
market share; changing channels and means of delivering advertising to consumers, and shifts
in the global advertising services market caused by the COVID-19 pandemic. Each trend
contains some particular directions.

The list is not completed, but proceeding from the preliminary research outcomes, there
may be drawn some recommendations for increasing competitiveness of economic agents in
the contemporary global environment. Globalization of the world market for advertising
services makes it especially significant for the advertisers to find its niche, to maintain it under
the high intensive global completion, to target as precise as possible its target audience, to assess
correct the communication and promotion channels, to switch to the new channels based on the
new technologies, and to learn new methods in digital advertising. Communicating messages to
the target audience is as effective as the dissemination and communication channel is properly
selected. Each category of consumer, depending on the criteria according to which it has been
established, is receptive only to certain communication channels, i.e. their correct assessment
means that the message reaches the consumer directly, thereby increasing the chances that the
consumer will react favorably and achieve the act of purchase. Allocation of a budget reported in
percentage correct and sufficient for promotion.
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Abstract: The university of research and education has as its main goal the implementation of the results of
students’ research carried out within each course taught at this institution. Students elaborate paperworks, get
involved together with teachers in the process of scientific research, contribute to the development of didactic
materials. As a result, scientific papers are published in which students have co-authorship responsibility. If all
efforts are directed toward supporting the students’ personal interest to obtain knowledge in the chosen
professional field, the number of scientific products will also increase as a result of the involvement in the
institutional activities of studious youth. This will strengthen the actions to transform the higher education
institution into a University of reseach and education.
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Introduction

On June 27, 2022, the Ministry of Education and Research of the Republic of Moldova
announced the start of the process of modernizing the universities and the research system in the
Republic of Moldova. On June 30, 2022, the draft of the Government decision Regarding the
reorganization through merger (absorption) of some institutions in the fields of education, research
and innovation was published [1]:

Within this process, the following actions were planned [2]:

— strengthening the university and research system by concentrating their resources, both
human and financial;

— bringing scientific research closer to students by integrating research institutes into the
structure of universities;

— the allocation of additional financial means to support the modernization process of
higher education and the research sector.

The initiation of this process aims at:

— the creation of consolidated and competitive universities with developed and modern

infrastructure;
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— Detter positioning of universities in international rankings, becoming more attractive for

young people as well;

— channeling more funds into the education and research processes;

— strengthening the research system and fortifying the interconnection between science and

education;

— intensifying the cooperation of universities with the business environment, ensuring the

implementation of the research outcome in the economy.

According to the draft decision, the Academy of Economic Studies of Moldova was
reorganized by absorbing the National Institute of Economic Research.

Since its establishment in 1991 until now the Academy of Economic Studies of Moldova
(AESM) has evolved considerably, becoming the main and the only university institution with an
economic profile in the country. By creating this university, the wishes of many generations in the
field of science and economic education have been fulfilled.

Currently, the Academy of Economic Studies of Moldova constitutes a university complex,
within which there are 6 faculties with 15 chair-departments, a Studies Section, a Department in
charge with curricula development and quality management, an Information Technology
Department, 7 service centres, the Master School of Excellence in Economics and Business, the
Doctoral School, the Doctoral School in Law, Political and Administrative Sciences in consortium
with USPEE "Constantin Stere", the School for Continuing Education, and the National College of
Commerce.

AESM has a modern material base equipped with high-performance technology, continuous
training and consulting centers, 6 study blocks arranged and endowed with modern equipment, 7
hostels, each with a meditation room, a modern sports complex, 27 computer rooms, connected to
the Internet, etc.[3]

The mission of the Academy of Economic Studies of Moldova is to train highly qualified
specialists in various fields of economic sciences and in some adjacent fields, able to participate as
an active labour force and as responsible citizens of the society.

The objectives of AESM, established in order to achieve the mission, are the following [3]:

a) ensuring and developing the resources and the means necessary to carry out the
instructive-educational and scientific research processes defined by the Bologna Declaration
(1999) and by the legislation in force;

b) organizing and carrying out the activities specific to university and postgraduate studies,
ensuring and respecting the reference standards, characteristic of each field and study program;

c) organizing master's programs and doctoral schools, promoting scientific and cultural
values and national and universal spirituality;

d) the realization of quality education, flexible and dynamic, related to the needs of
development of the society based on knowledge;

e) respecting and applying the principle of focusing the instructive-educational process on
the student;

f) creating partnerships with institutions, authorities, socio-economic units from the country
and abroad in order to organize and adapt the study programs and scientific research to the
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reference standards specific to the qualifications and the requirements of the national and
European socio-economic environment;

h) ensuring performance in the didactic and scientific research processes;

1) achieving a high-performing and transparent institutional management based on the
principles of university autonomy, quality ensurance, efficiency and assumption of public
responsibility;

J) development of national and international mobility programs for students, teaching and
scientific research staff, teaching and auxiliary scientific research staff and non-teaching staff;

n) the integration of research centers into national and international networks of excellence
and the realization of fundamental and applied research generating added value;

p) formation of the logistical and professional base for continuing education;

q) creating the conditions for promoting partnerships at national and international levels;

u) promoting scientific, cultural and ethical values in the national and international
communities;

v) maintaining professional, scientific and social relations with AESM graduates.

1. Computerized testing — the first step to AESM success

At the very beginning of the establishment of the institution, by the decision of the AESM
Senate a new method was introduced at that time for examining students' knowledge - by using the
computer, through which the following issues were algorithmized:

(1) the computer arbitrarily chose from the knowledge base a number of subjects which had
been announced, taught, exemplified, discussed by the students with the teacher during the
teaching of the respective course and previously introduced into the computer's memory;

(2) the computer presented these subjects to the student for evaluation;

(3) afterwards the computer recorded the student's answers;

(4) the objective computer calculates and announces the student's performance (grade, score)
for the course.

The grade calculated by the computer is an objective grade. Computer testing is currently
widely applied in the Moodle system, and from 2022-2023 academic year this testing method will
be mandatory for all subjects.

2. Individual project — AESM's next successful step.

In the previous education system, until the Bologna process, the 5-year university studies
involved 2 course projects (in the 3rd and 4th years) and a diploma project in the 5th year. In
practice, the student studied, analyzed and researched a subject during a period of 3 years. A well
thought out, analyzed, researched and finished result was obtained.

Currently the situation is different. The students have less time available to do scientific
research during the first cycle. Only if they continue their studies in the second master's cycle can
they continue scientific research.

But often the master's degree keeps to a completely different direction - to obtain another
specialty. Student research must be supported by introducing individual work in every course
taught at the institution.
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3. Personal research interest in the student’s individual work.

The student must be interested in working and studying constantly.

Only through personal interest can such a result be reached.

Most students usually come to study because of practical needs, assessment at work,
research in national and individual projects.

Students work very conscientiously preparing reports on course chapters, modules, for tests
and exams. The students do some works, which actually help in scientific and didactic research,
they get involved together with the teachers in the development of didactic materials. As a result,
the didactic materials are produced with the students’ co-authorship.

All international projects and programs require the massive involvement of the youth:
today's young people are smart, ingenious, enthusiastic and it would be blameful not to effectively
use this major force of the society.

If we achieve in AESM the goal of supporting the student's personal interest in obtaining
knowledge in the individual field of interest, thus increasing the interest in research and education
within each course, this will lead to the achievement of the noble goal: AESM - University
committed to the future - University of research and education type.

4. Joint teacher-student research

Each teacher, the course master, has a set of problems, some theoretical, others practical
within the course. It is very useful to involve students in research, especially when the student’s
interest coincides with the interest of the teacher.

Within the Department of the Information Technology and Information Management of
AESM 10 books were published with student co-authorship. Research was carried out on projects
such as: knowledge testing systems, computerized electronic dictionaries, adaptive programming
systems, intergenerational research systems, and creation of the consciousness society.

Every student can and must study the subjects of the course with the conviction that the
results are needed at present, but not only in perspective, after finishing the studies at AESM, as
the majority of students come with the conviction that they will be able to apply the knowledge
they have acquired in the future, after finishing their studies.

Here is the key to the interest: it is necessary to give the students the opportunity to see the
purpose of their knowledge from the very first day of studies in higher school.

The individual work, the project of the year must be developed based on personal interest
(to launch a business in the future or to be employed at a prestigious company) to ensure one's
future, to achieve one's goal in life.

In the last 12 years, the professors of the Department of Information Technology and
Information Management have organized international teleconferences of young researchers, the
results of which have been published in international magazines: the European Magazine "Society
Consciousness Computers”, published by the "Vasile Alecsandri™ University in Bacau, Romania
and the international "ARA Journal of Sciences”, "ARA Journal of Arts”, ARA Publishing House,
California University Davis, USA. They represent the demonstration of the implementation of
joint teacher-student research with the perspective of achieving the same goal: AESM -
University engaged in the future - University of Research — Education type.
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5. Professional and personal interest beliefs.

In the discussions with the students during the first lessons we try to clarify the students’
interests, their visions of the future. The student immediately tries to analyze and draw
conclusions that from this very day they can evaluate their proposed goal, their business idea, their
interest.

This idea becomes also the theme of the research, the theme of the individual work, the
project of the year, in the long run - the theme of the bachelor's thesis, further - the theme of the
Master's thesis, further - the theme of the doctoral thesis. Therefore, the evaluation of the student's
knowledge on the course with involvement in research needs to be as closely as possible related to
the evolution of the student's individual work.

Obviously, the teacher must know, research, contact more disciplines, more businesses,
additionally study other branches of science and technology, be more often in the process of
retraining to be able to answer the many questions of the students , which quite often are not from
their branch of interests. It is a difficult task for the teacher, but also a very noble one.

And last but not least, of the total number of 1470 hours provided annually, 50% are
research hours for university professors and 44% for associate professors, and in the future the
share of research will be more than 60% in the Research-Education University .

6. Research projects

The research topics are developed together with the students in different fields of economic,
social activity etc. The students' proposals are varied: the establishment of schools of modern
trades, plastic arts, music, tourism, kindergartens with meditations, green parks with preschool
activities etc. There are business themes with the construction of warehouses, which help to
overcome the crisis in the markets of the Republic of Moldova, with the initiation of businesses in
growing and marketing of organic vegetables and fruits, in the production, storage and marketing
of products from individual households etc.

Many students are interested in the field of tourism: the creation of travel agencies, rural
tourism with different accumulations of cultural, historical, religious knowledge etc. They also
show interest in opening restaurants, hotels, IT centers, consulting centers.

From the research carried out by the students together with teachers in 2021-2022 academic
year, 42 researches were selected to be presented at the 11th International Teleconference of
Young Researchers on March 13-14, 2022. The results of the students’ research were published at
the "Vasile Alecsandri" University from Bacau, Romania in the European magazine "Society
Consciousness Computers". The best results were selected and proposed to be published in the
international journal "ARA Journal of Sciences”, ARA Publishing House, California University
Davis, USA.

This represents once again the demonstration of the implementation of joint teacher-student
research with the perspective of achieving the goal: AESM - University engaged in the future -
University of Research — Education type.
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7. Research results already implemented during the university years

The former AESM student, Anicuta Susarencu, participant in various student forums, is
operating today her own ceramics company in Sipoteni, Calarasi. The former student lonel
Baraboi has a perfume shop, lon Gutu and lon Mereacre have created farming businesses.
Cornelia Vrabie's "On the Wave of the Old Dniester" LLC in tourism and Anastasia Popova's
Fitness Club, "Life Insurance Group" Company and many others are just a few examples of the
students’ ideas.

All businesses went through the stage of individual projects within the courses of "European
Information Integration”, "Economic Informatics"” and "Informatics Basics", they advanced further
through the student seminars on "Informatization Systems and Development of the XXI Century
Society" and they became highlighted at the international teleconferences "Creating the Society of
Consciousness".

There are not too many students who reach such performances, but the 12-15% who reach
such an end have behind them another 85-88% of students who have been active at various stages
of developing individual projects.

8. We plead for the future AESM

We hope that in the future we will be challenged by the third evolution - the transition from
an education type institution to the type of research and education institution.

If we accumulate all the research topics of AESM's doctors and habilitatum doctors, then the
whole spectrum of needs in education and research for the Republic of Moldova will be covered.

For the evolution of AESM towards the University of Research — Education type we
propose:

— the implemention of projects, programs and curricula with an essential share of
scientific research;

— the accumulation, correlation and synchronization of the institutional research
themes of AESM's qualified personnel with their grouping in 7-8 university research
directions within the AESM Research Center;

— the formation of 7-8 university research laboratories each with 2-3 of part-time
salaried intergenerational collaborators for a period of 6-12 months for the evolution of
ASEM into a University of Research — Education type;

— implementing the remuneration of the teachers' work in accordance with the
scientific results obtained, including the division of all the hours of activity at the first stage of
ASEM evaluation in a proportion of 50 (research activity) to 50 (teaching activity), in
perspective: sharing 60 x 40 and finally: 70 x 30 sharing, as it has been achieved in 11
universities of Romania, which already have the status of University of Research — Education
type.

— expanding the proportion of research in the activity of AESM teachers.

Conclusions
A modern and innovative institution of higher education is defined by teaching based on
research and research based on teaching.
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From computerized testing and the increasingly intensive involvement of students in
individual research work to a didactic activity of AESM teachers in the proportion of 70%
(research activity) to 30% (didactic activity) is obviously an intention and a perspective of
evolution to the University of Research — Education type.

Computerized testing was the first successful step at AESM, afterwards followed by the
development of the individual project, various research projects, the implementation of the results
already obtained during the university period - all of them were aimed at achieving the noble
goal: AESM - University committed to the future, University of Research — Education type.

The successful participation of AESM collaborators in the evaluation of various European
projects is another characteristic of the University committed to the future.

The participation of the authors in the Erasmus+ Program was auspicious for innovative
proposals to achieve the noble goal for AESM — University of Research — Education type.

We are convinced that AESM will become a research-education institution.

Following the consolidation of the educational process with research, several benefits will
be obtained for ASEM:

—AESM will be more competitive with an infrastructure developed in line with the global
trends;

—AESM will be better positioned in international rankings, more attractive for young people
from the country and abroad;

—AESM will have greater international visibility and new collaboration opportunities will
open up through the Erasmus + program;

—AESM students will obtain a diploma from a performing higher education institution,
known nationally and internationally;

—AESM teaching staff will be members of the academic community better rated
internationally.

The future belongs to research-education universities.
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Introduction

The figure of women in labor law has a controversial position today. Such a relationship has
been influenced to a certain extent by the evolution of the view of women in Western society. On
the other hand, we also do not try to hide the existence of a persistent gap between men and
women, which has its place in the field of work. This is a legacy of the mentality of the
forefathers, who saw women's emancipation as the exception rather than the rule. Over the years
this subject certainly, and fortunately, is no longer considered a serious problem today, as it was in
the past, but which nevertheless deserves increased attention and careful reflection, so that one can
find that balance of gender equality both in everyday life. life and professional career.

From the study of the distinguished and vast legal literature related to this topic, it can be
deduced at first glance that the issue of gender inequality is many years old. If we start from the
experiences of the pre-fascist and fascist periods, we understand that the discipline of women's
work presented a field of great interest that needed protection. The aspect of protection was clearly
predominant, as sometimes the model of the worker was embodied by the male gender, that is,
men occupied the key positions of society, in accordance with the patriarchal conception
prevailing before the family and then the society in general.

Consequently, it was the female gender that absolutely needed increased protection and
attention, so that the roles of wife, mother, and then protector of the family hearth could be
preserved first. The discipline of women's work thus presents considerable limitations and
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constraints on the role of women as employees and full contenders to occupy positions with
managerial responsibility. Gender differences were for these reasons obvious and were
deliberately noted or amplified. We understand that, as a consequence of this vision, the
occupation of the female labor force could not be full, given the fact that unpaid work, or rather
domestic work, was often left on the shoulders and responsibility of women, while the basic roles
were assigned to men, without giving women the opportunity to build a career.

The turning point occurred with the affirmation of the constitutional principles, especially
through the common results that our country recorded after the adoption of art. 16 of the
Constitution of the Republic of Moldova - which contains the principle of equality. However,
from reading the information related to the principle of equality and despite its current validity in
our legal system, it is found that the conception of the female figure is still outdated and perhaps it
can be said, outdated if we consider the culture and social thinking prevalent nowadays. From this
moment, the labor legislation experienced a new phase of development aimed primarily at the
implementation of the constitutional program and progressively started on a path that looked
favorably on equal treatment and equal opportunities in the field of work between the sexes and
the constant improvement of women. employment.

Content

The Republic of Moldova is a party to seven of the nine basic international human rights
treaties, including the Convention on the Elimination of All Forms of Discrimination against
Women and its Optional Protocol. In February 2017, the government signed the Council of
Europe Convention on preventing and combating violence against women and domestic violence.
In accordance with the Association Agreement between the European Union and the Republic of
Moldova, signed in June 2014, the Republic of Moldova undertook to gradually harmonize its
legislation with EU standards and international instruments, including in the field of gender
equality and non-discrimination.

The main legislative framework that promotes gender equality consists of: Law no. 5 of
February 2006, on ensuring equal opportunities between women and men, Law no. 45 of March
2008, regarding the prevention and combating of family violence and Law no. 121 of May 2012, on
ensuring equality. Other laws contain specific articles and references on ensuring gender equality in
various fields. For example, by Law no. 71 of April 2016, 15 legislative acts were amended and
supplemented, introducing, among other things, the 40% gender quota for party lists and the
government cabinet, and paid paternity leave, and by Law no. 196 of July 2016, 11 legislative acts in
the field of preventing and combating violence against women were amended. Relevant government
strategies include the Strategy for ensuring equality between women and men in the Republic of
Moldova for the years 2017 — 2021 and the National Strategy for the prevention and combating of
violence against women and family violence for the years 2018 — 2023.

Despite the many advances made, equality in everyday life is not yet a reality. This is
especially true for women who face exclusion or

multiple discrimination, such as women with disabilities or Roma women. Women continue
to be underrepresented in decision-making positions in political and public life, have a low
unemployment rate and face vertical and horizontal segregation, do most of the work
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unpaid home care and experience high levels of gender-based violence in everyday life. The
implementation of the legislative and policy framework on gender equality is lagging and there is
a gap between the formal and effective observance of women's rights. Policies that promote
gender equality are not supported by adequate funding, and the understanding and commitment of
the parties responsible for their implementation is at an insufficient level.

In Moldova, women represent approximately 21% of deputies, 21% of ministers, 21% of
mayors, 30% of local councilors, 18% of district councilors. They participate less than men in the
labor market, the employment rate for women being 39% compared to 43% for men, and for
women with children under 6 the employment rate being 40% compared to 57% for men with the
same age. situation.

Also, 66% of their total working time on unpaid activities (4.9 hours per day), while men
spend almost twice as much time on it (2.8 hours per day);

Internationally, in the last decades, a multitude of normative acts have been approved in
support and regulation of this subject.

A source of law in the context of gender equality legislation is Directive 2006/54/EC of the
European Parliament and of the Council of 5 July 2006 on the implementation of the principle of
equal opportunities and equal treatment between men and women in matters of employment
workforce. and employment.

As well as Directive 2000/78 of 27.11.2000 creating a general framework in favor of equal
treatment in terms of employment and employment.

The rules regarding gender equality and diversity are also contained in Directive
2013/36/EU, regarding access to the activity of credit institutions and the prudential supervision of
credit institutions and investment firms.

In the 60th recital of the aforementioned directive, the idea was presented that “in order to
encourage independent opinions and critical challenge, the composition of the governing bodies of the
institutions should be sufficiently diverse in terms of age, gender, origin geography, education and
professionalism. experience, to bring together diverse opinions and types of experience”. In addition, it
notes that "the balance between men and women is particularly important to ensure an adequate
representation of the organizational structure, noting that entities that do not reach a threshold of
representation of the underrepresented gender should take appropriate measures as a priority".

It is also emphasized that "diversity should be one of the criteria for determining the
composition of governing bodies™ and that this criterion should be applied more generally and in
the context of the institutions' recruitment policy.

According to art. 88, para. 2, lit. a), of Directive 2013/36/EU, the appointment committee
must establish "an objective of representation of the underrepresented gender in the governing
body", as well as the elaboration and development of a policy aimed at increasing the number of
members belonging to the underrepresented gender. According to art. 91, para. 10, within the
same directive, the member states and/or the competent authorities have the task of prescribing the
obligation of the respective entities and nomination committees to take into account a wide range
of qualities and skills in the selection of the members of the management body and to adopt in for
this purpose measures to promote diversity within it.
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From the normative provisions mentioned above, it appears that, in the sectors most affected
by crises, the legislator's intervention focuses on strengthening governance rules and internal
controls, regarding the independence and professional qualification of candidates destined to
occupy positions with managerial responsibility. For this, it is necessary to adopt a policy to
promote diversity in the processes of selection and appointment of candidates.

In the Republic of Moldova, only EC directive 2000/78 was transposed, both through Law
no. 5 of 09.02.2006 on ensuring equal opportunities between women and men, as well as by Law
no. 121 of 25.05.2012 on ensuring equality. We mention that society is constantly changing, so it
is necessary for the Republic of Moldova to keep up with the provisions of the EU, especially
since the Republic of Moldova obtained the status of a candidate country for the European Union.

Since the 2000s, state public authorities have begun a reflection on ways to increase the
presence of women in corporate governance bodies. Two types of instruments have been
identified: the introduction by law of optional or mandatory gender quotas and the adoption of
self-regulatory initiatives based on moral mechanisms, which push companies to adopt gender-
oriented behaviors in the context of the respective codes of conduct.

We note that, in addition to the regulatory provision of quotas, there is an alternative, which
is different, namely an obligation assisted by a sanction.

As well as the possibility of adopting corporate governance codes, in which
recommendations are inserted, intended to guide the action of companies towards the "Compliant
or justified" principle, according to which companies that do not comply with the balance
constraint are required in general. to explain the reasons.

Currently, three models coexist in Europe for achieving gender balance in company boards:

1) a model based on gender weights;

2) a model based on self-regulation;

3) a model based on criteria of transparency and
merit in the process of selecting candidates for
council positions and establishing a percentage of
female representation within them.

Fig.1. Models for achieving gender balance in company management
Source: elaborated by author

117



DOI: 10.5281/zenod0.7563976

The aforementioned measures adopted in Norway in 2003 belong to the first type, as well as
interventions implemented in Spain in 2007, in France in 2010 and in Italy in 2011. Followed by
experiences from Sweden, the United Kingdom, Finland and Germany the third type is
attributable to the proposal for a European directive on gender balance.

It should be noted that companies that do not comply with the conditions laid down by the
Norwegian legislation on gender equality in company boards are sanctioned by the higher
organizations by dissolution/dissolution.

The large listed companies in Spain, which have around fifty employees, have been
motivated in this country with economic incentives to draw up plans to promote equal
opportunities and to provide, by 2021, a minimum participation equal to the a little over forty
percent, of each sex on the boards of directors.

In Italy, Law no. 103 of January 27, 2011, stipulates that women will be employed within
six years, in a proportion of at least forty percent of the seats on the boards of directors of public
and private companies. In case of non-compliance with this division criterion, the Italian legislator
did not provide for a rigid sanction, such as the dissolution of the company, but opted for a more
flexible solution, which is not likely to endanger the operation of the company. This entails, on the
one hand, the nullity of the documents appointing the members of the board of directors of the
administration, in which the quota reserved for the less represented sex is not respected, and on the
other hand, the suspension of the directors' fees, if the composition of the board does not guarantee
compliance with the constraint on gender balance.

The approval of this law was aimed at changing the political, social and cultural context,
which is characterized by Italy's chronic backwardness in terms of the implementation of equal
opportunities between men and women. The Global Gender Gap Index is a synthetic indicator
developed annually by the World Economic Forum to measure the degree of gender equality in
the various states of the world. Therefore, it highlights the delay registered by our country: for
example, according to the 2021 report, Moldova ranks 28th out of 156 countries, while in 2022 it
ranked 16th out of 146 countries.

Therefore, the introduction at the level of actions in favor of the underrepresented gender in
corporate bodies, represents an important link for our country, which was recently named a
candidate for the European Union, and which must comply with the appropriate standards and
indicators in order to proceed to the next stage.

Conclusion

In this sense, the disciplines that appeared in the following period and that are up to the
present day, tried to reconcile in the most effective way, the difficulties between the legal systems
and the conditions for working women. An important achievement, achieved through the
evolution of the context just described, was certainly the unprecedented improvement of the
principle of equality in the attempt to achieve balance.

The concept of gender equality involves a review of the tools available to restore gender
balance and leads to structuring them only as temporary and incomplete help to change a de facto
imbalanced situation. With this in mind, it is necessary to operate the transition from "quota”,
which was created as a suitable tool to protect a minority group from being discriminated against,
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to "equality”, because women should not be considered a minority group and discriminated
against, since they make up fifty percent of humanity.

Therefore, the principle of parity democracy does not call for the reservation of jobs for

women, understood as the subjects of a discriminated group, but for the guarantee of a female
presence in the labor field, which tends towards equality. Which in fact is a regulated right both
internationally and nationally. In particular, the model of parity democracy requires that this parity
be implemented, for both genders, in both the public and private spheres.
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Abstract. The article aims to analyse the considerations on the human creativity in the context of educational systems
of the countries of the world. The complexity of the aspects and impact of creativity resource is very wide, and
involves synthesizing knowledge, experience and wisdom, on the one hand, and on the other, the efficient strategic
planning and implementation of educational policies’ processes are directly dependent on how creative the
stakeholders as main actors are to contribute and facilitate the interest and love for learning, research and
development of pupils and students involvement. It is inconceivable that anyone would overlook the imperative
connection between the quality of the education system and the quality of life in any society, be it in the west or in the
east of the world. The authors of the research show that the more creative the persons are due to individual
perspectives and development or to educational system contribution, the more creative economic activity can be
generated, and the educational system can strategically facilitate and promote this concept and phenomena.
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1. Introduction

The recent decades many countries of the world showed big interest in creative and
innovative educational technologies corresponding to the new models of education that have
been intensively developed. The dominant feature of the creatively organized educational
process is the development of a creative personality.

The development of creativity resource is considered to be a continuous process,
education being the most important stage of this process. Today's mass education is not able to
provide conditions for the realization of personal creativity. The usual reproductive model of
education continues to transmit knowledge, develop reproductive abilities, and monitor the
mastery of these abilities. Often creative personalities are formed only as a result of lucky
coincidences of events favorable to their creative abilities. Thus, within the traditional
educational paradigm, the development of creativity is the exception rather than the rule.

Therefore, in many developed countries, in recent decades, the demand for corporate
trainings has increased in order to develop the creative skills of the personnel of companies
operating in various sectors of the economy. At such trainings, specialists with the help of
creative techniques such as mind mapping, brainstorming, problem solving, try to reanimate
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the initial creativity of the child, buried under the shelter of knowledge, skills and abilities
acquired in educational institutions. Yet, to build a creative society, it is not enough to awaken
the creativity of managers. A more productive solution seems to be to focus on the creative
approach to education, which ideally should diagnose, support, develop and encourage the
creative resource potential of each individual.

Practically all educational systems in the world face the challenge of developing the
creativity of students and teachers. Some of the authors and experts in the field of education
criticize the education systems, considering that they suppress creativity, pupils and students
being in a situation to produce and reproduce results, rather than to think and develop their
creativity. These types of research and arguments force the developed countries of the world
to take serious steps to change educational strategies and policies.

For the purpose of elucidating our subject, apart from the introduction, research
methodology framework, conclusions and references, we have organized the main findings of our
research into 2 sections, examining the evolution of approaches to the development of the
resource of creativity within the educational system, and comparatively analysing various
national educational systems for the development of creativity resource. At the end of the
article, conclusions were formulated.

2. Methodology

The literature consulted in the research included sources providing the historical background
of education systems in various countries, outlining the components of these systems as well as
regulatory policies. We also focused on research that analyses the concept of creativity resource.

We have explored both theoretical sources and empirical evidence in our attempt to clarify
the circumstances under which educational systems contribute to the development of the resource
of creativity. In this sense, we capitalized on theoretical-structural approaches such as analysis-
synthesis, and theoretical-logical approaches including the method of inference, the method of
analogy, logical deduction.

Based on empirical evidence, we conceptualized the notion of the country's educational
system. We conducted a quantitative and qualitative analysis to reveal the trends in the evolution
of the educational systems of the countries of the world.

Furthermore, we have relied on the systemic approach, in our endeavour to expose the
current and potential impact of the educational systems on the development of creativity resource.

3. Main findings
3.1 Evolution of approaches to the development of the resource of creativity within the
educational system

In the context of technological and economic progress, the countries of the world have
witnessed the growth of jobs considered "creative™ and the increase of creative components in
jobs previously considered "routine” or "mechanical™. This trend has a considerable impact on
social welfare, education systems and policies for the development and retention of human
capital [2].
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Research into the concept of creativity has expanded over time. In the 1980s, the
American psychologist F. Barron identified creativity as including the willingness to take
risks, entrepreneurship, creating new things [5]. In his view, the creative process was
characterized by originality, consistency, validity and appropriateness to the task at hand.
Frank Barron believed that “creative people are particularly observant and, much more than
other people, are able to judge more accurately what they observe” [5].

The famous psychiatrist and artist Carl Jung held that we may “think of the creative
process as a living thing implanted in the human psyche” [3]. He also showed that creativity is
divided into two types: psychological and visionary. The first is responsible for the
functioning of consciousness. The second expresses the primordial images of the unconscious.
The existence of conscious and unconscious components in the creative process means the
ability to express ideas coming from the unconscious. This is supposed to be the pathway of
the human creative process [3].

A quality educational process keeps pupils and students interested in the subject. Modern
education should not only support cognitive interest, but also stimulate creativity of pupils /
students. Creativity develops in the course of creative activity, whilst a child/student
experiences a whole range of positive emotions, both from the activity itself and from its
outcome .

As we showed earlier [1], human creativity is a phenomenon felt more frequently as
human resource transforms into human capital and later into creative human capital. In its turn
“personalization could be considered a tenet of human resource conversion into human
capital” [1]. Furthermore, as mentioned previously [1] “the process of human element turmoil
ensures the dynamic necessary for the development of human personality, implicitly the
dynamic of human capital, which apparently thus acquires the tendency to transform into
creative human capital. Hence, not the mere accumulation of human capital, but the sustained
dynamic of its substantiation, seems to us another central tenet explaining the formation of
creative human capital” [1].

Sir Ken Robinson was an emblematic personality, promoter of creativity development in
the educational system of Great Britain, but also in the systems of other countries. According
to him, it is abnormal that every education system on earth has the same hierarchy of subjects.
At the top are mathematics and languages, then the humanities, and at the bottom are the arts.
Additionally, there is a hierarchy within the arts: art and music are normally given a higher
status in schools than drama and dance. In the view of Ken Robinson “There isn't an education
system on the planet that teaches dance every day to children the way we teach them
mathematics. | think math is very important, but so is dance. Children dance all the time if
they're allowed to” [7].

Simultaneously, Ken Robinson held that people think about the world in all the ways
they experience it. “We think visually, we think in sound, we think Kkinesthetically. We think
in abstract terms; we think in movement” [7]. Furthermore, according to him “intelligence is
wonderfully interactive. The brain isn't divided into compartments. In fact, creativity, which
could be defined as the process of having original ideas that have value — more often than not
comes about through the interaction of different disciplinary ways of seeing things” [7].
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On the other side, in Ken Robinson's view, educational systems often stifle creativity by
criticizing and condemning student failures/mistakes. “They (children) are not frightened of
being wrong. | don't mean to say that being wrong is the same thing as being creative. What
we do know is, if you're not prepared to be wrong, you'll never come up with anything
original. And by the time they get to be adults, most kids have lost that capacity. They have
become frightened of being wrong” [7]. We believe that this is a big problem related to the
historical legacy of the educational systems of the ex-Soviet countries, including the Republic
of Moldova. Or, as Ken Robinson put it “We stigmatize mistakes. And we're how running
national education systems where mistakes are the worst thing you can make. And the result is
that we are educating people out of their creative capacities” [7].

3.2 Comparative approach of various national educational systems for the development of
creativity resource

As mentioned earlier [1], the process of globalization fosters creativity through greater
openness and exposure, whereas creativity enhances global competitiveness at the level of
individuals, companies, countries. However, in practice, “the confinements of the knowledge
economy should be considered such as its low inclusiveness, marginalization of specific social
groups and certain countries like Republic of Moldova, which face an increase in both the
risks and opportunities related to their human capital” [1]. As concluded previously “the
ability of these countries to preserve human capital at home is proportional to their
investments in valorizing this capital, also through their educational systems, which besides,
have to be adapted via fostering creativity within the teaching-learning process” [1].

Overall, the level of performance of the country's educational system, including its
contribution to nurturing human creativity resource, depends on the level of economic
development of the country.

Thus, the educational system of USA attracts the attention of many specialists. While it ranks
high on the world stage, this country still shows great concern for education. In a revealing speech
delivered at an annual meeting of the American National Academy of Sciences, President Barack
Obama mentioned that science is needed more than ever, and that a country that is ahead today in
educational sector will be ahead tomorrow in all the other areas. [10]

Unlike European education, where the entire course of study is strictly set by educational
standards at the state level, American education is characterized by decentralization. On the
one hand, each state in USA has the right to organize education independently, as long as it
does not infringe on the constitutional rights of students, which ensures flexibility and
adaptability of the education system at national level, but at the same time introduces
inequalities in the final level of education of students, which differs from state to state [10].

In the USA, where economic modernization is a powerful engine of the country's
development, the task of realizing the creative potential of society in order to maintain and
strengthen its dominant position in the global space has become particularly relevant in the
last decade, on the wave of scientific, technological and economic progress of the countries of
Southeast Asia. In this context, A. Parker, former Assistant Secretary of Labor of the United
States, noted that one of the main goals of the country's educational system is "to prepare
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children for life in the XXI century, so that they can control the forces of globalization, the
rapidly progressing development of new technologies, demographic and social shifts, which
have become the reality of today"[10].

The US has its own vision and strategy for fostering creativity in education. The key
thrust of this strategy is to expand the teaching of the arts and humanities at all educational
levels. The concept of "humanities” is defined starting from the formulation given in the
National Endowment for the Arts and Humanities Act of 1965: "The term 'humanities’
includes but is not limited to the study of the following fields of knowledge: languages, both
modern and classical; linguistics; literature; history; jurisprudence; philosophy; archaeology;
comparative religion; ethics; history and art theory; those aspects of the social sciences which
have humanistic content and operate with humanistic methods; and the study and application
of humanistic knowledge in the context of social development, with particular emphasis on
reflection on our diverse heritage and traditions” [10]. And if today the humanitarian content
of educational programs does not seem something innovative, introducing in them the
mastering the basics of visual and performing arts in them is certainly a significant step in the
development of creativity in education [10].

Denmark is pioneering approaches to digital transformation and design-led solutions for
a more equitable and sustainable economy and society. Creative Denmark is developing
programmes across digitalization, innovation, quality of life and sustainability. It is
invigorating cross-sector and public private partnerships to embed creative practice across the
economy. A central pillar is design, which is viewed as a relative strength in Denmark, pivotal
for sustainable development. [9]

Finland is catalyzing its digital and design sectors to drive value across the economy. Creative
Finland is activating synergies between the creative industries and wider cultural sector — such as via
the project “From Stories to Games”, which seeks to open-up museums’ cultural heritage
content for use in the gaming industry. Creative Finland is also investing in activities which
connect creative and cultural enterprises to partners in technology and health [9].

Creative Ireland is a five-year programme built around key themes: Creative Youth,
Creative Communities, Creative Places, Creative Nation. It is an ‘all-of-government’ culture
and wellbeing programme which aims to inspire and transform people, places and
communities through creativity. Its portfolio includes a creative climate action toolkit, a focus
on creativity for ageing populations, multiple interventions to enhance health and wellbeing
through access to creative resources and activities, and a big push for creative technology as a
driver of wellbeing. Creative Ireland also invests in place-based approaches, including a focus
on micro enterprises and their role in the local economy [9].

In Iceland, the creative industries are supported by a consortium of agencies, including
Business Iceland, providing investment and business support; Icelandic Music, which is
facilitating music export opportunities for Icelandic talent; Creative In Iceland, which
promotes Iceland as a place for cultural tourism and creative industries inward investment;
Record In Iceland, and a network of cultural centers (with specialisms in literature, film and
visual arts), and professional networks working together. The natural environment and
environmental responsibility feature across all areas of creative economy development [9].
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In Norway, Arts Council Norway and Innovation Norway are re-thinking their
collaboration model to ensure the cultural and creative industries benefit from access to R&D
investment, that micro-enterprises and freelancers have a more secure role in the wider
creative economy, and that state-funded cultural institutions are able to diversify income
streams and embrace digital technologies. Arts Council Norway favors a ‘cultural and creative
ecosystem’ approach, recognizing the creative economy is driven by micro- enterprises and
freelancers and that growth is likely to come through raised productivity across such firms.
Inclusive talent development and growth provides people from all backgrounds and parts of
the country have the opportunity to develop sustainable careers in the cultural and creative
industries. [9]

There are large-scale diversified programs in Great Britain. Projects in various regions of
the Great Britain are funded by the government and patronized by the National Advisory
Committee on Creative Education, established in 1998. Among them are initiatives such as:
"Creative Partnerships" in England, "Creative Youth Partnership” in Northern Ireland,
"Creativity Matters, "Teaching and Learning for the Future” in Scotland [11]. Naturally, a
large part of these projects is related to improving teacher education and engaging teachers in
the implementation of a creative approach to pedagogical practice. Some of programs are
implemented in universities: specially designed modules on creative education at the
University of Leeds (The Fryer creative education programs); courses in creativity at the Open
University, which were originally developed for educational MBA programs but can now also
be included in teacher education curricula (MA in education, MA in open and distance
education); a block related to the study of creativity and its development in the learning
process is included in the postgraduate programs of Durham University. [11]

The British government has set for its education system "the ambitious but achievable
task of turning the country into a world center of creativity"[6] On the basis of successfully
tested educational technologies promoting the development of creative abilities of pupils and
students, a creativity strategy in education is expected, focusing on the personal development
of young people to prepare them for life in the new century.

Also, other European countries have accumulated rich experience of developing students'
creativity, with the setting of a special educational environment that allows the individuality
of each student to be revealed. The French Ecole de Roches, created almost two centuries ago,
can serve as an example. [11]

In regard to Japan, two approaches to creative education coexist. One of them is oriented
to the North American scientific school of creativity, being focused on stimulation of the
ability to invent and discover. The other approach is based on the traditional Japanese
philosophy of knowledge. According to the latter, national and cultural traditions are the most
important factor in the formation of educational strategy. In this respect, a rich experience of
developing the creativity of young people in the country has been accumulated, with the
preservation of the traditional educational paradigm in the conditions of educational
globalization and the offensive of Western values. At the same time, for many decades, Japan
has held leading positions in the field of high technologies. [8].
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Tatsuno, in his book symbolically titled "Created in Japan: from Imitators to World-
Class Innovators™ [8] notes that, unlike the spontaneous, idea-generating creativity of
Americans, the Japanese focus on improvement, reworking, maximum efficient use of what
they own. However, the Japanese can achieve the highest levels of creativity and invention
while remaining rooted in their traditional culture.

The strategy of creativity in education is thus based on cultivating the style of learning
that has developed in Japan over thousands of years and that is characterized by early
inclusion in cognitive activities, contemplation, use of intuition, imaginative thinking, and
empirical experience. Another feature of Japanese education, which contributes to the
continuous creative development of the individual, is the cult of learning, which persists
throughout life and is expressed in intensive in-house training programs, in learning at home,
and in everyday life [8].

In the context of the strict regulation of the educational process inherent in the Japanese
educational system, which includes ministerial control over the content of education as well as
the forms and methods of teaching, few educational institutions in the country have curricula
designed specifically for the development of students' creativity. As for schools, these are
mostly educational institutions attached to universities that conduct research on creative
development (Shitsuoka University works with two elementary schools and three high
schools). Creativity education programs are more widespread at the level of secondary and
higher (including pedagogical) professional education. More than fifty technological schools
constantly organize creative courses and competitions on inventions in the field of robotics,
the use of solar energy, computer programming, etc. At Toyo, Musashi, and Shitsuoka
Universities, the educational programs for teacher training are expanded to include special
courses on the theory of creativity and methods of its development [8].

The interest in the improved educational system is so high that the regional and EU
structures offer strategic levers through targeted projects to increase the quality, so as the EU
Cradle project developed a new creative teaching methodology for primary schools and employed
a cross-curricular, activity-based, student-centred, exploratory teaching and learning approach,
focusing on the simultaneous development of foreign language and entrepreneurial skills among
young pupils aged 8-12. The implementation of the methodology increases the benefits of
transporting the acquired skills into secondary school and, ultimately, beyond school boundaries
into the pre-professional world, thus the pupils work and learn in a linear four-step process
inspired by "Design Thinking" with problem-solving and designing solutions in mind. [11]

The high ambitious agenda based on the conviction that "all children and young people
can be creative and should have opportunities for creative development regardless of race,
gender or special educational needs, presupposes that the role is given to educational
institutions, for which it is important to realize the importance and advantages of the creative
approach, because the development of imagination, purposefulness, individuality of students
will motivate them to educational activities. [11]

Conclusions. The authors considered some of the approaches related to development and
importance of creativity resource in the context of the educational system of various countries, as
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it is very wide, however one thing is certain and definite - the efforts made in different countries in
the context of different educational systems are aimed at personalities, so to manifest creativity,
interest, improvisation, trust, courage and autonomy that will generate creative entrepreneurship
and thus sustainable economic development.

It becomes obvious the need to create within the educational systems the very concrete
goals and main objectives for a creative education strategy and core measures and institutional
mapping that ulterior will help to build a competitive economy and an open society by
providing opportunities for the formation of an individual educational route, the disclosure of
the creative potential of the individual in order to achieve the self realization, to achieve the
highest quality of educational standards.

The need of modern schools and educational institutions for creative strategies
implemented will facilitate increase number of creative people capable of thinking creatively,
making non-standard decisions.

To facilitate the processes, the governments of each country, which sees their country in
a better future, will involve the relevant resort ministries to complicate and develop programs
to this end. The academic and entrepreneurial world can also get involved and contribute to
the realization of this mission and vision.
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more acute, the nation is still behind in terms of economic development even considering the regional context of the
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the quality and competitiveness of the entrepreneurial and business environment of the Republic of Moldova,
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entrepreneurial environment in the Republic of Moldova facilitates economic activity and individual initiative. Also, it
is sought to perform a comparative analysis of the entrepreneurial competitiveness of the Republic of Moldova as
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Union. At the same time, it is aimed to analyse the weakest positions of the entrepreneurial competitiveness of the
Republic of Moldova that undermine the economic growth potential.
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1 Introduction

The Republic of Moldova is the country with the lowest level of gross domestic product and
living standards among the European countries, a situation which, although improved in
dynamics, has not comparatively meliorated in the regional context. On the contrary, the
development discrepancies that the country registers have become even more acute, the nation is
still behind in terms of economic development even considering the lesser context of the Eastern
Europe. This situation, in the current conditions of massive population emigration and
considerable demographic decline in most of the country's territory, is set to further degrade due to
the erosion of the internal institutional efficiency and the diminution of the quality of governance
identified through political stability, government effectiveness, regulation, rule of law, control and
eradication of corruption. It should be mentioned that the Republic of Moldova also faces
important external challenges such as the increase of global competition as a result of
globalization, the increase of the commercial rivalry and of the density of the global supply
chains. Under these circumstances, the Republic of Moldova has the urgent need to increase its
economic competitiveness, mainly the attractiveness and efficiency of the business and
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entrepreneurial environment in order to provide the economy with more dynamism, flexibility and
growth potential. This is imperative as to ensure the country with a favourable economic
environment able to develop in the competitive conditions of the modern world. It should be based
on a consolidated private sector oriented towards fostering innovation and sophistication enabling
the business sector to compete effectively for international and local markets.

Although there is an immense variety of the available literature on economic development, the
study of economic competitiveness under the conditions of globalization and trade liberalization has
become more prominent starting with the last decade of the 20th century. At the same time, it grows
the importance of entrepreneurship as a determinative factor of economic development and
competitiveness, Michael Porter, Daron Acemoglu, Philip Kotler, Joseph Stiglitz, and Paul
Krugman being some of the most important economists researching this subject. It should be noted
that many of these authors grounded their works on the studies of Joseph Schumpeter. These notable
economists are just few of the most known since the subject is of major importance in the field.
However, once we adjust the scale of our analysis, first of all in the context of the Eastern Europe,
and then to the realities of the Republic of Moldova, the degree of the study of the subjects related to
economic and entrepreneurial competitiveness is lower. In this regard, the present study comes to
answer the question whether the modest entrepreneurial competitiveness of the Republic of
Moldova is a factor that reduces the country's economic development potential. It also aims to
analyse what are country’s economic dynamics, considering the regional context of the Eastern
Europe. Thus, the main goal of the present study is to comprehensively assess and carry out a thorough
analysis of the quality and competitiveness of the entrepreneurial and business environment of the
Republic of Moldova, considering the regional context. Particular objectives of the study include: the
analysis of the extent to which the entrepreneurial environment in the Republic of Moldova facilitates
economic activity and individual initiative. Also, it is sought to perform a comparative analysis of the
entrepreneurial competitiveness of the Republic of Moldova as compared to the rest of the Eastern
European countries, including members and non-members of the European Union. At the same time, it
is aimed to analyse the weakest positions of the entrepreneurial competitiveness of the Republic of
Moldova that undermine the economic growth potential.

The present study develops a new comprehensive approach through which it can be analysed
the entrepreneurial competitiveness of states based on a relevant set of structured indicators. It will
consider specific criteria that analyse the role of institutions to assure enhanced economic
competitiveness. The indicators consist of a set of qualitative and quantitative quantifiers, the fact
which will allow to test and identify logical and regressive relations between entrepreneurial
competitiveness and economic development.

2 Competitiveness in economic theories

The concept of “economic competitiveness” has gained weight and specific attention in the
literature starting with Krugman (1990) and Porter (1990) becoming a priority for policy making
in the various countries. Yet, long before these authors offered a comprehensive definition for
competitiveness, different aspects of it were widely debated by representatives of various
economic traditions (Reinert, 1995). For instance, Adam Smith was a pioneer who researched
“economic competitiveness”, in the distant 1776, through the prism of causes of varying welfare
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across nations, ideas reflected in his famous work “An Inquiry into the Nature and Causes of the
Wealth of Nations”. He is the father of classical economic liberalism, who advocated for minimal
intervention of government in the economy underlining the role of independent and free markets
for countries’ development. Some of the core mechanisms in this regard are private property,
individual contracts, and the “invisible hand” or self-interests which fostered accumulation of
welfare by individuals, and served as a prerequisite for more prosperous societies. He concluded
that countries should concentrate on the production of the goods in which they hold “absolute
advantage”.

Another famous classical economist with liberal views, David Ricardo (1817) introduced the
concept of “comparative advantage”, mentioning that “a nation can also benefit from foreign trade
even if it does not hold any absolute advantage over its trade partners in terms of goods
production. It only needs to have relative advantage in any of the good in order to sell it abroad”.
Later, Heckscher & Ohlin (1991) widened the classical views on economic competitiveness
developing the “natural resource abundance trade theory” in 1933 stating that “a capital-abundant
country will export the capital-intensive good, while the labour-abundant country will export the
labour-intensive good”. It should be mentioned that this theory is built on the trade theory of
Ricardo adjusting it to local abundant production factors. Liberalistic ideas were also developed
by Alfred Marshall (1920), one of the most famous representatives of neoclassical economics,
who established a supply-and-demand curve which is still used to define the market in
equilibrium. His studies put the basis for institutional and geographical economics as well as for
clustering through describing the economic relations in the "industrial districts™ of England. He
underlined the importance of vertical and horizontal specialisation for states’ economic
competitiveness.

Joseph A. Schumpeter, notable economist and representative of the Historical school of
economics and Evolutionary economics, considerably contributed to enlarging the theoretical
framework of “economic competitiveness”. In his work of 1934 “The theory of economic
development”, Schumpeter underlined the necessity of firms to permanently adapt to the changing
environment and market conditions through implementing innovation and recombining methods
and resources. In 1950, he published “Capitalism, Socialism and Democracy” where it was
strengthened the role of entrepreneurship and innovations for fostering economic competitiveness
of countries. He stated that “the normal mode of economic affairs” is destroyed by entrepreneurs
who introduce innovations which makes all the previous technologies obsolete forcing all market
players to adapt, thus, the economy is set to develop. In this regard, an economy which has more
propitious environment for businesses and entrepreneurs is set to quicker implement innovations
and be more flexible.

Contemporary concepts and theories of competitiveness are based on the works of Paul
Krugman (New Trade Theory and New Economic Geography) and Michael Porter (Theory of
economic clustering). Paul Krugman in his theory explains the accumulation of economic power
in certain regions through the formation of various clusters at different geographical levels. The
complexity of the local cooperation networks which is determined by the available socio-
economic resources is marked by the efficiency of integration of local factors within wider
networks. Based on this assumption it could be mentioned that networks and their interferences at
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local levels are direct determinants of regional development (Krugman 1990 & 1994). Moreover,
Krugman (1996) emphasizes the role of local economic cells i.e. industrial organisations, cities or
minor regions for the global welfare distribution, as these structures provide opportunities to
increase returns due to the spatial concentration. In an earlier work Krugman (1979) mentions that
previous theories focused too much on perfect competition and symmetry explaining trade and
subsequent economic growth, instead, Krugman concentrated on the role of industrial
organisations and their increasing returns which are rather aligned to imperfect market
competition. Krugman in cooperation with Hatsopoulos (1987) and in his work of 1994 mentioned
that trade, and economic competitiveness should not be linked only to availability of resources or
any kind of advantages, it should also consider historical context and structure of cooperation
networks. Moreover, he mentions that viewing economic competitiveness through the national
perspective could be dangerous as it leads to misallocation of resources, protectionism and trade
wars, and poor public policy. Krugman (2008) highlights that the concept of competitiveness is by
far larger than simply ability to sell products and maintain favourable trade balance, it also reflects
the rise in living standards and employment as well as its ability to follow straight policies on the
international arena. He concludes that competitiveness of countries is conceptually different in
relation with the competitiveness of companies, a country, unlike a bank or company, does not
cease to exist in case it goes bankrupt (Krugman, 1994).

In his turn, Michael Porter (1990) identifies competitiveness of countries as the ability of
states to attract businesses by offering favourable operating environment and relevant support
easing their access to local and global markets. These can apply both to regional and national
levels. Porter et al (2008) underlines the idea that governments’ main priority is to enhance
sustainable productivity growth through creating the necessary conditions. Porter & Rivkin
(2012) mention that competitive economies provide sustainable opportunities to companies to
benefit from employment and high living standards, the main factor of competitiveness being
productivity. According to Porter (1998), nations can create opportunities by adjusting local
procedures to business environment requirements. The key towards competitive advantage is
assured by more propitious conditions or offering clients better and greater value, in our case,
clients being enterprises. It is also important to underline that Porter (1990) identifies economic
competitiveness of countries with the interaction of several factors which, besides the
governments, include the role of demand conditions (i.e. economies of scale, transportation costs
and the size of the home market), firm strategy, structure, rivalry (entrepreneurial culture of the
nation), availability of production factors (particularly labour, knowledge and infrastructure), and
interconnection to related and support networks. Domestic competitiveness and permanent search
for competitive advantage motivates domestic business to develop.

Similar ideas to Porter’s are expressed by Daron Acemoglu. Thus, the important role of
institutions in assuring enhanced economic competitiveness and development has been extensively
researched by this economist who is one of the most important representatives of the New
institutional economics. In his work of 2002 which was made in cooperation with Johnson &
Robinson, Acemoglu uncovers the influence of different institutional structures in creating more or
less efficient mechanisms of generating and distributing economic welfare. In a later work,
Acemoglu et al (2005) concluded that institutions are determinant factors motivating long run
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economic development of countries, they establishing more or less favourable climate and
environment for undertaking economic activities. Namely the institutions determine the quality of
legal and administrative frameworks which establishes the rules of interaction among the market
participants including individuals, firms, and governments, the situation resulting in the generation
of wealth and its distribution. Acemoglu (2009) underlines that institutions can raise or lower the
costs of entrepreneurs to operate and generate income either through imposing overregulation
(causing corruption and red tape, lack of transparency and kleptocracy) or by freeing the
environment stimulating individual initiative and business activity. As a result, it can be underlined
that economic development is conditioned by the efficiency of institutions which regulate the all the
processes within the society. Thus, it is a primary responsibility to ensure that institutions work
properly. Particular danger in this regard, it the transformation of institutions in controlled entities
which could model the socio-economic environment based on individual interests.

3 Entrepreneurial competitiveness of the Republic of Moldova in economic literature

Growth, particularly in the socio-economic aspects, determines how the people live in terms
of welfare, social conditions and income. It is the responsibility of governments to establish a
favourable economic environment capable of insuring proper operational conditions to generate
income and progress. Economic competitiveness is determined by institutional strength,
availability of proper infrastructure, degree of technological and innovation development as well
as governmental initiatives which altogether stimulate entrepreneurship and business activity, the
main contributor to economic development. In this regard, Aculai et al (2017) determined that
economic transition in the Republic of Moldova has been accompanied by the bankruptcy of the
largest state owned enterprises which diminished the economic output of the country more than
70% during 90s. This situation made the state the poorest in Europe. Thousands of citizens
became unemployed choosing emigration as an option or went in small business failing in short
time due to highly unfavourable entrepreneurial environment and wide spread corruption. Political
decisions and reforms lead to stagnation of competitive business sector, the country losing many
skilled and initiative driven citizens. This fact undermines the possibility of the Republic of
Moldova to gain competitive advantages in the future. Moreover, Belostecinic (2007) highlighted
that during the soviet age the Republic of Moldova has not been endowed with a strong industrial
base as compared for instance with Ukraine or Belarus. This situation determined the direction of
transition and constant erosion of the remaining industrial sector the fact causing significant drop
of income during the 1990. These circumstances worsened as the traditional economic relations
were destroyed, the state failing in establishing new ones as it could not meet already existing
competition requirements on the new markets, the Western Europe going far away in this area.
These conditions tend to persist over the time, just slightly improving in dynamics. At the same
time, lanioglo & Polajeva (2017) underlined that despite of the recent evolutions, the business
sector remains weak and underdeveloped as compared to the regional context. In these conditions,
its abilities to increase innovative capacities remain limited since entrepreneurs lack resources and
macroeconomic stability. Moreover, according to Crudu (2019) policies which have been
promoted until present are controversial not eradicating the key institutional weaknesses as well as
improving the regulatory clarity the fact reducing the competitiveness of the business. Economic
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competitiveness of enterprises is insured by their abilities in developing more innovative product
and processes capable of insuring competitive advantage over the rivals on the market. However,
these assumptions are poorly fitting the realities of the Republic of Moldova, where other factors
such as political and judiciary connectivity is decisive. Simultaneously, Belostecinic & Gutu
(2008) concluded that the Republic of Moldova has very low economic competitiveness the fact
which is explicitly reflected in trade balance, the state registering important deficit. The exports of
the country are highly concentrated, the first 5 positions in terms of products having consistent
dominance over the period the situation which underlines the weak state of affairs in the economy.
Moreover, the direction mainly towards the EU and CIS states highlight that the economy is not
prepared to compete for more distant markets, and the business sector is not prepared to deal with
larger logistic challenges.

Kleinschnitger & Knodt (2018) underlined that the European Union through launching the
Eastern Partnership initiative in 2009 supposed to consolidate the quality of democracy and
economic basis of the included countries. The Republic of Moldova, Ukraine and Georgia
managed in efficiently exploiting the opportunities offered by the community, thus, these nations
being able to establish free trade areas with the EU which opened the single market for the
business sectors of these countries. Nevertheless, due to strong institutional, political and
economic challenges reaching full potential of enhanced cooperation is not valid in the present,
deepening the relations is hampered by the poor dialogue and inconsistent policies between these
states and the European Union. Furthermore, Muravska & Berlin (2016) said that the established
free trade areas between the European Union and the Republic of Moldova, Ukraine and Georgia
IS set to strengthen these states’ business performance through providing development
opportunities. Entrepreneurial performance of these countries at the moment could be considered
in its incipient stage especially considering regions. Entrepreneurs lack sufficient resources and
qualitative institutions as well as experience. In the conditions of high competitive environment of
the EU’s single market, the businesses originating from the Eastern Partnership countries setting
free trade areas with the community could succeed rather in the conditions of exceptions. Much
policy improvements and investments have to be made in order to make these economies
competitive. Also, Baltag & Bosse (2016) underlined that the business sector lacks more
comprehensive support of the European Union. The community’s policies in this state are weak
and have little influence upon the democratic and market processes. Thus, during the last years,
the Republic of Moldova’s European integration route failed, the country sliding towards hybrid
authoritative regime, the EU’s authorities being restrained from all these process and not taking
adequate measures. European Neighbourhood Policy in the Republic of Moldova has been too
permissive the situation leading to consolidation of oligarchy and economic monopolies. No
significant improvements should be expected in terms of economic competitiveness and income in
the country since the environment is over regulated and corrupted. Moreover, Nilsson & Silander
(2016) concluded that in the conditions of declining democratic quality, the business sector in the
Eastern European nations member of the Eastern partnership initiative is supposed to decline since
entrepreneurs will face more impediments. This negative effect will be stronger than the
opportunities provided by the single market of the European Union, as businesses originating from
these countries will face strong institutional pressure. In these conditions, the community should
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change policy approach towards these countries to stimulate directly the business and protect
entrepreneurs through available mechanisms. In this regard, the EU should apply more coercive
measures motivating more efficient reforms implementation.

Delcour (2015) mentioned that the Russian Federation is the traditional power which has
influenced and determined the decision making in most of the Eastern Europe for centuries. The
collapse of the Soviet Union has opened this region for growing influence of the West including
the European Union and USA. The competing interests between the West and Russia in the
Eastern Europe undermines the possibility of the states to progress since neither of the parts are
willing to concentrate investments in a region of instability, policies being conducted in parallel
rather than establishing complementary relations. Competition of interests aim establishing
legitimacy of power and enlarging the areas of influence. At the same time, Ghedrovici &
Ostapenko (2016) concluded that in countries such as the Republic of Moldova business is
determined by the political connectivity of the entrepreneurs which assure protection against over
claimant institutions. In case there is no such “an umbrella”, the business risks to be forced either
to live the market and close the activities or to obtain protection. Nevertheless, the growing
economic and political integration with the European Union lead to strengthening entrepreneurial
sector, many practices which have been widely spread during the transition period, presently, are
much less intervening in the affairs of the private sector. Also, Aculai et al (2015) as well as
Dodu-Gugea & Stihi (2014) said that the Republic of Moldova’s entrepreneurial sector is highly
vulnerable and underdeveloped due to restrictiveness of policies and extractive institutions.
Particularly, it should be mentioned the small and medium sized enterprises which lack both
resources and feasible business opportunities as well as efficient policy support, the fact
diminishing the survival rates (Crudu, 2019). This circumstances explain massive emigration of
citizens which are not able to develop competitive businesses home and do not find suitable
employment opportunities capable of insuring better living standards. Extractive institutions tend
to suppress the entrepreneurial spirit decreasing the ability of the economy to growth and enhance
economic competitiveness. Further, Aculai, Maier & Novac (2017) identified that the international
rankings of entrepreneurial environment in the Republic of Moldova are comparable to the
weakest economies in Asia and Africa. High corruption, monopolisation of each market by
political backed businesses, red tape, petty bureaucracy and lack of competences are among the
factors which decrease the ability and willingness of business sector to increase its
competitiveness and innovation. In these conditions, the business sector is not able to insure
sufficient boost of the economic processes capable of generating higher productivity and
employment. The EU’s support in this regard is feeble incapable to assure stable improvement of
the situation.

Campbell (2017) stated that despite of the weak business environment, the Republic of
Moldova has a strong potential in attracting investments and developing innovative oriented
business sector. This fact is determined by relatively high quality of the human capital, gained
abilities and experience during wide implication in migration. In these circumstances, the right
policy measures and reforms implementation, the government is capable in relatively short term of
consolidating the business environment. This fact is improved by establishing free and
comprehensive trade area with the European Union which is a large market providing important
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profit opportunities. Moreover, Le Heron & Yol (2018) determined that an important boost to
Moldovan business environment was insured by affluence of remittances which is a consistent
source of income fostering the development of the country through increasing the household
consumption. Nevertheless, government has failed in building efficient mechanisms of
transforming remittances into investments the situation which minimised the growth potential.
Since the vast majority of the income was paid for imports on consumer goods, the economic
growth did not improve the capital accumulation in the country, thus, not consolidating the
productivity basis. Moreover, remittances minimised the attractiveness of the economy for foreign
investments through raising salaries and prices for consumer and industrial goods. Finally, Turcan
& Fraser (2016) underlined that the Republic of Moldova needs consolidation of the business
sector through liberalising the legislation and reducing the influence of the institutions on the
economic processes.

Therefore, good governance and efficient institutions is, in this regard, the key component to
economic development and general societal progress. Corner stone features of good governance are
integrity and efficiency. Integrity is important to assure the neutral character of legislation and
regulation taking into account general interests of the society and not the individual interests of the
bureaucratic representatives or politically affiliated business. Efficiency regards operational capacities
of institutions to develop, implement and monitor regulations’ application considering time and
resource constraints. Moreover, efficiency is linked to the quality of developed policy and its impact
upon business environment and living standards. These preconditions are important since
transparency, equity and efficiency are the basic values assuring harmonisation of socio-economic
processes.

3 Methodology

The dataset analysed contains information regarding 14 countries of the Eastern Europe
alongside with the Republic of Moldova. The fundament of the data is assured by Worldwide
Governance Indicators which are provided by the World Bank. The period covered in the research
is 2002-2017. The directions regarded are voice and accountability (VA), political stability (PS),
government effectiveness (GE), regulatory quality (RQ), rule of law (RL), and control of
corruption (CC), which serve as the independent variables of the present study. The dimensions
analysed is the minimal percentile rank indicating the countries' rank among all countries covered
by the aggregate indicator, with 0 corresponding to lowest rank, and 100 to highest rank. The
dependent variable is the natural logarithm of the GDP per capita, which is intended to show the
evolution of economic dynamics of the countries considering the independent variables. The first
step of the analysis consists of qualitative assessment of the raw data. Analysis of the independent
variables is aimed to identify the efficiency of mechanisms of assuring social order marking the
patterns of interrelating and networking among individuals, private and public sectors. These
factors determine the overall efficiency of the legal and administrative organization creating an
enabling environment for generating wealth within economies. It should be highlighted that these
dimensions are fundamental factors which are crucial in motivating business sector in engaging in
economic activities. Fundamental factors form the means assuring the functionality of the
economic system by empowering people and businesses to pursue and benefit from unique
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opportunities. Fundamental factors determine the efficiency of the markets and assure the basis for
entrepreneurial development and competitiveness. Control of corruption shows the extent to which
public sector is transparent and do not exercise their power to gain personal benefit; government
effectiveness includes the quality of civil and public services, institutional independence,
efficiency of policy developing and implementation, and government legitimacy; regulatory
quality determines the extent to which the legal environment and its enforcement allows the
business sector to progress; rule of law shows the extent to which all participants in the economy
are considered equal in the front of law; voice and accountability marks the extent to which
citizens’ voice is accounted for when developing policies, and efficiency of monitoring; political
stability underlines the stability of government, degree of uncertainty and the propensity of
government to change. The second step of the analysis consists of a throughout statistical
assessment which is aimed to provide a strong fundament on which the conclusions will build.
Firstly, there are identified the descriptive statistics of the dataset. Afterwards, it is analysed the
Pearson’s correlation coefficients among the indicators to show the extent to which the indicators
are linearly associated. Further, it is undertaken a multiple linear regression estimation between
log GDP per capita, as the dependent variable, and the selected indicators, respectively as
independent ones. Finally, the Kaiser-Meyer-Olkin test is performed to identify the proportion of
variance in the variables that might be caused by underlying factors as well as Bartlett’s test of
sphericity to prove that the variables are unrelated and therefore unsuitable for structure detection.
In this way, it can be identified where the dataset is adequate and the regressions are relevant.

4 Results

Table 1 provides information regarding the performance of the Republic of Moldova in the
area of fighting both petty and grand corruption as compared to the rest of the Eastern European
nations. As it can be remarked, the Republic of Moldova is the second most corrupted country in
the Eastern Europe, its performance being slightly higher than Azerbaijan. Moreover, this fact
means that the country is positioned among 21.2% most corrupted countries of the world, the
situation which underlines serious problems in policy making and implementation of the
legislation. For comparison, the least corrupted country is Estonia the performance of which
exceeds 87% of the countries, followed by Georgia, 77.4%. It should be underlined that Georgia
has consistently improved its scoring within 2002-2017, registering the highest growth among the
countries. At the same time, Moldova rather stagnated over period, no consistent melioration of
the situation being recorded, similar results being reported by Ukraine. Being one of the most
corrupted countries in the world and second in the region, the Republic of Moldova certainly
decreases its entrepreneurial attractiveness both for local and foreign businesses, the situation
which undermines its competitiveness and economic potential. Despite of the wide support of the
European Union, anticorruption measures which the Republic of Moldova has implemented since
2009 proved to have little effect in increasing country’s performance.
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Table 1. Worldwide Governance Indicators: Control of Corruption (CC), Min. Percentile

Rank

2002 | 2004 | 2006 | 2008 |2010 |2012 |2014 |2016 |2017
Estonia 778 |824 [820 |811 |85 |[820 |80 [889 |87.0
Georgia 5.6 37.1 58.5 54.4 57.1 68.7 76.4 74.0 17.4
Poland 702 |590 [649 |699 |719 |73.0 |726 |76.0 |76.0
Czech Republic 69.2 |698 |67.8 |670 |[66.7 |649 |66.3 |69.2 |70.7
Lithuania 63.1 |[693 |605 |61.7 |69.0 |68.2 |70.7 |750 [70.2
Latvia 596 |605 |688 |636 (638 |645 |67.8 |66.8 |69.7
Slovak Republic 586 |678 |69.3 |675 |648 |61.1 |60.1 |635 |625
Hungary 742 |756 |741 |709 |68.6 [67.3 |60.6 [60.6 |59.1
Romania 404 |46.8 |53.2 |539 |524 |488 |53.8 |56.7 |55.3
Bulgaria 53.0 |58.0 |56.1 |495 |53.3 (512 |505 |[51.0 |51.0
Belarus 308 (234 317 |320 |271 |365 |48.1 |48.6 |47.1
Armenia 278 [30.2 298 |27.7 |26.7 |33.6 |36.1 |32.7 327
Ukraine 116 |16.6 |249 (199 |16.2 (128 |149 |(20.7 |22.1
Moldova 19.2 |146 |31.2 (316 |29.0 |(31.8 |20.7 (149 |21.2
Azerbaijan 7.1 10.7 12.7 11.2 6.7 11.8 14.4 19.2 17.8

Source: The World Bank Group, retrieved from info.worldbank.org on February, 22", 2019

Government effectiveness is a basic factor, a condicio sine qua non for business
development. It affects directly entrepreneurial competitiveness of the countries through reflecting
the quality of the civil service, the quality of provided public services, as well as the degree of its
independence from political pressures. At the same time, it comprises the quality of policy
formulation and implementation, and the credibility of the government's commitment to such
policies. Based on the information provided in table 2, it can be underlined that the Republic of
Moldova is the least performant country in the region in terms of government effectiveness,
shortly after Ukraine. The government of the state is ranked among 34.1% least efficient in the
world, the situation which considerably reduces the ability of the nation to compete for local and
foreign business investments. The registered dynamics are also weak no significant improvement
being reported within 2002-2017. Estonia, Czech Republic and Lithuania are the Eastern
European states with the most competitive governments, while Georgia is the country with the
most remarkable evolution. It should be underlined that Belarus, Romania and Azerbaijan,
alongside with Moldova and Ukraine have the least competitive governments in the region being
positioned significantly behind the leading powers in this area of the Eastern Europe.
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Table 2. Worldwide Governance Indicators: Government Effectiveness (GE), Min.
Percentile rank

2002 | 2004 | 2006 | 2008 |2010 |2012 |2014 |2016 |2017
Estonia 755 |803 |839 |840 |823 |782 |803 |827 |837
Czech Republic 816 |783 |834 |796 |785 |773 |808 |79.8 |813
Lithuania 719 |759 |751 |733 |742 |739 |788 |813 |80.3
Latvia 714 |724 |741 |704 727 |758 |784 |788 |78.8
Slovak Republic 730 788 |79.0 777 |761 |744 |750 |769 |750
Poland 69.9 |695 |659 |675 |713 |720 |745 |73.6 |740
Georgia 240 |365 |478 |655 |651 |701 |716 |70.7 |721
Hungary 827 | 778 |776 |752 |722 |706 |721 |69.2 |70.2
Bulgaria 638 |63.1 |546 |534 |593 |60.7 |57.7 |654 |63.9
Armenia 541 |542 |463 |49.0 |488 |54.0 |457 |49.0 |500
Azerbaijan 148 |236 |[30.2 |228 |[23.0 |251 |418 |481 |47.1
Romania 495 1498 |48.8 |451 |459 (450 |548 |476 |46.2
Belarus 153 (108 |117 |126 |115 |199 |346 (361 |394
Ukraine 301 |325 |366 |27.2 (244 (322 |399 |317 |351
Moldova 332 187 |244 |233 |29.7 |332 |389 |298 |341

Source: The World Bank Group, retrieved from info.worldbank.org on January, 22", 2019

Another important indicator which is a fundament for entrepreneurial competitiveness is
regulatory quality. It should be remarked that the Republic of Moldova registers relatively high
performance in this area ranking better than 54.3% of all countries of the world (table 3). Yet, in
the regional context, its results are rather modest recording the fourth lowest efficiency in terms of
regulatory quality. In this regard, Moldova scores better than Belarus, Ukraine, and Azerbaijan,
however, consistently lower than Armenia and Romania. During the researched period, the
country has increased its performance, nevertheless, during the last years the growth has stagnated
the fact pointing severe difficulties in implementing European supported reforms. Estonia is the
leading force in terms of regulatory quality in the Eastern Europe being positioned higher than
93.3% of all countries of the world. It is followed by the Czech Republic, Lithuania, Latvia as
well as Georgia, the least registering consistent improvement of the performance dynamics. It
should be underlined that the region’s scores, on overall, are favourable with 10 states out of 15
recording results exceeding 70" percentile. In these conditions, the performance of the Republic of
Moldova, which is higher than in the previous cases, is not providing any significant advantage
since in the regional context it is still not sufficient.
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Table 3. Worldwide Governance Indicators: Regulatory quality (RQ), Min. Percentile rank

2002 | 2004 | 2006 |2008 |2010 |2012 |2014 |2016 |2017
Estonia 888 |[872 (882 |[917 |885 |91.0 |933 |933 |933
Czech Republic 842 |793 |[833 |80 |81 |810 |80.8 |80.8 |86.1
Lithuania 816 |88 |779 (830 |794 |829 861 |84.6 |832
Latvia 765 | 788 |794 (806 |804 |80.1 |856 |83.7 |827
Georgia 214 | 365 |510 (646 |708 |744 793 |8l7 |81l7
Poland 740 |759 |721 |752 |799 |787 |813 |798 |7838
Slovak Republic 781 828 [848 |[825 |89 |8.6 |784 |788 |764
Hungary 872 |833 |858 (859 |813 |791 |755 |716 |731
Bulgaria 699 |724 |681 |728 |742 |69.7 |70.7 |73.6 |72.6
Romania 56.6 |59.6 |64.7 |680 |718 |692 |716 |70.7 |702
Armenia 571 |581 |588 |[621 |603 |61.1 |59.6 |63.0 |64.4
Moldova 398 |374 |426 |500 [493 [493 ([543 |505 |54.3
Azerbaijan 235 | 281 |314 (413 |39.2 |355 (442 |438 |433
Ukraine 301 394 |319 |330 |340 [299 |293 |36.1 |404
Belarus 5.1 103 |34 9.2 124 |13.7 |154 |163 |245

Source: The World Bank Group, retrieved from info.worldbank.org on January, 22", 2019

Table 4 provides information regarding the performance of the Eastern European countries
in terms of rule of law. As it can be remarked, the Republic of Moldova scores the fourth least
competitive country in the region being ranked on the 37.5 percentile in the world, which is rather
a modest performance and could insure a competitive advantage. Moreover, the Republic of
Moldova is stagnating in dynamics, thus, during 2002-2017 the state has not registered a
significant improvement of the results. The declining scoring for the last two years points severe
difficulties in terms of the rule of law, neither the Association Agreement nor the comprehensive
support of the European Union being efficient in this regard. As in the cases of the previous
indicators, the leading country in the Eastern Europe considering the rule of law is Estonia which
is positioned on the 86.5 percentile, followed by the Czech Republic, Lithuania and Latvia (table
4). Georgia which has been one of the leaders in the cases of the previous indicators records more
modest scoring being positioned on the 63" percentile. The states with the lowest results, besides
the Republic of Moldova, are Belarus, Ukraine and Azerbaijan. Thus, these markets have reduced
attractiveness for doing business since weak rule of law imposes high operational risks, thus,
conditioning un unfavourable environment for development.
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Table 4. Worldwide Governance Indicators: Rule of Law (RL), Min. Percentile rank

2002 | 2004 | 2006 |2008 |2010 |2012 |2014 |2016 |Z2017
Estonia 752 |813 |880 |870 |83 |89 |8.5 |865 |865
Czech Republic 7717|727 |76.6 |808 [80.1 |822 |846 822 |837
Lithuania 653 |689 |703 |716 |(735 |761 |793 |8l1.7 |80.38
Latvia 634 |679 |689 |745 |(739 |728 |784 |80.3 |80.3
Slovak Republic 609 |651 |656 |688 |[(664 |653 |70.7 |745 |716
Hungary 80.7 |775 |828 |813 |73.0 |681 |71.2 |66.8 |70.2
Poland 723 632 |627 |668 |68.7 |723 |774 |740 |68.3
Romania 46.0 |474 |50.7 |538 |564 |57.7 |635 |639 |639
Georgia 153 |321 |402 |476 479 [549 |649 |649 |63.0
Bulgaria 520 |493 |512 |524 |531 |521 |56.7 |524 |519
Armenia 396 [39.2 |354 |447 |374 |427 |413 |505 |495
Moldova 342 426 |383 |394 |431 |46.0 |46.6 |332 |375
Azerbaijan 203 | 201 |215 |216 ([209 |235 |288 |322 |322
Ukraine 248 | 263 249 |274 |251 [263 |231 |245 |25.0
Belarus 7.4 9.6 8.1 139 |142 (174 |20.7 |264 |216

Source: The World Bank Group, retrieved from info.worldbank.org on January, 22", 2019

Another important indicator determining the competitiveness of the entrepreneurial
environment is voice and accountability. Based on the information provided in table 5, it can be
remarked that the performance of the Republic of Moldova is relatively low considering the
regional context since it scores the twelfth most performant, in the world being positioned on the
45.3th percentile. Even if the score has increased during the period of 2002-2017, it decreased
during the last two years the fact underlining important challenges which the state is confronting
with. Alongside with the Republic of Moldova, low scoring is registered also by Azerbaijan,
Armenia and Belarus as well as Ukraine and Georgia. The Eastern European nations which
managed to integrate into the European Union are significantly more competitive than the
previous states. The leader is Estonia which is ranked in the 89.7" percentile, followed by
Lithuania and Czech Republic and Slovak Republic. It is important to underline that the Eastern
Partnership countries which established association agreements as well as deep and
comprehensive free trade areas with the European Union i.e. Moldova, Ukraine and Georgia
report considerably higher performances than the states which have not deepened the cooperation
with the community i.e. Armenia, Azerbaijan and Belarus. This fact underlines the favourable
effect of European backed reforms on fostering democratic capacities in the Eastern European
states which have chosen to follow the European integration route.
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Table 5. Worldwide Governance Indicators: Voice and accountability (VA), Min. Percentile rank

2002 | 2004 | 2006 |2008 |2010 |2012 |2014 |2016 | 2017
Estonia 79.6 |83.7 |846 |856 |834 |859 |882 |89.2 |89.7
Lithuania 731 | 779 |745 |726 |754 |751 |764 |783 |783
Czech Republic 766 (803 (774 |817 |787 |770 |788 |813 |76.8
Slovak Republic 746 (793 |764 |740 |749 |775 |759 |764 |759
Latvia 726 (712 (740 (712 |720 |718 |724 |739 |739
Poland 80.6 |822 |736 |76.0 |801 |826 |823 |744 |729
Romania 60.7 |60.1 |63.0 |62.0 |59.2 |57.7 |60.6 |655 |64.5
Bulgaria 63.7 (663 |659 |[659 |645 |615 |[596 |59.1 |591
Hungary 86.1 (856 |788 |764 |735 |709 |66.0 |59.6 |58.1
Georgia 338 |46.6 (438 [394 |417 |50.2 |576 |557 |54.7
Ukraine 333 |284 |476 |505 |450 |404 |433 |473 |473
Moldova 323 [298 |37.0 |365 |469 |474 |493 |46.8 |453
Armenia 36.8 (303 |264 |245 |251 |(300 |305 |31.0 |320
Belarus 8.5 5.8 5.3 6.7 7.1 6.1 7.9 128 | 123
Azerbaijan 204 (188 |106 |11.1 |128 |122 |74 6.4 6.9

Source: The World Bank Group, retrieved from info.worldbank.org on January, 22", 2019

Another important indicator which determines the competitiveness of countries in terms of
entrepreneurship and business is political stability. Based on the information provided in table 6,
the Republic of Moldova is the fifth least competitive country among the selected in terms of
political stability being ranked on the 38.6" percentile ahead of Georgia, Armenia, Azerbaijan and
Ukraine. It should be mentioned that all of these countries including the Republic of Moldova
have frozen military conflicts on their territory and significant social tensions. If analysing the
dynamics, it can be underlined that political stability in Moldova has slightly declined over the
researched period and stagnated during the last years. The states with the highest political stability
in the region are the Czech Republic being ranked on the 84.3" percentile, followed by Slovakia,
Hungary and Lithuania. Estonia which was a leader in the cases of the previous indicators records
rather modest results. Romania, the European neighbour of the Republic of Moldova, registers
modest scoring in terms of political stability being positioned near the countries of the Eastern
Partnership. Thus, the regional context of the Republic of Moldova is unfavourable for business
activities since the neighbouring countries i.e. Ukraine and Romania, as well as the proper low
scoring of Moldova, condition less attractive business environment.
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Table 6. Worldwide Governance Indicators: Political stability (PS), Min. Percentile rank

2002 |2004 |2006 |2008 |2010 |2012 |2014 |2016 |2017
Czech Republic 83.1 |684 |85 (856 |829 |86.7 [83.3 814 |84.3
Slovak Republic 815 |650 |71.0 (87.0 |86.7 |88.2 |[857 |714 |76.2
Hungary 91.0 |752 |80.7 |71.2 |69.2 |68.7 |68.6 |67.1 |74.3
Lithuania 772 728 |749 |70.7 706 |725 |705 |73.8 |729
Estonia 804 |714 |686 |659 |678 |673 |729 |68.6 [69.0
Poland 714 |51.0 |551 (779 |844 |863 |[76.2 |63.3 |64.8
Latvia 820 |66.0 |729 (519 |645 |61.1 |[619 (624 |63.8
Bulgaria 64.0 [451 |575 |56.3 |57.8 |58.8 495 [49.0 |60.5
Romania 635 [47.6 |50.2 |50.5 [54.0 |488 48,6 [56.2 [49.0
Belarus 55.6 |51.5 |498 |625 422 |479 (529 |51.0 |45.7
Moldova 418 |379 |319 |356 (332 |469 [39.0 |348 |38.6
Georgia 169 (194 179 (168 |242 |242 |348 |33.8 |324
Armenia 376 |408 |37.7 |442 |498 (512 357 |224 205
Azerbaijan 164 (170 |164 |32.7 (365 |23.2 |26.2 |18.6 |18.6
Ukraine 339 [29.6 |44.0 |45.7 |455 (417 |57 6.7 6.7

Source: The World Bank Group, retrieved from info.worldbank.org on January, 22", 2019

Table 7 provides information regarding the descriptive statistics of the dataset. As it can be
observed, the countries of the Eastern Europe register higher performance in terms of regulatory
quality, followed by governmental effectiveness, voice and accountability. The lowest levels of
institutional efficiency are in the area of control of corruption, rule of law and political stability.
The highest discrepancies are recorded in the area of voice and accountability, while the lowest is
remarked for political stability. Yet, it should be remarked that the performances across the
selected indicators are more or less similar, the countries’ governance efficiencies not changing
much from one to another indicator. All the considered indicators are strongly correlated. Thus, by
examining table 8, it can be noticed, that there is an accentuated linear association in all cases, the
situation which underlines two fundamental ideas. First, the evolution of governance efficiency is
directly linked to all considered dimensions. Second, there is a high level of linear association
between the indicators reflecting institutional strength and the dynamics of economic
development.
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Table 7. Descriptive statistics of the indicators.

VA PS RL RQ GE CC Log GDP
Mean 56.2 55.6 54.9 64.0 57.2 51.2 9.5
Standard Error 1.6 1.3 14 15 14 14 0.0
Median 64.1 56.3 59.3 72.8 65.5 58.3 9.7
Standard Deviation 24.7 20.9 22.0 22.9 21.3 22.0 0.6
Sample Variance 611.6 |434.8 |484.2 |5239 |4556 |4843 |04
Kurtosis -0.7 -0.7 -1.0 -0.2 -1.0 -1.1 -0.4
Skewness -0.7 -0.4 -0.4 -1.0 -0.6 -0.5 -0.7
Range 86.3 85.8 80.6 89.8 75.1 83.4 2.8
Minimum 3.4 5.2 7.4 3.4 10.5 5.6 7.7
Maximum 89.7 91.0 88.0 93.3 85.6 88.9 10.5
Count 240 240 240 240 240 240 240

Source: Own calculations
Table 8. Pearson’s correlation matrix of the indicators

VA PS RL RQ GE CcC Log GDP
VA 1
PS 0.72 1
RL 0.92 0.74 1
RQ 0.89 0.64 0.95 1
GE 0.87 0.69 0.94 0.94 1
CcC 0.85 0.73 0.90 0.85 0.90 1
Log GDP 0.55 0.68 0.65 0.57 0.63 0.66 1

Source: Own calculations

Further, it has been undertaken a linear regression analysis between log GDP per capita and
the selected indicators of institutional efficiency, to check the extent to which governance
efficiency affects economic growth in the countries of the Eastern Europe. Accordingly, if the
relations among these indicators are relevant, it can be built a model of showing the dependence of
economic development on the institutional efficiency. The multiple linear regression performed
takes the form of y= Bo + P1x1 + B2x2 + -+ PuXk + €. By examining the information presented in
table 9, it can be underlined that the model which has been built has a relatively high coefficient of
determination of 0.558. This fact underlines that the variation in the dynamics of GDP per capita
are explained by the selected explanatory variables at an extent of more than 55.8%, which is a
consistent rate for our model containing 6 independent variables. It is important to underline that
the significance level F is relevant for the model built reaching negligible values. Referring to the
P-values of the model, it can be observed that the majority do not reach 0.05, the fact highlighting
the idea that they can be considered as relevant. Moreover, two P-values recorded slightly
overpass 0.05 reaching 0.058 and respectively, 0.062. Since the values are very close to 0.05, it
has been decided to include them in the model, as they may be also regarded as consistent, the
difference being negligible. As a result, the performed multiple linear regression makes it possible
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to build the following model exemplified by the 1 formula. It has been performed the Kaiser-
Meyer-Olkin test (Kaiser, 1974) for sampling adequacy which has the value of 0.985, the fact
which underlines that the factors identified are reliable and the sample is relevant. Moreover, it
has been performed the Bartlett’s test of sphericity (Tobias & Carlson, 1969), with a p-value being
close 0, the fact which expresses the idea that factor analysis is relevant for the present study. It
should be mentioned that Mavragani et al (2016) have used similar methodology of analysis in an
attempt to identify the dependence of efficient environmental protection on the quality of

institutions.
Log (GDP per capita) = 8.254 — 0.01VA + 0.012PS + 0.016RL — 0.009RQ + 0.009GE + 0.007€C 1)

Table 9. Multiple linear regression estimations of log GDP
per capita and the selected indicators

Regression Statistics ANOVA
MultipleR | 0.747 df | ss MS F i'gn'f'cance
R Square 0.558 Regression 6 5521 | 920 | 4894 0000
Adjusted R | e Residual 233 4381 | 0.9
Square
Standard 0.434 Total 239 | 99.02
Error
Observations 240

Coefficients Standarg t Stat P-value Lower 95% Upper Lower Upper 95.0%

Error 095% 05.0% PP =70

Intercept 8.254 0099 |83.7 | 0.000 |8.059 8448 | 8.059 | 8.448
VA -0.010 0003 |-34 |0001 |-0.016 |-0.004 0 016 | -0:004
PS 0.012 0002 |56 |0000 |0.008 0017 |0.008 |0.017
RL 0.016 0006 |27 |0006 |0.005 0028 |0.005 | 0.028
RQ -0.009 0005 |-1.9 | 0058 |-0.019 |0.000 0 019 | 0-000
GE 0.009 0005 |1.8 |0.062 |0.000 0018 |0.000 | 0.018
cC 0.007 0003 |19 |0.047 |0.000 0013 | 0.000 | 0.013

Source: Own calculations

5 Conclusions

This study concludes that the Republic of Moldova is one of the least competitive countries
in the Eastern Europe considering the attractiveness of the business and entrepreneurial
environment, the fact which is reflected by weak overall institutional performance regulating
economic processes. This fact determines that the economic competitiveness of the Republic of
Moldova is lower as compared to other nations of the Eastern Europe. This situation contributes to
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state’s more modest level of economic development and living standards. Partly, this unfavourable
situation is determined by weaker entrepreneurial competitiveness and reduced efficiency of the
business sector. Based on the undertaken analysis, the present study accepts the first hypothesis
mentioning that the Republic of Moldova has a limited and non-competitive environment for the
private sector. At the same time, the study accepts the second hypothesis highlighting that low
institutional performance of the Republic of Moldova hampers the development of its business
environment. Accordingly, as it was possible to observe based on the qualitative and quantitative
data analyses, the country has relatively weak positions considering the fundamental factors for
entrepreneurial competitiveness (i.e. control of corruption, government effectiveness, regulatory
quality, rule of law, voice and accountability, political stability) as compared to other Eastern
European countries, both members and non-members of the European Union. This fact reduces
the economic attractiveness of the country the fact which demotes business initiatives and private
sector growth. The business environment in the Republic of Moldova is suppressed by an
extractive institutional framework which assure a non — competitive and unfair business climate.

Accordingly, it can be remarked that the Republic of Moldova in the context of the global
economy is economically weak and register feeble entrepreneurial activity and, consequently,
economic competitiveness. It is much weaker than the leading economies of the world such as the
United States of America or the European Union, and China, or less developed economies such as
Ukraine, Georgia and Romania, the fact which should alarm governing elites towards
implementing more business-oriented policies acting as a pillar of competitiveness. Moreover, the
economic attractiveness of the Republic of Moldova in the region is shrinking due to institutional
stagnation, the situation minimising the ability of the state in attracting foreign and domestic
investments. The most recent evolution of the country in terms of institutional effectiveness has
demonstrated the inability of the governing elites in the country in pursuing efficient anti-
corruption policies the fact leading the Republic of Moldova to declining economic
competitiveness and growth potential. Weak unity, leadership and institutions undermine the
strategic socio-economic security of the country, the national institutional structures which despite
of large investments and support from the EU has limited political influence both in reducing
corruption and improving governmental policies’ efficiency.

Over-regulation which in most of the times is applied to extract benefits from entrepreneurs
by the representatives of the public sector. This interference into the economic processes is
leading towards misallocation of resources and concentration of them into unproductive areas the
fact resulting in very income growth in the country. Moreover, paying protection taxes leads to
minimising the investments of business in strengthening innovation and research and development
capacities since entrepreneurs could gain advantages through implying protection mechanisms.
Despite the fact that government developed several policies oriented towards fostering the
business activity, they rather proved to be inefficient due to unfavourable economic environment.
The country intended to stimulate the progress of the private sector through reforms
implementation, yet, they were not well-designed and over complex. Countries with more efficient
policy making are more effective in generating welfare and improve the long-term wellbeing of
the population as compared to states promoting initiatives restricting the entrepreneurial freedom
and imposing additional direct or indirect barriers to the free market mechanisms. Additionally, in
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the economies with stronger bureaucratic interference, as is the case of the Republic of Moldova,
into the business processes, the public institutions responsible of overall day to day activities tend
to become affected by red tape and corruption at different levels the fact causing the decline of
economic competitiveness and entrepreneurial performance. These conclusions have as a strong
fundament the economic model which has been built by the present study explaining the
interdependence between economic growth and institutional efficiency, a key pillar of
entrepreneurial competitiveness the fact being confirmed by the Kaiser-Meyer-Olkin test and
Bartlett’s test of sphericity.
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After 83 years since the beginning of the second world war, it was hard to imagine that
Europe will see another war in the twenty first century. Nevertheless, it is a horrible reality, a
tragedy that affects not only Ukraine that was attacked in a cruel, barber, unfair and
unprovoked way by an aggressor country that is Russian Federation, but also the neighbouring
countries, as well as the whole continent and world economy in general.

Although the war in Ukraine is impacting international trade, supply chains, logistic
networks, commodities markets, international investments, food security, energy security
worldwide, definitely the degree of impact varies across countries and sectors. Obviously, the
countries with lower income are the ones that are exposed to a greater extent to the negative
effects deriving from the war in Ukraine, with less possibilities of compensating internally the
associated losses.

Needless to say, that the war in Ukraine came when the world economy was still
struggling with two years Covid-19 pandemic, thus putting additional pressure on the
international trade, investments, supply chains, logistic networks and commodities markets.

The highest negative impact is felt in such markets as the one of fuels, food and
fertilizers, where Ukraine and Russian Federation have a high share in international trade.

Overall, the effects of the war in Ukraine on international trade range from deficit of
food products, raw materials and components faced by a number of countries to cancelled
trade routes, changes in demand and significant increase of prices for agricultural products,
energy and metals, thus determining a higher inflation rate worldwide.
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Looking from microeconomic perspective, the war in Ukraine has direct effects on the
companies operating in Russian Federation and Ukraine and on firms relying on suppliers
from those markets (Winkler et al. 2022). Nevertheless, the shock caused by the war goes far
beyond Russian Federation, Ukraine and Belarus, as geopolitical risks have increased
significantly at the global level. The global Geopolitical Risk Index (Caldara and lacoviello
2022) has more than doubled since the beginning of the year. The data also show substantial
changes in geopolitical risks in several economies that are more integrated than Russia and
Ukraine in global value chains, including China, Finland, Sweden, Taiwan, among others,
pointing to changing perceptions on the risks of future conflicts and sanctions.1

Significant negative effect on international transportation is determined by the increase
in the fuel costs that determine higher freight rates, that have already reached record highs
during the COVID-19 pandemic. Additionally, economic sanctions against Russia and safety
concerns have disrupted land and air transport routes via Ukraine and Russia. Rerouting these
connections is expensive. More than that there are limited possibilities to divert shipments via
the already disrupted maritime transport sector. Correspondingly, there are fewer Black Sea
trade routes, thus even countries that do not have trade restrictions may face difficulties to
import from the region.

According to World Trade Organisation (WTO), the merchandise trade volume growth is
expected at 3.0% in 2022 and 3.4% in 2023, but these estimates are subject to changes due to the
fluid nature of the war. Global GDP at market exchange rates is expected to grow by 2,8% in the
year 2022 following an increase of 5,7% in the year 2021, and for the year 2023 the estimation is
for a growth rate of 3,2%, thus no fundamental changes in the trade to GDP ratio are expected in
the years 2022-2023 in comparison with the corresponding ration registered in the previous
decade. As for the regions that are expected to register a decline in trade flows, as per WTO
estimations, CIS is foreseen to have a 12% decline in imports in 2022, but on the export side it is
expected to register an increase of 4,9% due to still considerable exports of energy from Russian
Federation, the growth being determined mostly by the increase of prices in energy resources. It is
also expected for regional disparities to narrow due to weak import demand in Europe and Asia.
According to WTO forecasts in 2022 export volume growth per regions is expected as follows:
3,4% in North America, -0.3% in South America, 2.9% in Europe, 4.9% in the CIS, 1.4% in
Africa, 11.0% in the Middle East, and 2.0% for Asia. On the import side it is estimated an import
growth of 3.9% in North America, 4.8% in South America, 3.7% in Europe, -12.0% in the CIS,
2.5% in Africa, 11.7% in the Middle East and 2.0% in Asia. As for estimations for 2023, except
for the Middle East, according to WTO all regions are expected to register downward evolution.
Trade costs increase in the short run as a result of sanctions, export restrictions, energy costs and
disruptions in transport. Considering the world trade in services, it is estimated that it will also be
impacted by the war in Ukraine, in particular transport sector covering container shipping and
passenger air transport. The sanctions applied on Russian businesses and individuals are likely to
have a strong effect on commercial services trade.2

1 Caldara, D and M lacoviello (2022), “Measuring Geopolitical Risk”, American Economic Review 112(4): 1194-
1225
2 WTO, https://www.wto.org/english/news_e/pres22_e/pr902_e.htm (accessed on 4.10.2022)

149



https://www.wto.org/english/news_e/pres22_e/pr902_e.htm

DOI: 10.5281/zenod0.7563976

The most immediate economic impact of the crisis has been a sharp rise in commodity
prices. Despite their small shares in world trade and output, Russia and Ukraine are key
suppliers of essential goods including food, energy, and fertilizers, supplies of which are now
threatened by the war. Grain shipments through Black Sea ports have already been halted,
with potentially dire consequences for food security in poor countries.

According to UNCTAD data, in the year 2021 Ukraine had registered revealed
comparative advantage (RCA) for over 60 groups of products, nine of which registered an
RCA higher than 10: in particular for fixed vegetable fats and oils, crude, refined, fractio,
RCA - 37,9, for maize it registered an RCA of 36,9, Barley, unmilled, RCA — 35,5, wheat
RCA — 26, ingots, primary forms, of iron or steel — 25,5, fuel wood and wood charcoal, RCA —
16,9, pig iron and spiegeleisen, sponge iron, powder RCA — 15,7s. It is to be highlighted that
from the total number of groups with RCA higher than 1, about 64% are manufactured goods
or goods with certain degree of processing (semi-finished and finished goods).

Furniture; bedding, mattresses, mattress supports,...
Articles of iron or steel
Residues and waste from the food industries;...
Wood and articles of wood; wood charcoal
Qil seeds and oleaginous fruits; miscellaneous grains,...
Machinery, mechanical appliances, nuclear reactors,...
Electrical machinery and equipment and parts...
Animal or vegetable fats and oils and their cleavage...
Ores, slag and ash

Cereals

Iron and steel

o

4000000 8000000 12000000

H2021 ®m2020 m2019 m2018 m2017

Figure nr. 1. Evolution of Exports of Ukraine by main group of products in 2017-2021,

thousands USD
Source: elaborated by the author based on data from ITC (trademap.org)

The greatest share in Ukrainian exports in the year 2021 is held by iron and steel that
registered an increase of more than 30% in 2021 in comparison with 2020, followed by cereals
that similarly in 2021 registered a sound increase in exports in comparison with the year 2020
around 12,5%. The following groups of products that registered the highest share in exports
similarly increased the volumes of exports in 2021 heating the highest values registered in the

3 UNCTAD, Revealed Comparative Advantage RCA Radar Plots, https://unctadstat.unctad.org/en/RcaRadar.html
(accessed on 5.10.2022)

150


https://unctadstat.unctad.org/en/RcaRadar.html

DOI: 10.5281/zenodo.7563976

period 2017-2021, the only exception being oil seeds and oleaginous fruits, for which the
record was registered in the year 2019.
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Figure nr. 2. Main importing countries of Ukraine merchandise exports in 2017-2021,

thousands USD
Source: elaborated by the author based on data from ITC (trademap.org)

Analysing the geographical distribution of Ukraine exports of merchandise, among the
most important partners in 2021 were: China, Poland, Turkey, Russian Federation, Italy,
Germany, Romania being on the 13" place, Belarus — on the 14" place and Republic of
Moldova — on the 20" place. Thus, following the invasion of Russia in Ukraine with the
support of Belarus, and consequent restrictions imposed by Ukraine to the aggressor countries:
Russia and Belarus, the exports to these countries in 2022 will register a dramatic decrease,
correspondingly the imports from these countries will have a similar evolution.

As a response to Russian Federation’s invasion in Ukraine, a number of countries have
applied temporary trade measures as part of the economic sanctions applied to Russian
Federation, Belarus and other countries. In this context export restrictions/bans were applied
by 57 countries by October 2022 according to ITC Market Access Map.

There were 151 trade measures related to the War in Ukraine in force on 28 October
2022, as per ITC Market Access Map data.

All applied liberalizing measures were directed towards supporting Ukraine’s exports,
for example, Australia starting with 4 July 2022 for a 12-month period, applies free rate of
duty for goods that are the produce or manufacture of Ukraine. Similarly, Canada, starting
with May 2022 has removed tariffs for a one-year period, thus supporting Ukraine’s economy
by ensuring that Ukrainian goods are able to enter Canada duty-free. United Kingdom starting
with April 2022 decided to cut tariffs on all goods from Ukraine to zero under the UK-Ukraine
FTA, providing much-needed economic support to Ukraine. Similar measures were applied by
EU, starting with April 27, 2022, the European Commission suspended for one-year import
duties on all Ukrainian exports to the European Union, including the suspension for one year
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of all EU anti-dumping and safeguard measures in place on Ukrainian steel exports. On May
24, 2022, the Council of the European Union adopted a regulation allowing for temporary
trade liberalisation and other trade concessions with regard to specified Ukrainian goods. In
May 2022, United States of America United have temporarily suspended 232 tariffs on
Ukrainian steel for one year. A number of other countries have applied similar supporting
liberalizing measures towards Ukrainian products.

At the same time, in order to ensure availability at reasonable prices of basic products
and products of vital importance in the manufacturing process, countries all over the world
have introduced a series of liberalization measures on imports. Some countries have applied
zero customs duty rate for the import of selected goods, like agri-food products, in an effort to
reduce the increase of prices of these goods. For example, Brazil starting with March 2022
until 31 December 2022 applies 0% import customs duty for the following products: coffee,
margarine, cheese, macaroni, soybean oil, ethanol and sugar. Similarly, Dominican Republic,
starting with April 27, 2022 enacted a Law to temporarily remove import taxes from 67 tariff
subheadings of basic products.s These measures are taken to counter the increases in the prices
of basic necessities and fuels that have risen further after Russia's invasion of Ukraine.

Simultaneously, the majority of countries have applied restrictive measures on the
aggressor countries: Russian Federation and Belarus, in order decrease their military capacity
and indirectly contribute to the reduction of the war magnitude or even its eventually, these
measures were applied together with other support measures, including military and economic
support provided by the majority of countries to Ukraine, including support offered to
refugees from Ukraine.

Canada has withdrawn the Most-Favoured-Nation (MFN) tariff from goods that originate
in Russia or Belarus since March 2022. Correspondingly all goods originating from Russian
Federation or Belarus will be subject to the General Tariff rate of customs duty of 35%.

European Union since Russia’s invasion in Ukraine has imposed a wide range of
sanctions on Russian Federation and Belarus, eight packages of sanctions were adopted and
applied until October 2022 for a wide range of products.

Since March 2022, Japan has designated 200 items and technologies to an export ban on
Russia and Belarus. It prohibits the export of general-purpose products that are thought to
contribute to strengthening the military capabilities of the Russian Federation. Additionally,
Japan bans the export of high-end cars and other luxury goods to Russia starting from April
2022. Similar measures were applied in respect to Belarus. Additionally, Japan starting with
April, May 2022 has announced measures to reduce its reliance on Russia for energy, which
includes phasing out and banning Russian coal and oil imports. Since September 2022, Japan
bans exports to Russia of chemical weapons-related goods and exports to 21 organizations.

In a similar mode, New Zeeland has imposed export restrictions on 25 February 2022 for
military and other goods that have a civilian use but that are intended for military use to
Russian Federation, and on March 15, 2022 - the measure was extended to Belarus. On August

4 ITC https://www.macmap.org/ukraine (accessed on 11.10.2022)
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1, 2022 were announced further sanctions on the armed forces and military-industrial complex
of the Russian Federation and Belarus.

Starting with March 2022, United Kingdom applies export prohibitions to critical-
industry, dual-use, military goods, as well as luxury vehicles, high-end fashion, works of art,
aviation and space related goods to Russian Federation.

From March 2022 USA imposed restrictions on the export, reexport, and transfer of luxury
goods to all end users in the Russian Federation and Belarus. Also export prohibition on goods
related to the oil industry to Russian Federation was imposed from March 2022. Additionally,
USA imposed embargo on the importation into the United States of the following products of the
Russian Federation: crude oil, petroleum, fuels, coal, other specified products, fish, seafood,
alcoholic beverages, non-industrial diamonds, other products. The United States also imposed
further export controls on specified items that can support Russian and Belarusian military, such
as military and other dual-use goods, starting with 15 September 2022.5

As a result of implementation of the above-mentioned restrictive measures, it was
registered in the period July 2021 and July 2022, a decline of the share of the Russian
Federation’s total exports to countries with restrictive measures by 24% (to 32%), with the
value of exports to countries with restrictive measures falling by $4.6 billion, and the value of
exports to countries without restrictive measures increasing by $8.5 billion. Over the same
period, the share of the Russian Federation’s total imports from countries with restrictive
measures registered a decline of 24% (to 26%), with the value of imports from countries with
restrictive measures falling by $4.4 billion, and the value of imports from countries without
restrictive measures increasing by $1.2 billion. So, we can observe that the difference between
increase of exports and imports to and from countries without restrictive measures vary
significantly in favour of exports of Russian Federation towards these countries.

If to analyse the share of Belarus’s total exports to countries with restrictive measures in
the same period, July 2021 and July 2022, it declined by 21% (to 34%), with the value of
exports to countries with restrictive measures falling by $231 million, and the value of exports
to countries without restrictive measures falling by $30 million. In July 2021-July 2022, the
share of Belarus’s total imports from countries with restrictive measures declined by 6% (to
46%), with the value of imports from countries with restrictive measures falling by $79
million, and the value of imports from countries without restrictive measures increasing by
$4.5 million.s Thus, in case of Belarus, exports have declined for both countries with and
without restrictive measures, and for imports while the imports from countries with restrictive
measures declined, the imports from countries without restrictive measures have increased.

Additionally, the transportation networks were considerably affected, first of all Russian
Federation connections to European ports have been cut, and goods exports to other destinations
have been constrained. Secondly, Ukraine’s Black Sea ports have been blockaded or occupied,
leaving the country few routes for its commodity exports. Thirdly, the war brought reciprocal
closures of air space between Russia and 36 countries, having as a consequence longer routes and

5 ITC data https://www.macmap.org/ukraine (accessed on 12 October 2022)
6 ITC https://tradebriefs.intracen.org/2022/9/series (accessed on 14.10.2022)
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higher prices for air freight between Europe and East Asia. As a consequence, disruptions to
global and regional supply chains have caused input deficits and price increase.

A significant area of concern is the commodity markets of food and fuels, being given the
fact that Russian Federation and Ukraine are global players in agrifood markets and that they
account together for 53% of the share of global trade in sunflower oil and seeds, 27% of the share
of global trade in wheat, and 23% of the share of world trade in barely.

The degree of dependence on Russian Federation and Ukrainian agrifood products varies
among countries, with some being particularly dependent on imports from the Russian
Federation and Ukraine, such as Turkey — 25,9%, China — 23% and India — 13% of total
imports of wheat, corn, barley, colza, sunflower oil and seeds.

The highest concern is raised in relation to lower income countries that are the most
exposed to the shortage of agrifood products. Based on UNCTAD calculations, on average,
more than 5% of the import basket of the poorest countries are products that are likely to face
a price increase resulting from the ongoing war in Ukraine. While the share is below

1% for richer countries.

An example of highly dependent market on the exports from Russian Federation and
Ukraine is the wheat market. In 2018-2020, Africa imported $3.7 billion in wheat,
representing 32% of total African imports from Russian Federation and $1.4 billion from
Ukraine, representing 12% of total African wheat imports. The corresponding imports by the
least developed countries of wheat from were, respectively: $1.4 billion (29%) from Russian
Federation and $0.5 billion (10%) from Ukraine. Analysing closer the dependence of African
countries, including the least developed countries, reveals for some countries a much higher
dependence on the wheat imports from Russian Federation and Ukraine. Around 25 African
countries import more than one third of wheat from Ukraine and Russia, the highest share of
wheat imports from these two countries belong to the following countries: Somalia — 100%,
Benin — 99%, Lao People‘s Democratic Republic — 93%, Egypt — 81%, Sudan — 75%.7

Overall, the war in Ukraine will have the highest negative impact and correspondingly
the GDP contractions are estimated by IMF to be registered for countries actively involved in
the war, thus in 2022 it estimated that GDP decline for Ukraine will be equal to -35%, the
GDP decline for Russian Federation will be -8,5% and for Belarus -6,4%.

At the same time there is a high dependence of some countries on the exports markets of
Ukraine, Russian Federation and Belarus, in this regard, the example of Guinea that exports
100% of its aluminium oxide, and 99% of its fresh fruits to these countries reveals the high
dependence of some countries on these markets. s These countries would have to value the
unrealized export potential on other markets besides these countries, but this is something that
would require time and investment.

Concerning Republic of Moldova, it can be highlighted that besides the countries
directly involved in the war, Moldova is the one most significantly affected, facing indirect
consequences of the war in Ukraine, being the neighbour of Ukraine, having tight trade

7 UNCTAD, The Impact on Trade and Development of the War in Ukraine, UNCTAD Rapid Assessment, 16 March
2022
8 IMF, World Economic Outlook, July 2022
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relations with Ukraine and Russian Federation, as well as Belarus, having the political issue of
unresolved Transnistria region status. Also, Republic of Moldova received over 400 thousand
refugees from Ukraine, and nearly 100 thousand of them decided to settle in the country until
they will be able to return safely to their homes in Ukraine. Despite being one of the poorest
and smallest nations in Europe, Moldova was able to quickly provide refuge to over 100
thousand Ukrainians.

At the same time, Moldova did not join the sanctions against Russia. It was explained
that joining the anti-Russian sanctions would not harm Russia and yet significantly jeopardize
Moldova’s gas imports from Russia [Ukrinform.net, 2022]. The supply of natural gas is one of
the most sensitive issues in the country, the country relying 100% on the imports of natural
gas from Russian Federation. Moldova is one of the countries that were most severely hit by
the rise in natural gas prices and the recent sharp increase in gas prices became perhaps one of
the most acute economic problems for the population. Currently, Moldova has no alternative
for Russian natural gas, and the price of supply from other channels, in any case, would be
higher than that of Russia.

It should be mentioned that Russia is still an important market for Moldova’s exports.
Nearly 8% of Moldova’s exports go to Russia. In some sectors of the Moldovan exports, the
share of Russia is very high. For instance, Russia accounts for nearly half of all agricultural
exports of Moldova [UN Comtrade, 2021].

Moldova imports over 90% of its seeds, fuel, and fertilizer from Ukraine and Russia.
The war has left 33,000 small- and medium-scale Moldovan farmers virtually empty-handed.
In the absence of fertilizers, the production of selected crops was about 30% lower this year.9

The war in Ukraine has increased food and energy prices, which fuel Moldova’s already
high inflation (28,5%) In 2022. Therefore, financial support from external partners plays a key
role for Moldova. Moldova is expected to register a growth of GDP of about 0% in 2022, and
a budget deficit of 7,5% of GDP.10

The war in Ukraine impacts international trade, supply chains, logistic networks,
commodities markets, international investments, food security, energy security worldwide, but
the degree of impact varies across countries and sectors. The country that is suffering the most
is Ukraine, but if to consider other countries excluding aggressors like Russian Federation and
Belarus, the countries with lower income are the ones that are exposed to a greater extent to
the negative effects deriving from the war in Ukraine, with less possibilities of compensating
internally the associated losses. In this regard, it is to be highlighted the negative effects, and
risks associated with increased rate of hunger of some African countries, but also if to focus
on the neighbouring countries, Republic of Moldova is the one suffering most because of
inflationary pressure and energy crises. More than that, it has limited internal capacity to cope
with associated risks, including security risk.

9 https://statistica.gov.md/en/statistic_indicator_details/19 (accessed on 16.10.2022)
10 IMF data, https://www.imf.org/en/Countries/MDA (accessed on 17.10.2022)
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Abstract. In the following article, we propose to analyze elements likely to obstruct the proper development of
intercultural communication, contributing to the decrease of the degree of fidelity, accuracy and efficiency of the
message transfer.

In order to have a successful intercultural communication, it is necessary to take into account the characteristics of a
certain type of national culture, whose representatives come into contact.

The model disscused in the present paper is the most popular one, that of Geert Hofstede with its 6 dimensions, and
their values and contribution to communication in the Republic of Moldova.
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Introduction

The process of globalization and integration of civilizations at the planetary level, the
growing importance of international business, the intensification of population migration and
travel for personal and professional interests, as well as the various challenges related to the
pandemic, conflicts, etc., have significantly increased the role of communication in an
intercultural context. In this sense, communication has become a much more complex process
than we could imagine.

The difficulties that arise in the communication of representatives of different cultures are
largely due to the national characteristics of their communicative behavior. Overall, both the
verbal and non-verbal behavior of an individual or a group of people is defined through the norms
and traditions of the societies they represent.

The subject discussed in this paper is very important. In order to have a successful
intercultural communication, it is necessary to take into account the characteristics of a certain
type of national culture, whose representatives come into contact. In cultures with different
indicators of cultural parameters, there are different approaches to communication. Thus, the
knowledge of cultural dimensions from different models: Hall, Hofstede, Trompenaars and others,
becomes an important element in the intercultural approach to communication.
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The present study focused on the most used model, that of Geert Hofstede, a Dutch scientist in
intercultural management, which includes 6 cultural dimensions. The paper below represents the
analysis of the results obtained in the Republic of Moldova. So, in the investigative approach we tried
to deduce the impact of intercultural barriers on communication, proposing some suggestions and
solutions in order to neutralize the factors that generate them or to diminish their influences.

Barriers in intercultural communication

Intercultural differences can obviously influence the quality of the complex communication
process. Being culturally dependent, communicational relationships between individuals and
groups at the level of encoding, decoding, message and feedback must always be interpreted in a
concrete context.

Both anthropologists and social scientists try to identify, systematize and explain the specific
elements/dimensions of cultural, attitudinal and behavioral differentiations. Furthermore, various
recommendations are offered in order to reduce differences and overcome possible
communication barriers, internal and external, voluntary or involuntary, formal or informal,
sometimes very subtle, at cultural or intercultural level, which can generate misunderstandings,
ridiculous confusions, considerable mistakes.

In general terms, intercultural barriers represent various obstacles, blockages, disturbances,
dysfunctions that reduce to a greater or lesser extent the effectiveness of intercultural skills,
especially those of communication. In other words, any element that can obstruct the proper
development of communication, diminishing the degree of fidelity, accuracy, efficiency and
effectiveness of the message transfer, represents a barrier or an impediment in the process of
intercultural communication.

Numerous classifications of communication barriers are present in the specialized literature.

1.-O. Panisoara argues on the barrier concept, with a processual and progressive vision of the
component parts of the communication process, identifying system barriers (at the receiver and
transmitter level) and process barriers (resulting from the interaction within communication) [6, p. 95].

Researchers R.M.Céndea and D.Céandea call them "disturbances™ which can be both external
in nature (physical environment, distance between communicators, visual stimuli, time,
interruptions in the communication process, technical means, organizational structure and channel
system, etc.), as well as internal (physiological factors, semantic, perceptual and serial distortion,
tendency to evaluate, defective message formation, individual differences, etc.) [1, pp.121-124.]

A. Prodan lists three categories of communication barriers: reception, understanding,
acceptance, and offers some recommendations in order to reduce their effects [8, p. 31].

V. Marinescu, citing Burton and Dimbley, presents three types of factors that inhibit
intercultural communication: technical (physical barriers such as noise), semantic (lack of ability
to understand the meaning of verbal and non-verbal signals), psychological (erroneous perception
of the message) [5, p. 61].

Analyzing the impact and unwanted consequences on intercultural communication, we
propose some ways of overcoming the problems, minimizing and mitigating the negative impact,
eliminating gaps, decreasing negative incidence. The initial identification of the existing or
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potential barriers, according to the typology, and the advancement of solutions capable of
optimizing and making the communication process more efficient.

Cultural dimensions in overcoming communication barriers

Intercultural communication requires an awareness of cultural differences, as what may be
considered perfectly acceptable and natural in one culture may become confusing or even
offensive in another culture. It follows that all levels of communication: verbal (words and
language itself), non-verbal (body language, gestures) and etiquette (clothing, gifts, meals,
customs and protocol) are affected by cultural dimensions.

Researching cultural dimensions in the Republic of Moldova, as well as communication
from intercultural perspective, are fairly recent approaches. However, on the official website of
the Hofstede model [9], values regarding our country are also estimated. In 2019, as part of the
research of the Center for Scientific Research in Psychology [7], national dimensions were
explored according to Hofstede's model, obtaining similar scores for the Republic of Moldova to
those proposed by the Dutch researcher on the website official.

Following the comparative study of the results of the investigations mentioned in Figure 1,
we can highlight the peculiarities of the national culture in the Republic of Moldova, which
determine the orientations of the national cultural profile, with the characteristics influensing the
communication process.

Cultural Dimensions in the Republic of Moldova

B Center of Scientific Research in Psychology M https://www.hofstede-insights.com/

6. Indulgence vs Re

5. Long-term vs Short-time Ori
4. Uncertanty Avoidande Index

3. Masculinity vs Feminity

2. Individualism vs Collectivism

1. Power Distance Index

-20 0 20 40 60 80 100 120

Figure 1. Hostede dimensions in the Republic of Moldova
Source: Own work based on [2]

Thus, in the Republic of Moldova, a large hierarchical distance is noticed, which indicates
that authority is concentrated in centralized decision-making structures, there are strict
organizational hierarchies, the flow of information is constrained by these hierarchies [3]. Also,
there is a lack of information in the framework of horizontal hierarchical communication. In the
case of interacting with people from a high power distance culture, a special approach to obtaining
feedback and engaging in discussion would be necessary, as their cultural framework may prevent
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active participation in the communication process. Less powerful people must accept decisions
without comment, even if they have a concern or know there is a significant problem.

At the same time, we report a high collectivism index in the Republic of Moldova, which
implies the involvement of all members of society. Society in the Republic of Moldova tends to
cultivate specific communicative values, such as: self-respect, friendship and the feeling of
achievement within the group (vertical collectivism), working for the well-being of those closest
to the collective. For a successful intercultural dialogue, communication styles favorable to the
situation must be applied, being aware of the differences in perception and thinking of the
participants in the communication act. In order to overcome possible barriers in intercultural
communication and increase collaboration, representatives of collectivist cultures must know and
be aware of the main features of individualist culture, such as: autonomy, independence, ambition,
inner harmony, etc.

The dominance in communication of traditional feminine values, characteristic ~ for  the
Republic of Moldova, means that caring for others is a dominant value. In communication behavior,
society members seek a collaborative environment and request the support of all group members,
regardless of their contribution [4]. Thus, in the process of communication, feminine values such as:
patience, tolerance, care, the quality of the communicative act, prevail over specifically masculine
values: affirmation, competition, achievement, assertiveness, possession of money and goods, but
also indifference, carelessness towards others. In this sense, it would be good for communication to
combine not only satisfaction and care for loved ones, members of the group/society, but also
courage, the desire for achievement and evolution, both personal and professional.

In general, uncertainty avoidance refers to the level of acceptance of uncertainty and
ambiguity within a society [9]. The Republic of Moldova is a country with an extremely high
uncertainty avoidance score, which demonstrates a low tolerance for uncertainty and ambiguity.

The high uncertainty avoidance index in the intercultural communication process can be
reduced by reducing apparent uncertainties, for example, by introducing rules and following clearly
defined procedures, rituals, etc., to make group members less stressed and anxious, more open to
change, curious rather than fearful of what is different in the context of linguistic diversity.

In a culture that has a short-term orientation, such as that of the Republic of Moldova, it is
necessary to put greater emphasis on the reciprocity of the communicative act, of gifts and
rewards. While there may be respect for tradition, there is also a predilection for personal
representation and honor, a reflection of identity and integrity in communication. Personal
stability and consistency are also valued in a short-term oriented culture, thus contributing to an
overall sense of predictability and familiarity [9].

Restriction in communication is specific to the culture of the Republic of Moldova. Due to
cultural constraints that inhibit the development of personality, the realization of one's own
desires, people become tense, stressed and nervous. This is felt in everyday social interactions
where citizens show irritation, nervousness and unkindness [9]. Because expressing personality is
difficult, communication is austere, and people fear criticism and others’ opinion. In order to
reduce the level of austerity, such characteristics as: critical thinking, flexibility, creativity and
originality, self-esteem have to be encouraged.
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Conclusions

In the era of globalization and cultural expansion, communication with people from various
countries and cultures becomes a much more complex process. It is necessary to know, understand
and accept specific elements/dimensions or those related to language, religion, cultural evolution,
behavior and style of communication, perception of time and space and so on

Recognizing existing and potential barriers, including their impact in an intercultural
context, is of particular importance in order to communicate efficiently and effectively at the level
of individuals, groups, society.

The study carried out according to the Hofstede model and the analysis of the obtained
results, allow us to find some similarities, but also differences in the approach to communication
in a cultural and intercultural context.

After analysing the dimensions described in the paper, it ishighly recommended to train and
develop intercultural skills necessary in a new environment in order to mitigate, minimize the
negative effects and to remove blockages and misunderstandings. Communication techniques,
including active listening and positive feedback, promotion of common values focused on self-
esteem, collaboration, empathy, support and motivation, involvement in decision-making, critical
thinking will make a creative and harmonious environment of intercultural interaction.
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Abstract. This article presents the results of an analysis of energy cooperation between the EU and Israel, which is
aimed at reducing the dependence of European states on Russian energy carriers. The need for getting rid of energy
dependence on Russian oil, gas and coal among the EU member states arose after the invasion of Russian troops in
Ukraine on February 24, 2022. The Russian-Ukrainian war led not only to the deterioration of Russian-Ukrainian
relations, but also to the imposition of Western sanctions against Russia, a country that is the main supplier of energy
to the European market. The desire to abandon Russian energy carriers forced the European states to look for new
suppliers of oil, gas and coal. One of these suppliers decided to become Israel, which, according to Western human
rights activists, is pursuing a policy of apartheid. The purpose of this study was to analyze the cooperation between
the European Union and Israel in the field of natural gas supplies from the eastern Mediterranean Sea. During the
study, the author came to the conclusion that this cooperation:

1) most likely will not help the countries of the European Union to fully compensate for the reduction in natural gas
supplies from Russia;

2) carries risks for the reputation of the European Union as a defender of human rights and freedoms in the world
(because Israel continues to pursue an aggressive foreign policy in the Middle East, continues to occupy and annex
the territories of neighboring states, build illegal Jewish settlements in the occupied territoriesi: of Palestine and
Syria, conduct apartheid, commit politically motivated assassinations of their critics).

Keywords: EU, Energy Cooperation, Israel, Apartheid, war in Ukraine, Palestine

JEL Classification: F51, F53, F68, K33

The Russian invasion of Ukraine on February 24, 2022 forced the European Union to
impose unprecedented financial and economic sanctions against the Russian Federation, aimed at
exerting maximum economic and political pressure on the Russian leadership in order to force it
to abandon its policy towards the Ukrainian state. According to the initiators of the imposition of
sanctions, the most tangible for the Russian economy should have been the sanctions imposed
against the Russian energy sector, as well as the embargo on imports by EU member states of
Russian oil, gas and coal. The sanctions imposed by the Europeans, however, did not stop the war
in Ukraine, but led to an increase in energy prices in European countries, as well as to a shortage
of coal (in particular in Poland), oil and gas. This deficit could become a major problem for EU
member states this winter. Having decided to minimize the negative economic consequences of

11 P. Pokrzywinski, Zjawisko izraelskich nieautoryzowanych osiedli na Zachodnim Brzegu Jordanu,
https://www.researchgate.net/publication/350735882_Zjawisko_izraelskich nieautoryzowanych_osiedli_na_Zachodn
im_Brzequ_Jordanu_Wschodnioznawstwo 2020 vol_14 [09.10.2022]
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their decision to get rid of energy dependence on Russia, the countries of the European Union
began to look for alternative energy suppliers to the European market. Among the potential
exporters were considered Algeria (this country has large oil and gas reserves, and is also
connected by pipelines to France), Angola (this country has large natural gas reserves), Qatar (this
country is one of the world leaders in the export of liquefied natural gas), Azerbaijan (this country
has large oil and gas reserves, and also has a pipeline infrastructure that bypasses Russia, such as
the Baku-Thilisi-Ceyhan oil pipeline), Saudi Arabia (this country is a world leader in oil
production and export, as well as a leader in the Organization of Nations - oil exporters, OPEC)
and others. It was not difficult for European states to find a replacement for Russian oil, but
serious difficulties arose with the replacement of Russian gas. For example, Qatar, on whose
liquefied gas both Germany and the countries of Central and Eastern Europe counted (having
terminals for receiving LNG tankers), refused to supply more gas to the EU. The emirate's
authorities motivate their decision by their unwillingness to reduce their presence in the Chinese
energy market, which is the main market for Qatari LNGz2. The countries of the Eastern
Mediterranean, including Turkey, Cyprus, Egypt and the partially recognized state of Israel,
decided to take advantage of the situation in the European energy market. Turkey has intensified
geological work to search for gas fields off the coast of Turkish-occupied Northern Cyprus and
hopes to start producing gas there, which could be both exported to the EU countries and also sold
on the domestic marketi3. This would help Turkey reduce its dependence on Russian gas imports.
Egypt and Israel also announced their readiness to increase gas production and sell it to Europe in
the form of LNG.

In June 2022, the Eastern Mediterranean Gas Forum was held in Cairo, at which the EU
signed an agreement with Egypt and Israel on the supply of liquefied natural gas to Europe. The
head of the European Commission, Ursula von der Leyen, called this agreement "historic” and
expressed confidence that gas supplies from Egypt and Israel will help EU member states get rid
of dependence on Russian gasi4. However, this agreement caused serious discussion in the
European scientific community, as well as among politicians, experts and human rights activists.
The discussion was driven by the following factors:

1. Israel is a partially recognized state in the Middle East, whose independence is not
recognized by most countries in the region;

2. lsrael's land and sea borders are disputed (including the sea border with Lebanon. The
Lebanese authorities claim that Israel illegally produces gas in Lebanese waters)zis;

12 K. Wajcicka, Gaz z Kataru moze nie dotrze¢ do Europy,
https://forsal.pl/finanse/notowania/artykuly/8357363,gaz-z-kataru-moze-nie-dotrzec-do-europy-wywiad.html
[09.10.2022]

13 Turcja zacznie poszukiwania ropy i gazu na Morzu Srédziemnym,
https://www.portalmorski.pl/offshore/40905-turcja-zacznie-poszukiwania-ropy-i-gazu-na-morzu-srodziemnym
[09.10.2022]

14 Gaz z Izraela poptynie do Unii przez Egipt, https://energia.rp.pl/gaz/art36517741-gaz-z-izraela-poplynie-do-
unii-przez-egipt [09.10.2022]
15 K. Wajcicka, Na granicy konfliktu lzraelem z Libanem. Trwa spdr o ztoza gazu i ropy,

https://www.gazetaprawna.pl/wiadomosci/swiat/artykuly/8523293,bliski-wschod-izrael-liban-gaz-ropa-naftowa.html
[09.10.2022]
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Israel is pursuing an aggressive policy in the Middle East, which is no different from
Russia's policy towards Ukraine and other neighboring countries of the former USSR;
Western human rights organizations (such as Amnesty International) have labeled Israel as
an "apartheid state" that systematically and at the state level violates human rightsie and
pursues a policy of national and religious segregation (and thereby violates the
international Convention on the Suppression and Punishment of the Crime of Apartheid,
which states that “apartheid is a crime against humanity and that the inhuman acts resulting
from the policies and practices of apartheid and similar policies and practices of racial
segregation and discrimination [...] are crimes that violate the principles of international
law, in particular the purpose and principles of the Charter of the United Nations, and
posing a serious threat to international peace and security”)17;

Israel continues the illegal occupation of part of the territories of neighboring states,
namely: the West Bank of the Jordan River, Western Galilee and East Jerusalem
(Palestine), the Golan Heights (Syria), Shabaa Farms (Lebanon). Israel also continues the
illegal, from the point of view of international law, sea and land blockade of the Gaza
Strip. Moreover, Israel has annexed East Jerusalem, Western Galilee, the Golan Heights,
and Shebaa Farms, which is considered a flagrant violation of international law that
prohibits annexation;

Israel continues to violate the sovereignty of neighboring Syria by regularly launching
missile and bomb attacks on this country, which is an illegal military aggression, since the
use of force in international law is permissible only with the permission of the UN Security
Council. Israel also commits politically motivated assassinations in the Middle East
(killing, for example, Iranian nuclear physicists). Countries in the region refer to such
killings as state terrorism;

Israel continues to build illegal Jewish settlements in the occupied and annexed territories
of Palestine and Syria, which is also a violation of international law, which prohibits the
colonization of occupied territories.

16

Israel’s apartheid against Palestinians: a cruel system of domination and a crime against humanity,

https://www.amnesty.org/en/latest/news/2022/02/israels-apartheid-against-palestinians-a-cruel-system-of-domination-

and-a-crime-against-humanity/ [09.10.2022]

17

International Convention on the Suppression and Punishment of the Crime of Apartheid,

https://www.un.org/en/genocideprevention/documents/atrocity-

crimes/Doc.10 _International%20Convention%200n%20the%20Suppression%20and%20Punishment%200f%20the%2

0Crime%200f%20Apartheid.pdf [09.10.2022]
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Figure 1. Israel-Lebanon maritime border dispute.
Source: https://www.ynetnews.com/article/SJd74wVPw

These factors are a serious challenge for the European Union, since the rejection of the
"bloody Russian gas” is actually in favor of the "bloody Israeli gas”. In order to avoid serious
reputational problems and loss of confidence on the part of civilized states, the European Union,

according to the author, should:
e abandon the agreement with Israel on gas supplies;

e stop cooperation with Israel in the gas field until it resolves all disputes with
neighboring states peacefully (primarily related to borders, including maritime ones);

e impose international sanctions against Israel similar to those imposed on the Russian
Federation for the annexation of Crimea in 2014 and the start of a full-scale war against

Ukraine in 2022;

e demand that Israel eliminate all illegal Jewish settlements in the occupied and annexed

territories of Palestine and Syria;
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e demand from Israel the observance of human rights and freedoms (including the
Muslim and Christian minorities);

e demand that the Israeli regime abandon its policy of apartheid;

e demand from Israel the de-occupation of all illegally occupied and annexed territories,

in accordance with UN resolutions and international law.

According to the author, in order to reduce gas dependence on Russia, the European Union
should look for reliable partners in the international arena who do not pursue an aggressive foreign
policy, but also respect the sovereignty and territorial integrity of neighboring states, do not
violate international law and respect human rights. To date, Israel is not such a partner. Therefore,
cooperation with Israel will harm the image and reputation of the European Union.
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Abstract: The modern world can hardly be imagined without digital technologies. They are used in any sphere of
human activity, education being one of them. Using digital technologies in higher education is not just an option
anymore; it is an imperious necessity conditioned by a number of factors. Digital technologies are widely used by
students for developing their personalized learning environment. However, technology adoption and use by
instructors is uneven and often quite modest. Of course, there are faculty members actively and effectively using and
promoting available digital teaching tools, as well as those just willing (or unwilling) to do it due to various types of
barriers. Sometimes it looks contradictory enough, as most instructors are active users of digital technologies in their
personal lives, but in classrooms, some of them encounter serious technical, logistical, and pedagogical problems.
Understanding the reasons for some reluctancy to incorporate technology, as well as teachers’ concerns in this
respect, can essentially contribute to the enhancement of learning environment and professionalism. The present
study aims to extend what is known about the factors and issues negatively affecting the adoption and use of modern
technologies by faculty members, as well as to offer some recommendations for solving problems and reducing the
barriers to technology adoption.
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“There is nothing permanent but change.”
(Heraclitus, Greek philosopher, 535 BC)

1 Introduction

The modern world can hardly be imagined without digital technologies. They are used in any
sphere of human activity, education being one of them. Digital pedagogies, blended, hybrid, online
learning are not new, but they have never been used as intensively and extensively as it is happening
now. Using digital technologies in higher education is not just an option anymore; it is an imperious
necessity conditioned by a number of factors. The landscape of higher education is being constantly
transformed due to a number of reasons and demands. Change is our greatest friend and sometimes
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our worst enemy. It’s inevitable, and its pace is increasing exponentially. The educational
environment is constantly changing, as well as beneficiaries’ expectations are. These changes are
happening at an ever-accelerating pace. In order to survive and, ideally, thrive in this climate,
educational institutions, their services, and all stakeholders must be flexible and resilient.

With the rise of the 21% century, lots of educators around the world were thrust into a new
teaching environment of the online classroom, often without their absolute readiness, concern and
proper preparation. With the rise of the COVID-19 pandemic all of them, not depending on the
education level, had to plunge into teaching online. Higher education was not an exception in this
respect. “During 2020 higher education systems worldwide embarked on a journey that for many
of us felt more like a roller coaster ride than a planned outing” (Brown, 2021). Higher educational
establishments had to embrace the concept of online education, acknowledge its benefits and
limitations, and act upon it to remain competitive. COVID-19 has increased society’s
requirements for remote and online delivery of learning. Thus, faculty staff more than ever have
become involved in designing and delivering interactive and engaging learning for all students
across all disciplines all over the world. Therefore, it has become vital to invest in supporting them
to develop corresponding digital skills and enable them to teach with confidence, meeting new
educational requirements of the digital transformation.

2 Virtues and Challenges of Digital Transformation from Students’ Perspective

Today, online education is a reality, whether you like it or not. Its benefits have a positive
impact on institutional growth, and its limitations, or barriers, affect (mostly negatively)
institutional image, instructor workload, as well as the level of students’ satisfaction. In today’s
fast-changing higher education landscape, universities are facing unprecedented challenges and, at
the same time, opportunities, where technology can play the central role in students’ learning
activity and experiences. Digital technologies are widely used by students for developing their
personalized learning environment.

Pearson and Wonkhe’s research on students’ learning experience, which was published in
July 2020 and was based on the opinions of 3,461 students (82% from the UK, 6% from the EU,
12% - international) finds that, despite their struggles with studying during Covid-19, students are
open to flexible learning post-pandemic. According to this research, 76% agree that more college
and university students will attend virtually vs a traditional education setting within ten years.
Moreover, the most popular answer (about 58% of students) to the question ‘What can your
university do to meet your expectations for next year? (i.e. 2021)’ was high quality online
teaching (Pearson and Wonkhe, 2020).

According to Anna Jackson, Head of Customer Insights at Pearson (Jackson, 2021), there
seems to be a consensus among university leaders of learning and teaching that while the
explosion in online and blended learning didn’t come about in exactly the same way the sector
would have chosen, there’s now little sense in reverting back to the way things were before. It is
both heartening and daunting in equal measure that there are very few elements of online learning
and teaching that the students they surveyed would NOT like to see continue after the pandemic.

Wonkhe and Pearson collaborated again on a survey of students exploring their academic
experience in the autumn 2020 term and their hope for the future of learning and teaching. This
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time the survey included 3,389 students (75% from the UK, 10% from the EU, 15% outside the
UK and EU) being at different level and from different educational backgrounds. According to a
new survey, which was published in February 2021, over 80% of students agreed that they would
like to see recorded lectures, availability of all essential learning materials in the virtual learning
environment, as well as online access to support services. 79% said they would like to continue
online tutorials or check-ins with tutors. Among the benefits of digital transformation, students
mentioned that they liked the flexibility of virtual learning, working at their own pace and not
having to commute to campus. 72% said they would welcome online tests that allow them to
check their learning, and 69% mentioned they would like to see online discussion forums
continue. 58% would like to continue with online seminars. However, students were more
equivocal regarding virtual placements/internships and virtual labs. Just about 33% would like to
do it online. At the same time, when students were asked straight out whether they thought their
online academic experience had been of sufficiently good quality (during autumn 2020 term), only
40 per cent said yes (Pearson and Wonkhe, 2021).

Thus, it can be concluded that students are ready for digital transformation of higher
education, they are willing to benefit from a number of advantages it can offer, but they are not
quite satisfied with its present quality.

3 Technology Adoption and Use

Technology adoption and use by instructors is uneven and often quite modest. Of course,
there are faculty members who are actively and effectively using and promoting available digital
teaching tools, as well as those willing (or unwilling) to do it due to various types of barriers.
Sometimes it looks contradictory enough, as most instructors are active users of digital
technologies in their personal lives, but in classrooms, some of them encounter serious technical,
logistical, and pedagogical problems. Understanding the reasons for teachers’ concerns and some
reluctancy to incorporate technology can essentially contribute to the enhancement of learning
environment and professionalism.

With the passage of each day, society’s use of technology impacts every aspect of their
lives. Consequently, as the technology has changed and student use of technology has changed,
faculty have needed to adjust to new digital demands to satisfy the emerging needs of new student
generations. The success of faculty members in adopting technology directly impacts students’
success and ultimately institution’s on the whole.

Online learning has become available at lots of colleges and universities around the world.
Lots of courses are offered through learning management systems (LMS) like Moodle, D2L,
Canvas, Blackboard. The technological change has altered the perception of the university campus
from a one-dimensional (physical) concept to a multi-dimensional (physical and online) one,
which has brought great transformations into all aspects of higher education. The growing
population of learners willing to study online has created a favorable market for courses delivered
online (totally and/or partially), which has made universities around the world respond to rapid
economic and technological changes.

While this trend of increasing online instruction was boosted by negative COVID reasons,
now it’s seen as a positive direction for 21% century higher education. Even traditional
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campus/resident students, as well as teaching staff, sometimes prefer online courses, as it helps to
sort out issues related to schedule or transportation. Besides, it lets a greater number of students
take popular courses when physical space limits enrollment. It has become possible to study/work
abroad without leaving your home country. When COVID does not determine the necessity of
studying/teaching online, these are often the primary reasons for delivering online courses, which
gives rise to increased access to higher educational services for those who cannot participate in a
campus-based learning experience for various reasons. However, online courses should provide
more than just access. Good online courses should offer high quality instruction. That’s where
issues can arise. Many universities face challenges related to motivation (both students’ and
professors’), learning designs that are less suitable for distance education, as well as restricted
access to technology because of limited resources.

4 Diffusion of Innovations

Today, instructional technology is widely available on most campuses and its intensive
integration is deemed as vital for the survival of higher education institutions. Thus, they must be
ready and prepare their faculty to implement the new technologies within their classes. It is difficult,
or even impossible, to imagine successful functioning of any university as a whole or its separate
components independently of technology. All the university components, including organization,
people, learning and teaching processes, knowledge transfer and information exchange processes are
served and supported by technology. Although universities require the use of instructional
technology by their professors, many of them use the minimum from the technology that is at their
disposal. It means that the innovation-decision process is not effective enough.

In terms of higher education, the innovation-decision process is the process through which
universities pass from first knowledge of an innovation to forming an attitude toward it, followed
by a decision on its adoption or rejection, then, in case of adoption, to implementation and use of
the new idea, and, finally, to confirmation of this decision (Rogers, 1995). Thus, there are five
main steps in the innovation-decision process:

m PERSUASION m IMPLEMENTATION CONFIRMATION

Figure 1 Steps in the innovation-decision process.
Source: based on Rogers (1995)

Knowledge occurs when an organization learns of the innovation’s existence and gains some
understanding of how it functions. Persuasion occurs when a favorable or unfavorable attitude
toward the innovation is formed. Decision is a critical stage occurring when there is engagement
in activities, weighing advantages and disadvantages, which leads either to adoption or rejection
of the innovation. Implementation happens when an innovation is put into use and organizations
and their staff employ the innovation to a varying degree. Finally, confirmation takes place when a
decision-making unit seeks reinforcement of an innovation-decision that has been made, but
which might be reversed if there are any conflicting messages about the innovation. Thus, the
theory suggests that potential adopters of an innovation must initially become aware and learn
about the innovation, then they have to get persuaded as to the benefits of the innovation, after
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that, decide to adopt and implement it, and, finally, confirm (reaffirm or reject) the decision about
its adoption. Those that are predisposed to being innovative will adopt an innovation earlier than
those who are less predisposed. In this context, there are innovators (risk takers and pioneers who
adopt an innovation very early in the diffusion process) and laggards (are resistant to adopting an
innovation until rather late in the diffusion process, if ever). In terms of using and promoting
educational technologies, the former are engines of digital transformation, whereas the latter are
its brakes, who necessitate special attention from administrators and instructional technologists to
reduce the negative effect of this obstacle.

The process of adopting new technologies has been an ongoing area of study for a number
of decades throughout the world. Rogers (1995, p.21) defined adoption as “a decision to make full
use of an innovation as the best course of action available”. As it is stated above, rejection can also
happen, which is “a decision not to adopt an innovation”. Getting a new idea adopted, even when
it has obvious advantages, is often very difficult. Many innovations require a lengthy period, often
of many years, from the time they become available to the time they are widely adopted. The
Covid-19 pandemic did not offer any time at all, as universities had to adapt to relatively new
online conditions of teaching/studying extremely fast. Nowadays, the modern higher education
environment also does not dispose of so much time to adopt various educational technologies.
Therefore, a common problem for universities is speeding up the rate of diffusion of innovations,
which is “the process by which an innovation is communicated through certain channels over time
among the members of a social system” (Rogers, 1995, p.5).

Rapidly changing educational technology combined with various degrees of financial
support (which can be stronger or less strong, depending on the country, the region of the country,
the type of institution, etc.) often cause some resistance from the faculty to adopting new
instructional technologies. The four major factors that interact to influence the innovation
diffusion are the following: features of the innovation itself, the way information about the
innovation is communicated, time, and the nature of the social system into which the innovation is
being introduced. These factors interact in various ways and subsequently facilitate or impede the
adoption and usage of a specific product or practice.

Many instructional technologists deal with lack of utilization of technology by faculty
members. There is a number of factors which can be blamed in this respect ranging from faculty
resistance to change and unwillingness to adopt innovations to bureaucracy, inadequate funding, or
limits imposed by institutions. Instructional technology is inherently based on innovation, so through
better understanding the factors that influence adoption of innovation, it will be easier to explain and
potentially predict the scale and the speed of diffusion of innovative products and methods.

New generations entering universities have significant, very often advanced, skills
associated with the use of the latest information technology, they are ready and willing to use it, as
they find instructional technology beneficial to their learning. Higher education institutions all
over the world spend lots of effort and money on instructional technology purchase and
application. However, it is not unusual that administrators, instructional technologists, students
complain that faculty are adopting them in a very limited way, or even not adopting at all. Thus, it
is widely recognized by every part related to the field of higher education that there are barriers
preventing instructors to effectively integrate the instructional technology.
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5 Barriers to Digital Transformation

As it has been stated above, educational technologies absorb a significant amount of the
university effort and budget, but not all faculty are using them to their full potential (or at all).
That is why it is crucial to identify the barriers for creating and delivering online courses, or just
some of their elements, in order to integrate new strategies that will provide the instructors with
the appropriate teaching tools to make successful courses.

5.1 Internal vs external barriers

Barriers that the faculty have to overcome in order to adopt new instructional technology
methods fall into two broad categories: internal and external (Rogers, 2000). The former includes
teachers’ attitudes or perceptions about technology, lack of time for mastering, implementing or
improving digital skills, in addition to their actual competency level of mastering and applying
instructional technologies in the process of instruction. The latter might include availability and
accessibility of necessary technology, the presence of technical personnel, the existence (or non-
existence) of special programs for staff digital development and skill building, as well as lack of
funding. External barriers are associated with unavailable resources, such as the lack of
equipment, or lack of training. Internal barriers affect professors’ attitude to adopting new
instructional technologies and might include beliefs, established practices, conservatism, etc.

External sources of barriers can be categorized under three general headings: availability,
institutional and technical support, and stakeholder development (Rogers, 2000). The availability
and accessibility category of barriers includes limited access to useful, relevant, and appropriate
hardware and software. The second general category of external barriers is related to institutional
and technical support in the form of user services or media specialists who assist staff in using and
maintaining different technologies. Employing a limited number of technical support staff
severely hinders technology adoption. Another problem might be connected with the fact that
technical support personnel may lack proper technical support expertise, i.e. they do not have
necessary technical skills to meet the needs of the faculty. Lack of institutional support may
include lack of administration encouragement to try new technologies, not providing required
funding, which can become a major barrier to the adoption of new technologies in a university.
The third general category of external barriers is related to stakeholder development, where the
term ‘stakeholder’ includes faculty, staff, and students. This category of barriers includes lack of
time/funds to develop a new course incorporating educational technology, as well as to acquire
new skills. These issues become barriers at both individual and institutional levels. It is necessary
to invest a considerable amount of personal time to build new skills or create new teaching
materials. It is especially problematic for teachers who are just starting to use new educational
technologies. Besides, there might adjoin the fear factor, which stops many teachers from even
trying new things.

Lack of time from external or institutional perspective can be connected with the limits
regarding release time for a course or professional development. If the necessary release time is
not just available, and if personal time is too fragmented or limited, professors cannot learn new
skills and develop new materials. Funding issues make the situation even more problematic.
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5.2 Five categories of barriers
Another classification of barriers was suggested by Reid (2014), who identified five
categories of barriers related to technology, process, administration, environment and faculty.

I Technology I I Process I | Administration |

Control

Institutional support

Misunderstanding of
required effort

Compensation & time

Effective use
B

Resistance to change

Tensions between E s
administration & academia P A 4 Lack of faculty adoption of
instructional technology

Logal issues Perception of quality &
— % effectiveness

Participation in professional
Technology effectiveness d
——echnology efectiveness .,

Environment Faculty

Figure 2 Fishbone diagram of barriers to adoption of instructional technologies
Source: Reid, 2014, p.385

» Access to technology

The most obvious barrier in terms of technology is when it is simply unavailable. Another
major technology problem found in lots of universities, especially in developing countries, is that
most teaching staff are dissatisfied with the current investment in technology and distribution of
available resources among departments. This issue becomes even worse because of the extra tasks
required from instructors who plan to use instructional technologies. In some institutes for each
class session instructors are individually responsible for obtaining, setting up, and then returning,
projectors, laptops, or other equipment they need, to use instructional technology in the classroom.
Theoretically, technology is available to instructors, but practically, there is a great degree of
frustration and feeling it is not worth the extra work and considerable additional effort.

Besides, technology might be not available consistently. Sometimes, it cannot be used in the
classroom because of poor internet coverage or lack of necessary hardware among students. Or the
available equipment is just unreliable, old fashioned, not compatible with other items. Whatever
technical issue arises, faculty members become reluctant to use educational technologies, if it
makes the process of instruction more complicated.

Another technology-related reason is that there is so much educational technology available
nowadays, and the progress in this field is so intensive, that it is really challenging both for teachers
and students to keep up pace with rapidly developing software tools and devices. The variety of
instructional technologies and tools, as well as their potential and limits, can cause confusion, which,
in its turn, causes many faculty members to refuse from using them as they assume (often
incorrectly) that learning how to use the technology will take a lot of time and effort.

» Process
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Adopting new instructional technologies on the institutional level does not happen in a flash. A
number of processes are involved ranging from identifying and implementing a new technology to
providing help through professional development and support. It can be an expensive failure if there is
lack of a clear vision, well-organized leadership, incentive, and extensive faculty participation.

Faculty members can be reluctant to adopt new technologies for a number of reasons: they
are comfortable with the way things are and do not welcome changes, some of them are simply
uncooperative, there is some deficit of information and communication, they do not have the
necessary skills to do it, there is lack of institutional support (administrative, technical,
instructional).

Students 