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Abstract Local autonomy is increasing as importance in the current context of the European Union. The
paper aims to analyze, from such a perspective, the degree of local autonomy in European Union countries.
In this regard | will propose a synthetic indicator measuring the degree of local autonomy calculated as a
weighted average score based on a set of relevant quantitative and qualitative indicators of local autonomy
existing in the literature whose representation in the group of indicators will be measured by a coefficient
of importance. To each indicator as component of synthesis indicator will determine the field of variation
and the average score obtained will be placed in classes of local autonomy defined in the assumptions
made by science administration. We estimate the analysis to confirm the hypothesis that countries from
European Union have differences of the degree of local autonomy between them. We consider that the
paper can be a useful viewpoint in understanding the degree of local autonomy of European Union, which
allows researchers to include other sources of information for researching an in a much more complex
approach.

Keywords: Local autonomy, local budget, European Union

Introduction

Characterization of the financial side of the administrative-territorial units and of
financial decentralization is achieved in practice by reference to indicators registered in
local budgets. In this respect, are considering quantitative indicators as the share of own
revenues in total local government revenues, the ratio of own revenues in total
expenditures of local budgets and the level of self financing, share transfers and subsidies
from other public budgets to local budgets, the coefficient of Hunter, the local budget
revenues per capita, the ratio of total local revenues or total local expenditure in gross
domestic product, etc.. Although these indicators highlights the best local financial
autonomy, they do not cover the entire spectrum of autonomy, because in the statistics
they are not placed in direct correlation with a number of issues as citizen involvement in
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local government decision-making, competence of local authorities in setting taxes, share
of exclusive competence of local authorities. Therefore, without claiming a pioneer in
building a synthetic indicator combining qualitative and quantitative indicators, endorse
the idea that determining the degree of autonomy of territorial-administrative units in
terms of the financial side can be approached in this way, with the basic studies in the
literature (Owens & Norregaard, 1991; Dafflon, 1992; OECD, 1999; Dafflon & Perritaz,
2000; Ebel & Yilmaz, 2002; Curzon-Price & Garello, 2003; Meloche et al., 2004;
Blochliger, & King, 2005; Bell et al., 2006; Enikolopov & Zhuravskaya, 2006; World
Bank, 2007). The method proposed in this paper make a contribution in the field of
research on measuring the administrative-territorial autonomy by proposing a synthetic
indicator which is calculated as a weighted average score based on a set of core indicators
of local autonomy, as it captures the literature. Importance of each in measuring the
degree of autonomy is measured by a factor of importance. Also, within the proposed
method is established the field of variation of each index component of synthesis
indicator and for the average score obtained is fixed certain classes of local autonomy
that are defined based on assumptions made by administration science.

Data and method

The method proposed in this paper, we use ten quantitative and qualitative
indicators that can be regarded as variables depending on a range of variation, reflecting
the degree of local autonomy. Each variable is given an importance factor, denoted by w;
(a share, subjective probability and their sum is equal to 1) which was established by
analyzing the literature on the importance of each indicator and placing it within the
group of indicators.

The field of variation of indicators is divided into four groups and each of the
groups was fixed limits of variation. Placing an indicator in a particular group variation is
measured by a score, denoted by s, which takes values from 1 to 4: Level 4 corresponds
to full autonomy, and Level 1 corresponds to reduced autonomy. Please note that we
started from Level 1 in analyzes because we start from the hypothesis that all EU
countries are characterized by some degree of local autonomy and thus, level 0 is not
justified because it would not reflect reality.

Local autonomy is measured by the average score (1, ), based on the relation:

n
— *
L =2 8 %W,
i=1

where: 1, = indicator of the degree of local autonomy; s; = score obtained on each
variable; wi= coefficient of importance.

Indicator score for the degree of local autonomy (1, ) is analyzed using classes groups of
local autonomy. For 1<1, <4, were established four classes to measure local
autonomy:
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Table 1 Classes to measure local autonomy

Score Classes groups of local autonomy
1,00-1,74 D
1,75-2,49 C
2,50-3,24 B
3,25-4,00 A

Class A —includes local government with full autonomy;

Class B - includes local government with normal autonomy;

Class C - includes local government with reprezentative autonomy;
Class D — characterized by a reduced autonomy of local government.

Variation of average score (3,25<1, <4,00) specific to class A of local
autonomy means full local autonomy, characterized by great powers on the power to levy
local taxes, to establish the technical elements of local taxes, holding exclusive
competence in all sectors, activities of control over their activities, the central public
administration having a form of monitoring only, citizens involvement in budgetary
process.

Class B for measuring local autonomy includes a variation of
indicator 2,50 <1, <3,24. Here the local government has a normal autonomy, implying
that local authorities have exclusive competence in important areas for local
communities, to levy local taxes and are entitled to establish the technical elements of
taxes within the limits set by law. Also, local authorities carry out control over their
activities, but there is an external control by specialized institutions, without close
supervision by the central government. In this class, citizens are involved in decision-
making of local government within some limits.

Average score variation 1,75 <1, <2,49 include local government in Class C,

specific to representative autonomy, where public authorities have exclusive competence
in basic public services (sanitation, sewerage, waste management) that are financed from
local budgets. Specific to representative autonomy is the high share of transfers and
subsidies, most of them are unconditional. Between local and central public authorities
are collaborative relationships.

Class D, in which average score is 1,00 <1, <174 includes local governments

with less autonomy; the majority of local actions are performed simultaneous with a State
or under the direct coordination of central authorities.

Table 2: Method of determining the degree of autonomy of territorial administrative units

Nr. Variables Wi Score
crt. s=4 s=3 s=2 s=1
(v1) | Theshareof | 0.15 >80% [50%;79%] [20%;49%] <20%
OWN revenues
in total

revenues of
local budgets

(v2) | Theshareof | 0.15 <20% [21%;50%] [51%;79%] >80%
transfers from
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the state
budget in
total revenues
of local
budgets
(v3) Type of 0.05 | Over 80% of Between 79% - Between 49% - | Below 20% of
transfers from transfers are 50% are 20% are transfers are
state budget unconditional unconditional unconditional unconditional
and other
public
budgets to
local budgets
(v4) Financial 0.15 [0.70;1.00] [0.50;0.69] [0.20;0.49] [0.00;0.19]
dependence
of local
authorities
(calculated
using the
coefficient of
Hunter: 1-
transfers /
expenditures
of local
budget)
(v5) | Competence | 0.10 Local taxes, Local taxes are Local taxes are | Local taxes are
of local accordingto a established by established by | established by
authorities in regulatory national law, but national law, national law,
setting local framework at local authorities specifying the | specifying the
taxes national level may decide on the | tax base andtax | tax base and
are established tax base and / or rate and the tax rate; the
by local tax rate and the local authority | local authority
authorities; right to establish has theright to | has no right to
local special local taxes increase / establish
authorities decrease the tax special fees
determined all base within
technical certain limits
elements of and the right to
local taxes establish
special local
taxes
(v6) | Competence | 0.10 Local Local authorities Local Central
of local authorities mobilize between authorities authorities
government mobilize over 79% -40% of tax mobilize mobilize
in tax revenue 80% of tax revenue collected between 39% - | revenue in the
collection revenue locally 10% of tax name of local
collected revenue authorities
locally collected
locally
(v7) | Competence | 0.10 Local Local authorities Local Local
of local authorities can can borrow to authorities can authorities
authorities to contract freely | finance internal or | borrow internal forbidden to
borrow internal and external current or external, borrow.
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external loans and capital national or
in national expenditures or foreign
currency or capital only currency to
foreign according to finance capital
currency to prudential rules. expenditure
finance current | The internal can be | only according
and capital contracted without to prudential
expenditure. the approval of rules and with
State central authorities, | the approval the
guarantees for | but the external can central
external loans. | be contracted only authorities
with their approval
(v8) | Theshareof | 0.10 > 80% [50%;79%] [20%;49%] <20%
the exclusive
competence
of local
authorities in
total
competences
(v9) | Competence | 0.05 Local Decisions of local Decisions of Decisions of
to carry out government authorities are local authorities local
control over decisions are subject to before, are subject to authorities are
local budget subject to during, or after internal control, subject to
process internal control | internal control and | external control | control by the
after specialized from the central central
external control authorities and government
(finished with a specialized authorities and
recommendation external control specialized
report) external
control being
before, during,
and after
control
(v10) | Involvement | 0.05 Citizens Citizens through Citizens can Citizens
of citizens in through citizen citizen advisory make proposals | forbidden from
budgetary advisory groups / in draft of the | involvement in
process groups / associations of local budget the budget
associations of | citizens participate | require and can process
citizens with proposals or | ask information

participate in
the project
local budget
justification,
are involved in
implementing
the budget and
budget
revisions

amendments in
draft local budget
or at budget
adjustments

on budget
execution
(following the
principle of
transparency)
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Empirical results

Interpretation of this indicator of local autonomy should not be made absolute, but
his approach must be based on some number of particularities of the state for which is
calculated. For example, in small states such as Malta, local autonomy does not manifest
in the same way as in countries with a large territory because it may not be justified. In
the table below are reflected the scores assigned to variables of the 27 EU Member
States:

Table 3 Score obtained on each variable of the degree of local autonomy indicator in the EU
countries

/COUDLFV/ V1 V2 V3 V4 V5 V6 V7 V8 V9 V10
W, 0,15 0,15 0,05 0,15 0,10 0,10 0,10 0,10 0,05 0,05
2 2 3 2 2 2 2 3 3 4
3 3 3 3 3 3 3 3 3 4
1 1 3 1 2 2 2 3 2 4
3 3 3 3 1 2 2 2 2 2
3 3 3 3 2 2 3 3 3 4
3 3 4 3 3 3 2 3 3 4
3 3 3 2 1 3 3 1 2 4
4 4 3 4 2 3 3 3 3 4
3 3 3 3 2 3 2 3 3 4
3 3 3 3 2 3 2 3 3 4
2 2 2 2 1 2 3 2 2 2
2 2 2 2 3 2 2 3 2 4
3 3 3 3 2 3 3 3 3 3
2 2 3 2 1 2 3 3 2 4
3 3 3 3 1 2 3 3 2 4
3 3 3 3 1 3 3 2 2 3
1 1 1 1 1 2 2 2 2 2
2 2 3 2 2 3 3 3 2 4
3 3 3 3 2 3 2 3 2 4
2 2 2 2 1 2 4 3 3 3
2 2 3 2 2 3 3 3 2 2
3 3 3 3 2 3 2 3 2 4
2 2 2 2 1 2 2 2 2 3
3 3 3 3 2 3 2 3 3 4
4 4 4 4 2 3 4 3 3 4
1 1 3 1 1 2 3 3 2 4
2 2 3 2 2 3 3 3 2 4

Source: developed by authors, data offered by DEXIA and EUROSTAT

Analysis of score obtained on variables in the 27 EU Member States shows that
the variable obtained the highest score is citizens involvement in budgetary process,
followed by the type of transfers from the state budget and the share of exclusive
competence of local authorities in total competences. Lowest score is observed in the
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responsibility of authority in setting local taxes, justifying the fact that local taxes are
established nationally.

Next, we proceed to calculate the indicator of the degree of local autonomy for
each country based on the coefficient of importance given to each variable:

Table 4 Indicator of the degree of local autonomy in the EU countries

Countr V1 V2 V3 V4 V5 V6 V7 V8 V9 V10 | Index
i 015 015 |0,05 |05 |010 |0,20 | 0,10 | 0,20 | 0,05 | 0,05 | value
2 2 3 2 2 2 2 3 3 4 2,30
3 3 3 3 3 3 3 3 3 4 3,05
1 1 3 1 2 2 2 3 2 4 1,80
3 3 3 3 1 2 2 2 2 2 2,40
3 3 3 3 2 2 3 3 3 4 2,85
3 3 4 3 3 3 2 3 3 4 3,00
3 3 3 2 1 3 3 1 2 4 2,45
4 4 3 4 2 3 3 3 3 4 3,40
3 3 3 3 2 3 2 3 3 4 2,85
3 3 3 3 2 3 2 3 3 4 2,85
2 2 2 2 1 2 3 2 2 2 2,00
2 2 2 2 3 2 2 3 2 4 2,30
3 3 3 3 2 3 3 3 3 3 2,90
2 2 3 2 1 2 3 3 2 4 2,25
3 3 3 3 1 2 3 3 2 4 2,70
3 3 3 3 1 3 3 2 2 3 2,65
1 1 1 1 1 2 2 2 2 2 1,40
2 2 3 2 2 3 3 3 2 4 2,45
2 2 3 2 2 3 2 3 2 4 2,35
2 2 2 2 1 2 4 3 3 3 2,30
2 2 3 2 2 3 3 3 2 2 2,35
3 3 3 3 2 3 2 3 2 4 2,80
2 2 2 2 1 2 2 2 2 3 1,95
3 3 3 3 2 3 2 3 3 4 2,85
4 4 4 4 2 3 4 3 3 4 3,55
1 1 3 1 1 2 3 3 2 4 1,80
2 2 3 2 2 3 3 3 2 4 2,45
UE-27 2,52

Source: developed by authors

According to the table, average score is between (1,40 <1, <3,55) and outlines

a framework for local autonomy in EU states mainly in Class B. Malta received the
lowest average score of 1.40, but considering particularities of this State, and in particular
we refer to relatively small size of the territory is justified as local autonomy is low. The
indicator at EU level is 2.52, fits to the lower limit of class B, showing a normal range.

The score in Romania is 2.35, as in Poland and very close to Hungary and the
Netherlands, being at the upper limit of class C, the boundary between the two classes.
We believe that the move to class B can be easy if we consider some particularities of
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manifestation framework of decentralization. At the same time, measuring the degree of
autonomy of local expenditures in our country calculated using Bell, Ebel, Kaiser and
Rojchaichainthorn's model, the score is 2.96, being also the upper limit of the class C,
very close to class B.

Figure 1 European Union countries in classes of local autonomy

Italy
Spain
Germany
France Latvia
Czech Republic Greece
Slovakia Slovenia
Sweden Lituania United Kingdom
Finland Luxemburg Bulgaria Malta

Legend:

Middle of class
The lower limit of class

As the chart shows, most EU states fall into Class C. Also, we can say that in
some countries score value is at the lower limit (Bulgaria, Slovenia and United
Kingdom), and the others are at the upper limit (the Netherlands, Romania, Hungary,
Cyprus, Austria, Ireland, Estonia, Greece, Poland, Portugal). Middle of class C is
represented by Latvia and Greece.

The average score of Class B obtain Lithuania, Luxembourg, and at the upper
limit are Denmark and Belgium. Middle of class B is the Czech Republic, Slovakia,
France, Germany, Italy and Spain.

In class A is Finland at the lower limit of class and to middle class is Sweden. The
class D is only Malta.
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PUBLIC POLICIES AND STRATEGIES TO ENHANCE THE
ECONOMIC POTENTIAL OF A COUNTRY. CASE OF MOLDOVA

Eugenia BUSMACHIU
Academy of Economic Studies Moldova
Chisinau, Moldova
ebraga_busmachiu@hotmail.com

Veronica URSU
Ministry of Finance Moldova
Chisinau, Moldova
veronica.ursu@mf.gov.md

Aliona CHIMACOVSCHI-LEAHU,
Academy of Economic Studies Moldova
Chisinau, Moldova

Abstract The study of concepts applied in the decision-making process aims to investigate the functioning
of mechanisms to develop and implement the central public administration policies. A modern decision-
making process includes the whole procedure of decision making: setting the priorities of public policies,
choosing options, instruments of public policy implementation, developing and adopting the respective
legislative and normative acts, funding to implement these policies, conducting implementation actions and
monitoring the impact of public policy decisions. Often the decision-making process in public
administration is interpreted as a simple organization of the information and documents circuit. Therefore
there arises the need to analyze the concept of decision making and propose solutions to improve it.

Keywords: public policy, strategy, monitoring, evaluation, impact, legislation framework, decisions

Introduction

A series of concepts and notions are used in the decision making process that
require a clear definition in the process of formulating public policies, applying these
notions and eliminating confusion. It is important to distinguish between the terms
"policy” and "public policy”. Thus, the "policy” is defined as a set of rules and
procedures that ensure legal representation of the interests of citizens through
representative democracy. The main policy actors are political parties and politicians,
elected members of the Parliament and local government. The use of this concept in
public administration has led to the notion of public policy.

In the contemporary scientific literature there are more definitions used for the
concept of public policy, all the definitions formulate policy as a set of activities directly
or indirectly affecting the citizens, established through public elections, and which
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generate results and impact. A policy means a formal decision of a public authority,
which is adopted in a formal framework, according to previously established procedures.

A public policy is a set of measures taken by a legal authority responsible for
improving the living conditions of the citizens and designing of measures to stimulate
economic growth.

In the authors’ opinion, the concept of "public policy" is a complex presentation
of an issue, the decisions approved for addressing this issue, instruments (laws and
regulations) through which these decisions are implemented and how will be monitored
and assessed the effect of the decisions implemented.

The concept of "public policy" has been introduced recently in the vocabulary of
the public administration in the Republic of Moldova, not being determined by the
regulatory framework in force. Therefore, this concept continues to have a limited use,
the meaning of public policy being rendered through several concepts used in various
legislative acts and reports: decision, public policy, policy of the Government, regulation
in the field, etc. In addition, in many cases, the public policy is associated with a specific
legislative or regulatory act. Therefore the public administration is to introduce the
concept of "public policy” in the legislative and normative acts of the Republic of
Moldova, as appropriate. The rationale of this proposal is justified by the arguments:

- the public policy should not be defined only as a decision, it may contain more
decisions;

- the application of the public policy may require the adoption of more legislative and
normative acts which are the instruments of approval and implementation of the public
policy, but not always convey the full content of the policy;

- the terminology applied in the Government decision-making in the Republic of
Moldova should be adjusted to international terminology in the field, the legal framework
must operate with the concept of "public policies”. To apply the concept correctly and
avoid confusion between the terms "policy” and "public policy” it is proposed to apply
the name "public policies” on a wide scale.

The public policies involve a process, as they are carried out in a period of time.
The process of policy-making can be seen as an analytical process (problem solving) and
as a political process. As an analytical process, the process of policy making is seeking
solutions to the existing problems, calling on rationality to achieve the public goals. The
policy-making process is to identify the problem correctly, identify and analyze an
appropriate set of solutions, select the best option to solve the problem. For this purpose
there can be used analytical techniques such as the cost-benefit analysis, cost-
effectiveness analysis, linear programming and other optimization techniques.

As a political process, the process refers to decision-making and is manifested
through conflicts and disagreements, efforts to define the public objectives and pursue
self-interest, struggle to keep decision under control. Policy making as a political process
that requires the understanding of the values reflected in this process, the various issues
that divide the public opinion and induce people with different perceptions on the public
purposes, the need to resolve conflicts in a democratic way, if the action is possible and
there are critical factors influencing policy development at each stage of the decision-
making process.
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The concepts in the public policy cycle

The analysis of concepts in the public policy cycle shows that after substantiating
the theory under concern followed the specification of the structure of the public policy
cycle meantime increasing the number of stages in this structure. Most recent
investigations in this area have led to the formation of an optimal (establishing a cycle of
5 stages) and complex structure, incorporating new elements such as the choice of
"public policy options™ and "monitoring public policies”.

In this context, the policy making cycle begins with identifying problems and
choosing by filtering of a set of public policy proposals, called "public policy options™
(first stage). Then follows the formulation of the public policy by developing a public
policy draft document and assessing the ex-ante impact of this public policy (second
stage). Meantime is elaborated a draft legislative act for this policy draft document. The
next stage of the cycle is approval of the public policy through a legislative or normative
act (third stage). The following is the implementation of the policy, as the process does
not end with the decision, but continues with the implementation phase, according to an
action plan, approved by a normative or legislative act, approved simultaneously or
separately with the public policy document (fourth stage).

At the implementation stage it is important to check if the public policy is
implemented under the agreed action plan and if this policy is functional. Thus there is a
monitoring of the progress in implementing the plan of action, and ex-post evaluation of
the results and impact of the public policy during the completion of some or all actions
(fifth stage). Going through all the decision making processes enables to assess the policy
and intervene, if necessary, in the implementation process for its possible correction to
avoid a failure or an adverse effect. At each stage of the decision making there are
consultations, which should desirably begin as soon as possible at the stage of policy

elaboration.
dentify problems
CrhAnca An +innc
v

i Develop the policy
Monitor and Evaluate Consultations
J

Ex -ante analvsis

Ex -bost analvsis

Policy Policy approval

implementation
Law or normative

Fig. 1.1. Public Policy Cycle

Source: Bugmachiu, E., (2012). Fundamentals of financial management policies and monitoring of
business, Chisindu.
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The public policy proposal is a means of reflecting a proposal for political
decision to solve a problem which is identified and put on the agenda of the Authority,
the proposal must be accompanied by the results of the ex-ante analysis of the public
policy impact. Evaluation at the level of the measure undertaken / intervention made or
project carried out, is part of the evaluation of the entire program. Many different
programs, with their elements, contribute to the thematic objectives, while the thematic
assessment is based on the evaluation of the policies/programs. Evaluation takes place in
the ex-ante, intermediary and ex-post phases/stages of the policies or programs. The
current systems of public policies in EU member states generally include three types of
public policy documents - the strategy, the plan and the public policy proposal [2].

The public policy proposal shall include:

- description of the issue;

- concise information about the public policy documents and legislative or
normative acts in force on the problem to be solved;

- identification and analysis of the public policy options (identifying two or more
public policy options and impact analysis (economic, social, environmental, tax, if
applicable) for each option separately;

- legal implications (brief description of content changes to be made in the
legislative or normative acts, the content of the new legislative or normative acts
elaborated);

- monitoring, evaluation and reporting procedures (describing the requirements for
monitoring, evaluation and reporting).

Public policies in the Republic of Moldova

Under the legislation in force, currently in the Republic of Moldova there are four
types of public policies (public policy documents): design, strategy, program and plan.
The concept is a public policies planning document which establishes the basic
principles, objectives and public policy priorities in a given area. Usually the concept is
followed by a strategy.
The concept has the following structure:
- describe the situation,
- define the problem,
- basic principles of the policy
- objectives and results,
- priority directions of activity,
- further activities
The Strategy is a medium and long term public policy document that basically
defines the policy of the government regarding a wider field of public policies which
requires decisions on a wide range of issues. The strategy is developed when new policies
are needed in one or more areas or when the existing policies require substantial changes.
The strategy should mandatorily be accompanied by an action plan.
The strategy has the following structure:
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a) introduction (indicating the decisions that led to the development of the strategy, the
period of time proposed for implementation, the parties involved in the development of
the strategy)

b) priorities and existing policies (describing the priorities of the Government to be
achieved partly or entirely by implementing the strategy, describing the existing policies
and legal framework)

c) defining the problem (general description of the problem / problems that require
government involvement through the implementation of that program)

d) objectives (describing the situation you want to reach)

e) course of action (describe the course of actions to achieve each objective separately)
f) results of public policies in general and actions in particular (general description of
long-term impact - changes that will arise in the economy, society or environment due to
the strategy implementation and the impact of the main actions proposed)

g) indicators (development of indicators that will best measure the degree of achieving
the planned results)

h) costs for the budget (general assessment of the resources required to implement each
direction separately, separated by years. Indication of funding sources and costs requiring
additional allocations)

i) legal implications (brief description of the content changes to be made in legislative or
normative acts, the content of new legislative or normative acts)

J) risks of implementation (description of major risks in implementing the strategy and
measures to reduce them)

k) procedures for monitoring, evaluation and reporting (describing the requirements for
monitoring, evaluation and reporting)

I) indicating the authorities responsible for implementation.

The structure of the above strategy is indicative and may be supplemented with
other components, as appropriate.

The program is a medium or long term public policy document that describes the
Government policy in a single field or a narrow aspect in this field. The program is an
alternative of the strategy and has a similar structure. At the same time, the program can
be developed based on a strategy in order to detail certain policies.

The plan of actions is a document of public policy implementation. The plan of
actions can be medium and short term. The plan shall be prepared after the development
of a hierarchically superior public policy document (strategy, program). Unlike the
strategy and program, where costs are estimated in general, the plan must include the
exact costs, detailed by actions.

The plan has the following indicative structure:

- specific objectives (description of the specific objectives taken from the strategy,
program or public policy proposal);

- concrete actions (action description, responsible institutions and deadlines for
implementation);

- indicators (specific indicators describing the process or outcome derived from the
indicators of the strategy or program);
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- estimated costs for each action separately (including an indication of the funding

sources);

- procedures to monitor, evaluate and report (describing the requirements for
monitoring, evaluation and reporting).

Standard requirements for the structure of the public policy documents

Decision of the Government of the
Republic of Moldova no.33 of 11.01.2007
"On rules of development and unified
requirements for policy documents”

Guidelines for the design, implementation and
evaluation of public policies at the central level. 2004,
the General Secretariat of the Romanian Government,
Public Policy Unit

The Concept is a system of general ideas
oriented towards a multilateral treatment
/interpretation of the economic, social,
legal, scientific, technical issues, etc., it
shows how to perceive or an aggregate of
opinions, ideas on issues related to the
development of one or more areas or
sectors as a whole.

The concept shall include:

a) description of the situation;

b) detailed definition of the problem;

c) indication of the policy documents and
relevant legislative acts to solve the
problems addressed in the respective
concept;

d) instruments and ways to solve the
problem;

e) indication of the normative acts to be
developed/modified to solve the problem;
f) evaluation of the impacts (specifying the
social, economic impact, etc.) including
situations where the problem will not be
solved.

The Concept is a public policy document that sets out
basic principles of public policies in a given area,
objectives and priorities of these policies. The Concept
shall include:

introduction (indicating the decisions that led to the
development the concept, the parties involved in the
design of the document);

definition of the problem (general description of the
problem/ problems that require government involvement
by applying the respective policies);

objectives (description of the situation which you want
to achieve);

directions of activity (description of general directions of
intervention to achieve the objectives);

subsequent activities (description of further actions).

The Strategy is a policy document that
contains the guiding/indicative direction
for activities for a medium term (3-5 years)
or long term (6-15 vyears), aiming at
identifying the method and mechanism for
organizing the achievement of objectives
on the problems approached. The strategy

shall include:
a) description of the situation;
b) defining the problems requiring

government involvement by applying the
necessary policy;

c) general and specific objectives;
d) measures needed to achieve the
objectives and expected results;

e) estimating the impact and costs
(financial and nonfinancial) of
implementation;

The Strategy is a medium and long term public policy
document that basically defines, the policy of the
government regarding a wider field of public policies
which requires decisions on a wide range of issues.

The strategy shall include:

introduction (indicating the decisions that led to the
development of the strategy, the period of time proposed
for implementation, the parties involved in the
development of the strategy)

priorities and existing policies (describing the priorities
of the Government to be achieved partly or entirely by
implementing the strategy)

objectives (describing the situation you want to achieve)
course of action (describe the course of actions to
achieve each objective separately)

results of public policies in general and actions in
particular (general description of long-term impact -
changes that will arise in the economy, society or
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f) expected results and progress indicators;
g) stages of implementation;
h) reporting and monitoring procedures.

environment due to the strategy implementation and the
impact of the main actions proposed)

indicators (development of indicators that will best
measure the degree of achieving the planned results)
costs for the budget (general assessment of the resources
required to implement each direction separately,
separated by years. Indication of funding sources and
costs requiring additional allocations)

legal implications (brief description of the content
changes to be made in the legislative and normative acts,
the content of new legislative or normative acts), risks of
implementation  (description of major risks in
implementing the strategy and measures to reduce
them), procedures for monitoring, evaluation and
reporting (describing the requirements for monitoring,
evaluation and reporting) indicating the authorities
responsible for implementation.

The program is a sequence of concrete
operations, which serve as an instrument of
policy implementation, containing clearly
defined objectives, resources required,
predetermined target groups and deadlines.
The program shall include:
a) identifying the problem;
b) specific objectives of the program;
c) actions  to be undertaken;
d) steps and deadlines for implementation;

S) authorities responsible for
implementation;

f) overall cost estimate;
g) expected results;

h) progress and performance indicators;
i) procedures for reporting and evaluation.

The program is a public policy document that describes
the medium or long term policy of the Government in a
single field or a narrow aspect in this field. The program
is an alternative to the strategy.

The program shall include:

introduction (indicating the decisions that led to
elaboration of the program, the proposed period of
implementation, the parties involved in the development
of the program);

definition of the problem (general description of the
problem / problems that require government
involvement by the implementation of the respective
program);

objectives (describing the situation you want to achieve);
course of action (describing the courses of action to
achieve the objectives set out);

results of public policies in general and actions in
particular (describing the long-term impact - changes
that will arise in the economic, social or ecological
environment due to implementation of the program and
the impact of the main actions proposed);

indicators (developing indicators that will best measure
the level of achieving the planned results);

budget costs (estimating resources required to
implement each direction separately, separated by years.
Indicating the funding sources and costs requiring
additional allocations);

legal implications (brief description of the content,
necessary changes to be made in legislative and
normative acts, the content of new legislative or
normative acts);

implementation risks (determination of risks and their
mitigation measures);

procedures for monitoring, evaluation and reporting
(describing requirements for monitoring, evaluation and
reporting);
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indication of the authorities for

implementation.

responsible

The Plan is a programming document,
where are outlined concrete short-term
tasks in a particular field, developed in
accordance with  policy documents,
including the Government Programme.
Drafting includes two phases: development
of conceptual structure of the plan and
formulation of the content of the scheduled
tasks.

The plan shall include:

objectives;

practical actions undertaken to achieve the
objectives set;

terms of achieving the measures;

costs related to implementation;

authorities responsible for implementation;
progress indicators;

procedures for reporting and evaluation.

The Action Plan is a set of measures and actions,
defined in time, developed to implement a strategy,
program or policy proposals. The Action Plan can be
medium and short term. The plan is drawn after the
development of public policies document which is
hierarchically superior.

The Plan shall include:

a) Specific objectives (describing the specific objectives
taken over from the strategy, program or public policy
proposal);

b) concrete actions (action description, responsible
institutions and deadlines for implementation);

¢) indicators (describing the specific process or outcome
indicators derived from the strategy, program or policy
proposal indicators);

d) costs estimated for each action separately (including
an indication of funding sources);

e) procedures for monitoring, evaluation and reporting
(describing requirements for monitoring, evaluation and
reporting).

Public policy proposal is a public policy document
aimed at solving specific public policy issues where
there are several possible variants of solving or if a
conceptual agreement is required on the form of the
normative regulation. Public policy proposals are
developed before the development of a legislative or
regulatory act.

The public policy proposal shall include:

a) description of the problem;

b) brief information about the public policy documents
and legislation or regulations in force concerning the
problem to be solved;

c) identification and analysis of policy options
(identification of two or more public policy options and
impact analysis (economic, social, environmental, tax, if
applicable) for each option in part);

d) legal implications (brief description of the contents of
the amendments necessary to be made in legislative and
normative acts, the content of new legislative or
normative acts to be developed);

e) procedures for monitoring, evaluation and reporting
(describing requirements for monitoring, evaluation and
reporting).

Source: Generalized by the authors based on State Chancellery. Methodological guide for ex-ante policy
impact, Chisinau 2009

Draft policy documents are accompanied by draft legislation and / or regulations,

to be reviewed and approved / adopted for the implementation of these public policy
documents. In practice, however, this hierarchy is not rigid. For example, a strategy can
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be preceded by a concept, but can also be prepared by avoiding this step, if necessary.
Next, a strategy can be accompanied by an action plan resulting from the need to develop
public policy proposals, but there may be situations where a public policy proposal is
made based directly on the strategy and not on the action plan. Similarly, draft legislative
or normative acts are developed under a public policy proposal, but where the public
policy is developed in a detailed manner in the program or action plan, the draft
normative or legal act may be developed in the absence of a public policy proposal.
Alternatively, when some sectoral programs are developed based on a single strategy.
Accordingly, the architecture of public policy documents is determined by the concrete
situation.

Public policy analysis pivots around the issue of alternatives choice. To choose
the most appropriate alternative are used evaluation criteria that measure the
compatibility of alternatives in question by reference to the achievement of the target.
The best alternative is chosen from a set of possible alternatives, is selected the
comparison and reference to various criteria set by the analyst. As a way of generating
new alternatives, it may be changing the existing solutions. The table below shows some
types of alternative changes when a status-quo alternative is to be achieved.

Increase Increases, enlarges. Adds resources. Applies more often. Multiplies. Exaggerates. Adds new
components.
Substitute Interchange components. Change order. Use different materials. Change the location.
Change funding.
Rearrange Rearrange. Reverse. Change sequences. Accelerate implementation. Slow implementation.
Rearrange the order of activities.

Decrease Decrease, shorten, and narrow. Miniaturized. Omit, drop, split, and fragment.
Combine Mix the two approaches. Combine departments. Combine purposes. Combine funding.

Source: Generalized by the authors based on State Chancellery. Methodological guide for ex-ante policy
impact, Chisinau 2009

There can also be changed: location, pace of implementation, way of organizing
the program.

Location Single versus multiple location. Nodal location, center and branches, linear arrangements.
Permanent location versus temporary location. Furniture, rotating, mixed or segregated.

Timing Accelerated, moderate, slow. Sequences. Simultaneously.

Funding Offering or purchasing. With taxes or user free. Subsidies. Use of marginal or average price.

The payment depending on the possibilities or benefits derived. Co-payment. Deductible.
Partially subsidized. Totally subsidized.

Organizing Centralized, decentralized. Type of mandate, type of regulation. Prohibitive. Organizing
information. Focus on individual decision.

Source: Generalized by the authors based on State Chancellery. Methodological guide for ex-ante policy
impact, Chisinau 2009

Monitoring and evaluation of public policies are essential activities of the
implementation of public policies. In the theory of decision making, monitoring and
evaluation of public policies are approached as one of the stages of the public policy
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cycle. Monitoring is a process of measuring performance and reporting it. Monitoring
focuses on achieving the objectives expressed by the standards of performance.
Monitoring is done throughout the implementation period of public policy, but also at the
end of the implementation period. Monitoring includes a wide spectrum, not only
regarding the implementation of public policy, but also activities fulfilled in order to
achieve certain objectives. Thus, performance measurement has three levels: the level of
activity, the level of products and services provided in the policy document (strategy,
program, and plan) and the level of results of these products and services. Performance
monitoring aims to track the progress in achieving the implementation phase. In this
context, it monitors the extent to which objectives have been achieved within the
deadlines set and the expected results achieved. The results (products and services) are
obtained by carrying out activities in accordance with planned actions.

In the monitoring process is intended that the activities formulated in public
policy implementation plan is achieved in the established manner and deadlines.
Monitoring during implementation is useful to identify possible deviations from the
objectives set initially and corrects the public policy. Along with the activities undertaken
and results obtained must be monitored and resources used for policy implementation.

Monitoring progress in implementing public policies and evaluating the results
and impact of public policies provides useful information on public policy. By
monitoring and evaluating the policies is determined the degree to which public interest
issues on the agenda of government institutions have been resolved.

The comparative analysis of monitoring and evaluation activities reveals the
following: monitoring aims to improve efficiency and effectiveness of the policy
document, the project or organization (institution). It is limited to the performance
analysis in the reference period of the objectives set a priori and the actions planned,
monitoring helps management to know the current situation, to determine whether it
achieves what has been planned, to determine whether resources are sufficient to achieve
the measures; monitoring is an internal function of any strategy, program, plan, project or
activity; monitoring involves establishing the indicators of efficiency, effectiveness and
result, establishing a system of data collection for these indicators, data collection and
analysis, using information to inform management permanently. In this respect,
monitoring shows progress in implementing actions and objectives and highlights results.
Evaluation is the systematic or ad hoc study of the policy document, focusing on
achieving success, explaining the connection between resources (inputs), activities and
results. So, evaluation focuses on the impact of public policies. Evaluation is frequently
performed by independent experts, but can be performed by public authorities that
implement these policies®. The evaluation is done at the end of an activity (or objective)
or the entire set of tasks (or objectives).

At the same time, the evaluation is to compare the results achieved with the
expected results and determine the impact of policy document or project on the target
groups, to which this document or project is oriented. Thus, the evaluation highlights
achieving the desired results and impact of these results for different groups of
stakeholders. Moreover, it determines whether the objectives and expected results were
inconclusive. The common part of the monitoring and evaluation activities refers to the
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lessons learned about what is done and how it is achieved, i.e. if the results are achieved
efficiently, effectively and have a positive impact.

Analysis of stakeholder in policy documents

Recognizing the key role played by stakeholders in determining the policy, its
implementation with reference to its results led to the consideration of stakeholder
analysis as a vital instrument of strategic management.

The aim of the stakeholder analysis is to specify the interests of individuals and
groups to be considered when a decision is taken. This analysis should indicate why it is
necessary to take into account these interests.

Actors or groups involved in this analysis:

- Actors / groups that can damage or can weaken the authority or political support
of the decision maker / organization.

- Actors / or support groups whose presence provides a net benefit increase or
strengthen an organization or increase the decision maker authority (and capacity
to ensure compliance with decisions).

- Actors / groups those are able to influence or redirect the actions of the
organization.

Stakeholder analysis is based on two elements:

- The interest groups / stakeholders have in a particular problem.

- The amount and type of resources they can raise to influence the results regarding
the problem.

Stakeholder analysis rule: only those groups or actors who have real and raised
resources that can be applied for or against the organization and have interests vis-a-vis
the respective problem should be considered. They are those who have the ability to
directly influence the policy outcomes.

The stakeholder analysis is useful to gain a better understanding of the interests
and resources of key stakeholders for policy decision and its implementation. To increase
the effects of the analysis it is beneficial to combine it with other methods of strategic
management: the political map, the analysis of power / political forces game, the analysis
of the political environment.

The reasons for carrying out the stakeholder analysis:

Identify the client and its place in the environment (who is he, what is supposed to
do, the importance of its position compared with others) to understand some of the
pressures and expectations in relation to the role it plays.

The analyst must have extensive knowledge of the environment and how
stakeholders interact with the environment and the organization in order to play a more
effective relationship with the client.

The managers may have strong options in terms of stakeholders that are in
conflict with widespread perceptions of the environment.

The analyst can produce an initial cutout to be examined by the customer.

Analysis steps:
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- Prepare a list of groups relevant to policy issues. The list should be broad, not
narrow, which then will be reduced.

- Make an analysis of the political forces / power game, if it has sufficient
information.

- Develop preliminary assumptions for the arrangement of stakeholders and their
relative importance.

- Discussions with local people who have information about the main stakeholders
and their interests in order to obtain adequate opinions. The analyst is encouraged
to use as many people who can offer such information: journalists, church
officials, leaders of business groups, parliamentarians, political party leaders,
officials of international financial organizations, leaders of interest groups,
academics, consultants , embassy officials, unionists, radio and TV commentators,
management institutes, military officials. The methods used to obtain information
may include: interviews, panel with informal groups, workshops.

Moments in which the stakeholder analysis is considered crucial:
1. When the policy is made - when the decisions are taken on who is in its favor. In this
time when stakeholders are not taken into account, managers can provide an important
aspect in terms of the decisive stakeholders and how they can affect the policy outcomes.
Since decision makers are not in direct contact or very little to do with important
stakeholders, the information provided by the manager may be decisive.
2. In formulating the policy implementation strategy it is important to analyze the
stakeholders to know where there is support for the policy.
Monitoring is different from the evaluation of results, being limited to the registration of
data which are then interpreted, using specific criteria. Monitoring the effects of public
policy may continue after it ended. Elements of a public policy may change depending on
the changes arising at the institutional level or in the industry-specific standards where
they are implemented. Therefore, monitoring could be one of the longest stages of the
public policy cycle.
All public policy documents and projects from donor and public sources are monitored
during their implementation. Monitoring is the process by which managers of programs,
donors and other stakeholders (including citizens) can track whether programs are carried
out, in general, in compliance with the implementation schedule established.
Monitoring is the collection of information on developing and implementing public
policies and precedes the evaluation activity. It consists of systematic examination, with
the help of specific research methods, the impact of public policy objectives in relation to
the objectives provided in the institutional agenda.
Measuring the progress of the public policy document or project is a more complex
process that depends primarily on the establishment and development of well defined
performance indicators. In this context, to assess the performance of a program, in
addition to the knowledge of the amounts allocated, it is particularly important to
establish some elements (indicators) based on which it can be learned what was achieved
or obtained with the money used.
Evaluation is a process of analyzing the impact of public policies, and managing state
enterprises. According to the European standards, evaluation is made at the stage of
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drafting the policy documents by the state body that initiates the document in question in
order to estimate their impact on the economic and financial activities of the state
enterprises. Also, the evaluation of the legislative and regulatory framework is to be
conducted after the implementation of laws and regulations in order to determine the
actual impact (in terms of costs, benefits, etc..) on state enterprises.

Impact evaluation is mandatory for all policy options, regardless of their nature. The
evaluation, however, can vary depending on the availability of data, specific of the
options and capabilities. Evaluation of the public policy impact includes the evaluation of
five types of impact: financial (fiscal), administrative, economic, social and poverty, the
environment.

1. Fiscal Impact Evaluation. A critical aspect of the impact evaluation of policy
alternatives is to estimate the impact on government budget resources. These should
include not only the impact on specific budget allocations, but also wider implications on
the overall expenditure framework.

2. Administrative impact evaluation or the feasibility of achieving options is another
criterion of analysis which allows the decision on the relevance of policy options in terms
of administrative needs and requirements analysis at the implementation phase.
Administrative impact evaluation involves reflection not only on immediate issues but
also long term issues, which do not seem obvious at first sight. An important aspect of
this evaluation is planning the organizational needs and resources of policy options.

3. Economic impact evaluation involves the analysis of costs and benefits of policy
options on the country's economy in non-monetary terms (but preferably in quantitative
terms). Thus in evaluating the impact of options on the economy, special attention should
be paid to the possible impact of policy options on the business environment. In
particular there should be considered the impact of options on competitiveness,
productivity and competitive environment. Competitiveness is a measure of the
economy’s capacity to produce quality goods and services, to offer people a decent life
and to activate the labor market and competition is the driving force behind the
productivity growth. The economic impact analysis does not refer only to the economic
effects analysis on certain dimensions of the country’s economy, but also the impact on
certain categories of entrepreneurs, especially divided by size of business - small, medium
and large companies. Policy impact evaluation on companies, especially SMEs, is very
important because they represent the foundation of a healthy economy in the country.
Therefore, it is very important to consider any intentional or unintentional impact on
decisions of production, technological development and innovation decisions taken by
businesses.

There are two main types of compliance costs: onetime costs and continuous costs. Costs
incurred once relate to the adjustment of the company to a new or amended policy and
include information costs (costs of identifying and understanding the policy), costs of
upgrading or introducing new production processes / equipment / buildings / software and
costs of purchasing specialized services (eg accounting, IT, legal). Ongoing costs relate
to maintaining the state of affairs to ensure the continuity of the policy and include
individual costs, personnel or time costs, inspection / application fees, costs to conduct
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the licensing process (application, correspondence, advertising) and costs related to office
/ administration / office work (compiling the necessary information, time consumed).

4. Poverty and social impact evaluation. The main purpose of poverty and social impact
evaluation is to identify policy options impact on individuals or groups who are in
difficulty or whose situation could be worsened following the implementation of the
respective policy. In this context it is necessary to identify any possible negative impact,
so that the actions be adjusted to obtain maximum benefit, without affecting certain
categories of people. It is also important to identify and the positive impact on society in
general and vulnerable groups especially, so as to enhance them, where possible.

5. Strategic Environmental Evaluation. A widely used instrument in this respect is the
strategic environmental evaluation, with which, in the analysis of policy options is
evaluated their impact on the environment and human health. Policies with a significant
impact on the environment (both positive and negative) need to be subject to a strategic
environmental assessment to identify the magnitude, duration and, where appropriate,
impact severity.
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Abstract: Altman model was built for U.S. companies, based on the characteristics of that economy.
Promising results were obtained in other countries such as Britain, Australia, Canada, Finland, Germany,
Israel, Norway, India, South Korea; the percentage is over 80% predictability. However, as can be seen,
they have an Anglo-Saxon legal system and also the economic environment is highly developed. While
there is no reason why this model can be applied to companies in the whole world, we recognize that each
has its own peculiarities economic environment, therefore, local models forecast could be better than
American models, at least in their testing phase. But the utilization of Altman model is suitable for the
Romanian economy? Taking this into account, the purpose of this paper is to test the Altman model on the
Romanian market.

Keywords: bankruptcy, prediction model, BSE

Introduction

Altman is a name invariably cited in studies concerning the prediction models of
bankruptcy. In 1968, the author uses a multiple discriminant analysis for bankruptcy
predictionl. His study included a sample containing the original 66 companies, each 33
in each group. Bankrupt group recorded bankruptcy during 1946-1965; the average value
of assets of sample firms was $ 6.4 million with a gap between 0.7 million$ and 25.9
million$. The non-bankrupt group includes firms with assets between 1 and $ 25 million,
this continued the activity in 1966. The period considered for analysis was 1946 - 1965
(20 years) (Altman, 1968).

Source of information was the ’Moody's Industrial Manual’’. The author has
considered a number of potential variables 22 (based on annual reports of companies)
grouped into five categories: liquidity, profitability, leverage, solvency and activity.

In the article published in 1968, Altman commented the traditional indicators and
concludes research analysts were unable to give importance for an indicator to another.
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He describes how to use statistical techniques and discriminant analysis to develop a
model based on financial indicators that forecast enterprise bankruptcy.

In developing of his model, Altman selected the group of 33 companies from
them with the financial problems; the sample is included the industrial enterprises
(production). The healthy business group was selected on the principle of similarity, each
of bankrupt enterprises (size, industry) corresponding a healthy company. From the
original list of 22 indicators, the author reported five, with the highest importance.

Altman, based on five indicators, built the following function score:

Z=1.2X1+1.4X2+3.3 X3+0.6 X4+1.0 X5

where:
_working _ capital
"~ total _assets
percentage of working capital in total assets
X2 = reinvested _ profit reflect the entity's own contribution to the financing of
total _asstes
investments
X3 = gross _ profit
total _assets
_ equity_ market _value
" long_term_ debt
turnover

" total _assets

measures the degree of flexibility of the entity and the

measure the performance of the assets

X4 measure the indebtedness

express the return of the total assets

The mean values of financial ratios included by Altman in his study confirm
sensitive differences between the two groups of firms. To make the model operational,
the two groups of companies were analyzed and classified by size Z score, setting the two
limits and uncertainty area (the area between the two limits).

The analysis and classification of examined firms by the value of Z score
determined a minimum, a maximum and an area of uncertainty as:

- Z <1.8: impending bankruptcy;

- 1.81 < Z < 2.675: The financial situation is difficult, the uncertainty at high risk of
bankruptcy;

-2.67 <7 <2.99: the low risk of bankruptcy;

- Z> 2.99: the good zone, unseated under bankruptcy spectrum.

Starting from the idea that its models include a variable sensitive to the type of
industry (X5 = Turnover / Assets) and so the model cannot be applicable in principle to
all areas specified by Altman (production, trade, services), the author reconsidered the
score function retaining only four variables as follows (Altman, 2006:79):

7’ =6,56 XI+3,26 X2 +6,72 X3 + 1,05 X4
Where:
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X1 = Working capital / Total assets (The rate measures the flexibility of the company and
shows the share of working capital in total assets; the more with the result of this report is
as high, the more as the permanent allocation of resources is optimal exploitation
coverage)
X2 = Reinvested profit / Total assets (Measure the internal financing capacity of the
enterprise and therefore it is recommended that the reported value is higher)
X3 = Profit before interest tax and / total assets (The rate signifies the economic
profitability or asset utilization efficiency; it is desirable to be higher)
X4 = equity / total debt (Express the indebtedness of the company by long-term loans,
also is good that the report be higher)

Critical points and limits, lower and upper, of the model are as follows:

7"<1.10 Bankruptcy

1.10 <Z"<2.60 Area of uncertainty
Z">2.60 Viability
Methodology

Taking this into account, the purpose of this paper is to test the Altman model on
the Romanian market.

The working hypotheses are: Altman model was built for the U.S. market; the
Romanian market is substantially different from the U.S.; Altman model cannot be
applied in Romania.

For this study, the public financial information for 2006-2010 were collected from
the sites of Bucharest Stock Exchange and the Ministry of Finance. The sample consisted
of 100 companies listed on the Stock Exchange and RASDAQ, which have similar
characteristics, is included approximately in the same market category. The choosing the
sample of all companies listed on stock and RASDAQ was made in order to have two
equal groups of companies bankrupt and viable, like most previous studies of bankruptcy
prediction.

The sample of 100 companies includes companies that belong to 17 branches of
national economy. The companies were selected on a random basis, without previously
known name, but their symbols from the BSE and enterprise branch code.

A company with financial difficulties indicates that the obligations to its creditors
are paid with difficulty or not at all, and may later even lead to bankruptcy. Therefore, a
company was considered bankrupt, if was initiated against it the insolvency procedure.
Following this classification rules, there were 65 Romanian companies in difficulty in
2009-2010 on the BSE, of which 5 have all the necessary information for all years 2006-
2010. To summarize, to have two equal groups of companies in difficulty and viable for
this study were chosen 50 companies in difficulty, for which financial information was
available and other 50 companies viable, similar in terms of asset size and scope of
activities, which were chosen at random.

Table 1 The size of the two groups of Romanian companies analyzed in the model Altman

I Group | Assets | Number of | Turnover
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employees
Total Average Stdev Tota | Avera | Stde Total Average Stdev
I ge v
Viable | 23004550 | 4600910 | 3403010 | 170 | 340.5 | 471. | 29781874 | 59563748 | 2077748
345 06.9 283 27 4 55 422 8.44 658
Bankr | 21021914 | 4204382 | 1197941 | 140 | 281.3 | 594. | 15194760 | 30389520 | 7308748
upt 535 90.7 10.7 66 2 88 168 3.36 3.07
Total | 44026464 310 44976634
880 93 590

Source: own calculations according to financial data submitted to the Ministry of Finance and BSE

The considered sample has minimum levels between 0.7% and maximum 6.8% of
capital invested in the aforementioned sectors, which permit assessment of
representativeness in the economic sectors evaluated. Total assets of sample volume (for
2008) is 44426234880 lei (in which viable companies 21021914525 lei and 23001455345
lei the bankruptcy ones), the cumulative turnover of 44976634590 lei (for viable
companies 29781874422 lei and 15194760168 lei for bankruptcy), the total number of
employees for the 100 companies is 31093 employees (17027 for viable and 14 066 for
bankruptcy ones) in 2008.

The structure of the two sample groups (viable and bankrupt) confirms their
comparability in size, meaning that the median volume is 460091006.9lei assets for the
group of viable companies, respectively 420438290.7lei for bankrupt group. The number
of employees (median) is 340.54 people for the group of viable companies, namely
281.32 for bankrupt group. There is a significant difference in median turnover,
explained the extent that this variable is not only the size of the business, but success-
failure component on the market. Turnover is 595637488.44lei for the group of viable
firms, respectively 303895203.36lei for bankrupt group.

Results and discussion

Next, we test the viability of Altman model in our country. Under these
conditions, we apply the model for 100 Romanian companies. They are divided into 2
groups: 50 bankrupt and 50 viable. The data used are the balance sheet submitted by
companies to the Ministry of Finance and BSE. For each company is calculated Z score
to categorize firms according to the Altman model.

We consider the last model proposed by Altman, applied in principle to all sectors
of activity (production, trade, services), and critical limits, lower and higher, the model
are:

Z"<1.10 (Bankruptcy), 1.10 <z"<2.60 (area of uncertainty), Z"> 2.60 (non-bankruptcy).

Thus, for viable companies, that score must be greater than 2.6. The study results
are presented in Table nr.2 from the annex.

The registered score of the 50 firms in the sample falls within 0.437 (bottom) and
22.7883 (top). Thus, as shown in Table nr.2, the Altman score for the viable companies is
correct in 37 cases of 50, which implies a rate of 74%. The analysis of priori prediction
for Altman function revealed that the type Il error (viable firms classified as bankrupt)
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shows a failure rate of 26%. The average Altman scores for the 50 companies studied is
5.73, which exceeds the viability threshold value of 2.6.

Figure 1 The Altman model results for viable businesses
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For bankrupt companies, that score must be smaller than 1.1. The study results are
presented in Table nr.3 from the annex.

The score recorded for the 50 bankrupt companies in the sample falls within -
6.3961 (lower) and 17.4089 (top). Thus, as shown in Table 3, the Altman score for
bankrupt companies are correct only for 15 cases of 50, only 30% predictability rate.
Priori prediction of whether Altman function revealed that the type | error (failed firms
classified as viable) shows a 70% failure rate. Average scores for the 50 companies
Altman studied is 2.976452, which is superior viability threshold value of 2.6, in this case
it must be lower than 1.1. The analysis of priori prediction for Altman function revealed
that the type | error (failed firms classified as viable) shows a 70% failure rate. The
average Altman scores for the 50 companies studied is 2.976452, which is superior
viability threshold value of 2.6, in this case it must be lower than 1.1.
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Figure 2 The Altman model results for the bankrupt firms
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The table 4 presents the average values of the considered variables using financial
statements for the financial year before the onset of insolvency proceedings. As can be
seen, the four indicators considered into Altman model, for viable firms are significantly
different to that of bankrupt firms. Thus, the indicator XI, reported working capital to
total assets, the value for viable firms are 0.375761 and 0.032427 for the bankruptcy one.
The correlation between the two indicators is negative -0.074, differences between
variables in the two groups was highly significant p-values for the variables X1 viable
and bankrupt firms is 0.012.

The indicator X2, reinvested profit reported to total assets, have significantly
different values for viable companies, 0.280348 (positive) than the bankrupt, -0.078579
(negative). P-values for variables X2 viable and bankrupt firms is 0.043, the correlation
between two indicators indicate that the differences between variables in the two groups
are important, being -0.210.

Table 2 Statistical results obtained for the rates of the Altman model applied

Average Average Stdev viable | Stdev bankrupt Correlation Sig.

viable bankrupt
XI 0.375761 0.032427 0.260575 0.028326 -0.074 .012
X2 0.280348 -0.078579 0.067474 4.023169 -0.210 .043
X3 0.379279 -0.033535 0.216436 0.100211 0.028 .048
X4 0.422193 0.14524 0.283271 3.855056 -0.131 .034

Source: own calculations according to financial data submitted to the Ministry of Finance and BSE

Thus, for the indicator X3, profit before interest and tax reported to total assets,
the value for viable firms is 0.379279 (positive) and for the bankruptcy of -0.033535
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(negative). The correlation between the two indicators is positive for 0.028; the difference
between variables in the two groups was highly significant; p-values for the variables X3
viable and bankrupt firms is 0.048.

Figure 3 The statistical rates obtained for the applied Altman model
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Source: own calculations according to financial data submitted to the Ministry of Finance and BSE

The indicator X4, equity reported to total debt, have significantly different values
for viable companies, 0.422193, against the bankrupt, 0.14524. P-values for variable X4
of viable and bankrupt firms is 0.034; the correlation between two indicators indicate that
the differences between variables in the two groups are important, being -0.131.

Thus, cumulating the two categories of score in Altman model, for viable and
bankrupt businesses, it reaches to relevant results only for 52 companies of 100; so the
percentage is 52% predictability. This percentage is extremely small for a model which is
still widely used both in academia and in the banks.

Conclusion

The importance of bankruptcy prediction and understanding the causes of
economic failure is ultimately a pragmatic matter. The direct costs of insolvency or
bankruptcy (legal, accountants, auditors and lawyers fees) are low compared to the losses
that can record shareholders / creditors due to lower firm value. Also, the indirect costs
such as losses for managers, business partners, and financial institutions, state are
considerable. All these have been fully felt on the Romanian market in recent years. Any
progress in identifying causes and bankruptcy prediction can minimize the discussed
costs.

In our opinion, the main limit to the application by the Romanian companies of
Altman diagnostic model based on score function developed in other countries is linked
to the national character of this model. Taffler shows in 2003 that *’each country requires
its own model’’.
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In practice, it is widely accepted the idea of limiting the conclusions and the
applicability of scoring functions only for economic space in which it was built, even if it
turned out that some models have a high degree of universality (Altman score function
has been applied successfully both in highly developed economies - the U.S., Japan,
Canada - and in developing countries - Brazil). This is because the model was built under
a stable economy while, as a particular case, the Romanian economy is facing a
prolonged period of transition, characterized by a sharp economic instability. This makes
the Romanian companies cannot use, with acceptable risk of error predictability, the
models recognized worldwide.

Regarding the main limitations of the application of developed models based on
the score function in our country, they are given by the following coordinates:

a) the selection of the sample underlying the construction of score functions is not based
on a statistically relevant population, the sample selected for analysis does not necessarily
reflect the situation of bankrupt - non bankrupt in the Romanian economy. This is due to
the fact that Romania has a high number of bankruptcies in fact, but a relatively small
number of legal bankruptcies and therefore, taking or not taking into account those
companies that are bankrupt (insolvency, consecutive losses over a period of time), but
were not declared as such can have a direct impact on the accuracy of model
predictability itself.

b) the lack of a longer period for analysis before the bankruptcy - may be a cause of a
reduction of predictive ability than that stated by the authors of these models. This is due
to the short period from the date of transition to market economy principles and the high
degree of economic instability that characterizes the Romanian economy.

c) the general nature of developed scoring functions - the last concern on this issue
revealed attempts to set up a function to be applied throughout the Romanian economy,
however, beyond the merits of such tests, is widely recognized that, in general,
bankruptcy prediction model is limited to industry or industries on which it was built;

d) the failure to take into account the ’non-financial’’ indicators in the background score
function - the results of research conducted in developed countries shows that non-
financial indicators include the models Z - score in Romania should be noted that there is
always a company closure result of poor management, but in many cases may be due,
economic and social environment in which operating company involves taking into
account other variables than financial ratios. The limit to be considered is the inclusion of
such variables (which expresses the characteristics of industry and economic
environment) generates models with a limited geographic and temporal, but more
pronounced than models based solely on financial ratios.

Also other possible causes regarding the inapplicability of this model in Romania
could be:

- frequent changes in the bankruptcy law;

- long periods to obtain failure comparative with the aforementioned countries;
- characteristics of the Romanian economy;

- market exit of Romanian companies is not always subject to economic criteria
- State involvement in supporting companies;

- masked failure of state companies;

Issue 1/2012 40



Journal of Public Administration, Finance and Law

- long period of transition and economic and financial instability;
- political influences on economic and financial area.

A prerequisite to the successful construction in Romania of bankruptcy prediction
models is to strengthen the discipline of bankruptcy law, which happened in 2006 when
bankruptcy law was repealed and replaced by the insolvency law, thus creating those
tools at the state level, enable more rapid take those measures requiring initiation of
insolvency and default procedure of bankruptcy, considered as a mandatory practice for
those in this situation.

Also, the establishment of such models should start from the idea of inclusion and
non-financial indicators representative of industry or industries concerned, in order to
consider the main factors of economic and social character of the business environment,
which may influence its results, thus increasing the accuracy of predictability.

Finally, it should use the maximum-minimum limits in the making of indicators
used to determine the score function in order to counterbalance the negative effect
induced by specific transition period and the absence of credible and relevant information
for a long period of time.
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Abstract: This article follows the main aspects of modern conceptions of public spending, focusing on the
interpretations given to them in terms of economic evolution in recent years. It was made a correlation with
the human development index that comes to support a series of reconsiderations of conceptions about
public expenditure and their role.
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Introduction

After World War 1, the role of government in economic life and society began to
be perceived and otherwise, as reflected even by Keynes's book title, in 1926, “The End
of laissez-faire". In this book, Keynes said that "“the most important thing for government
is to do things which individuals are already doing or to do little better or a little worse
existing ones, but to do those now things are not made / not made."

By the end of 1920, several European countries have introduced rudimentary
social security and the Great Depression led to a new wave of expansionist policies of
public spending, including social programs. Great Recession of 1929-1933 years was
regarded by many as a failure of liberal doctrine (laissez-faire) and a number were those
who looked with admiration at the "economic experiments” taking place in countries like
Russia, Germany, and Italy. Unfavorable socio-economic background, driven by World
War | and the global economic crisis, state constable place was taken by the welfare state
(State or State welfare Faustian), which significantly broadens the scope of concerns. As
the state's economic activity is exerting interventionist doctrine, that public authority is
required to play an active role in economic life, to influence economic processes, correct
cyclical developments, to anticipate and prevent crises or at least take steps to counter
their negative effects.

In this context is the work of J. M. Keynes' General Theory of use of labor,
interest and money"”, a reference work on world economic thinking, considered the
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modern interventionist conception. It is presented as a critique of classical thought as a
theoretical construct new attacking, even on behalf of political liberalism, justifying the
active economic policies and proposing some key action levers. Among them, state
interference in market mechanisms was considered indispensable to correct imbalances
and prevent amplification cycle them.

Keynes did not believe, therefore, not ever believed in the parable of Adam
Smith's invisible hand. Not only reject this view because it is founded on an intellectual
error, but also because, once transformed the political vision, this is a dangerous illusion.
For Keynes, the political problem of mankind is to combine three things: economic
efficiency, social justice and political freedom. He opines that only deep reforms are
likely to achieve these objectives and support the pursuit of the conservatory, founded on
the illusion of "laissez-faire practices," paves the revolution.

Keynesian paradigm defining characteristics are that it: consider classical liberal

and neoclassical economic theory as a special case of general economic theory rejects the
idea of natural order and natural laws (objective), capable of achieving spontaneous
economic equilibrium, consider unsatisfactory pure economic theory, so they decide to
investigate economic processes both in kind and cash.
In line with the new doctrine, the state is no longer seen only as a national consumer
product. He becomes Reseller resources, able to guide and support the upward trend of
society towards the achievement of general interest objectives, corresponding aspirations
for progress and civilization.

Modern concepts of public expenditure

At the same time, the evolution of society imposed by the state assuming new
tasks, especially in social protection, which led, on the one hand, increasing government
spending, and on the other hand, finds solutions to procure resources more conservative.
In this context, there have been increased public expenditures for economic action,
including economic development of state subsidy or protection of private enterprises for
disadvantaged, with traditional amplification. Simultaneously, changes occurred in the
sphere of training of public funds by admitting call extraordinary resources, such as
government bonds or money-inflation program to promote intervention (regulatory) of
the State in economic and social life. It becomes relevant in this context that state loans
"are obligations arising from contracts of the domestic financial market and / or
international by state, as the borrowed financial funds obtained from a natural or legal
persons and committed credit to repay it with interest and other costs, in a specified
period”.

Becomes the main concern of specialists studying the instruments by which the
state can intervene in economic life, ways to influence economic processes, social
relations. Research subject moves from media coverage study of public expenditure, the
analysis of means of state intervention through spending and revenue. During this period,
the establishment of public enterprises and joint ventures is not considered a heresy, it
and the provision of grants and other private facilities, and other measures by the state,

Issue 1/2012 44



Journal of Public Administration, Finance and Law

designed to help combat unemployment and economic recovery stagnant, is not blamed,
but rather encourage and appreciated.

Thus, the issue of public expenditure has become a field of wide interest within
management decision-makers, especially at the macroeconomic level, in the context of
their integration into models of economic growth.

Basic orientation is considered Keynesian doctrine, which include variable based
"public spending™ in the equations of general equilibrium. Public spending, both public
consumption and public investment ones were treated aggregate consumer demand, the
variable that makes the offer. Transforming public spending, taxes, government budget,
government loans and monetary processes into dynamic tools, financial policy is the type
interventionist welfare state, considering that it can take two forms: interventionism
compensator (Keynesian) and interventionism correction.

Interventionism financial compensation is a policy less interventionist. State
intervenes to correct market mechanisms, acting to prevent or repair harm economic
failure. In these conditions, the financial policy is exercised compensatory effect that, in
principle, be made as follows: in periods of recession and unemployment rises, the
volume increases in public spending and reduce the amount of taxes, budgets using the
"recovery" economy. Conversely, in periods of inflation, the state will proceed to public
spending cuts and tax increases, budget practicing the "austerity” and intended to reduce
budget deficits incurred during periods of crisis. In both situations, highlights the quality
of public financial and economic leverage, which have the potential to influence real
economic processes (consumption and investment) for the purposes considered desirable.

Interventionism type compensator was applied with good results for the first time
in the U.S. during the mandates of two presidents, Hoover and Roosevelt and becoming
the "commercial Keynesianism". He was also, and support for development in the 50th
Swedish model, shaped interwar Swedish-style interventionism compensator, also known
as "social Keynesianism".

Both the U.S. and in Sweden, practicing the interventionist financial policies in
the period 1933-1945, took place amid establishment Social Democrats as the party of
government, which gave the state and a social concern, besides the economic. Economic
policy adopted by Hoover and Roosevelt into interventionism was able to get the country
out of economic crisis of overproduction in the period 1929 to 1933. Due to financial
policy adopted by Roosevelt, known as the "New Deal", the firms became national
legitimacy, reduced scale and cyclical variations were alleviated social injustice (legal
background created by the Social Security Act adopted in 1935).

Keynes's doctrine followers have founded various models and types of public
financial policy to support the economic recovery efforts (when resting), to stimulate
demand and thus the production rates, and reduce the unemployment rate (keeping it in
acceptable limits). Modern state, in the opinion of the French economist Maurice
Duverger, public finances are no longer merely a means of providing cover its costs of
administration, but first, a means of intervention in social life, to exert pressure on
citizens to organization of the nation. Science of public finance in the modern era was
defined by M. Duverger: "science of state activity, as a user of special techniques so-
called financial expenses, taxes, loans, procedures monetary budget". The main focus of

Issue 1/2012 45



Journal of Public Administration, Finance and Law

finance is the study of science instruments by which the state can intervene in economic
life, ways to influence business processes, social relations. This does not mean that the
interest of science to cover public expenses would have disappeared, but only that
national redistribution, mediated by finance, acquire new values. Taxes also arouse
discussion and controversy because it affects the environment of astonishing natural
economic interests of individuals and businesses but at the same time it is used as a
means of stabilizing cyclical.

Referring to the interventionist theory about public finances, which made its way
especially after the global economic crisis, French economist Pierre Lalumiere stated:
"Public expenditure was considered as a means of economic and social intervention and
if they continue to fund state administrative tasks, they must serve both to increase
production capacity of the economy (government investment expenditures) or the
redistribution of income to many disadvantaged - gory (public expenditure transfer) " .
The tax is also considered as a process of state intervention in the economy, if he
continues to provide public expenses, to enable him by some equalization of social
conditions (reducing the high tax revenues) or cause by incitement, economic
development (higher taxation of undesirable activities). By judicious use of public
expenditure and revenue, the state budget becomes a huge "filter".

American economists William J. Shultz and C. Lowell Harris argue that science
deals with public finances "facts study, main techniques and effects of collecting and
spending of funds by the government or - enforcement bodies and public debt
management.” They appreciate the costs public budget as "external injection of
purchasing power of income flows", stating that "any increase or decrease in government
spending as well as other amazing additions or reductions or revenue stream, influence on
the national income multiplier effect™.

Against the background of doctrine, from the mid-1930s, increasing military
spending in response to the threat of Germany was a key factor for increasing public
expenditure in European countries. By 1937, public expenditure increased from an
average of 23.8% of GDP, a level almost double the 1913 level. Spending increased in all
countries and the increase was most pronounced in Canada, Germany, Japan, Sweden,
Switzerland, and United States of America. However, some of this "growth™ was due to
lower GDP caused by the recession. After 1937, the state minimum and laissez-faire
policy of the site was completely removed. Since that time, has become fertile ground for
future growth of the state welfare and the importance granted to use public spending to
redistribute income.

After World War 11, and especially the period between 1960 and 1980, there was
an unprecedented enthusiasm for public spending. Richard Musgrave (1959) described
the functions of allocation, stabilization and income redistribution that would return the
budget of a modern government. Development of the theory of public goods and
externality concept suggested a more consistent role in the allocation (Public Utilities) for
states. Socialism was already a strong current among Western intellectuals and political
leaders; so that redistribution objective (fair) income in society through public spending
created an aura was more important. In the book "Ethics redistribution”, Bertrand de
Jouvenel (1952), French political philosopher, said that: "Public finances in general, are a
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dull topic, but public finances in the first half of the twentieth century are charming. Of
the many aspects of public finance new, two are most notable: first, that have been used
to modify the distribution of national income between social classes, and secondly, that
the percentage of national income through "hands of the state" increased considerably”. It
should be noted that the statement regarding the percentage of national income
redistributed by the public purse was made in the 1950s, long before the actual expansion
of public spending.

"General Theory of Employment, Interest and Money" by Keynes, popularized
and other works of great economists like Alvin Hansen, Abba Lerner, Lawrence Klein,
etc., promoted stabilization tools and more a new and powerful reason for government
intervention. Fear of unemployment, which appeared after the Great Depression, came to
be tempered by the belief that the application of Keynesian demand policy could
eliminate or at least lead to offset economic cycles and reduced unemployment.
Enormous impact it had on the design and promotion theses Keynesian economic and
budgetary policies in the 1960s and 1970s made this period to be considered was
"Keynesian".

To some extent, the influence of Keynes confirmed even his own predictions,
namely the ideas of economists and political analysts, both when they are true / correct
and when they are wrong, are more powerful (influential) than is normally understood.
Indeed, the world is ruled by little else (Indeed, The World is Ruled by little else).
Influenced by the experience of the Great Depression and the apparent success of fiscal
policy before the war, another great economist, John Kenneth Galbraith, supports the idea
that "if a lower, taxes should be cut and public expenditure would be increased as is now
widely accepted”. However, concern for production (private) and investment materials
diverted, said Galbraith, attention from more urgent questions, including how our
resources are committed and, in particular the need and opportunity to invest in people.

This indicates that optical economist in question raises the possibility and need for
public expenditure through more consistent action is the social area, especially targeting
the social problem of poverty, which could be mitigated through public spending (higher
social assistance). The doctrinal position becomes apparent when Galbraith says that
opposition to social security and relevant legislation was a "liberal error”. By late 1950,
only a few decades after the introduction of social legislation and social security in most
countries, he noted approvingly that "the basic uncertainties of normal life have been
removed"”. Galbraith anticipated as one of the important justifications for government
action that will lead to major increases in public spending (budget) social type, namely,
reducing the risk (of life) for most citizens. Belief in the beneficial role of government
economic and social development, pursued the path tools (categories) specific public
finances, notably through public expenditure, was shared by Francis Bator, another
influential economist at the time. In his opinion, the public expenditure of society at that
time (1960) had sizes too small to dimensions that would be justified to achieve positive
effects, claiming he increased public spending (budget) for healthcare, education, urban
development, as support for general development.

Similar views were expressed by other authors, such as James Tobin (1958),
which states that "tax doctrines dominated again reserved our policies during the five
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years since 1953, and again brought the nation to brink of catastrophe. Increased taxation
is the price of economic development”.

Paul Anthony Samuelson, chief representative of neo-Keynesianism, noted that
administrative regulation of the increased markets, accompanied by a redistribution
created more consistent product confirms that the state has become increasingly
important role in the economy. The author in question added to the famous Keynesian
equation Y = C + | (where Y = income, C = consumption, | = investment) and
government spending on goods and services. Samuelson said that "the extent that the
national income and net investments bread consumed so must incorporate and budget
appropriations to cover costs of highway construction (cement salaries, etc. or purchase
jet bombers. Include, also, loans to pay meteorological services and aircraft pilots or
firefighters, engineers of bridges and roads, magistrates, policemen, not forgetting the
statisticians charged with determining the size of national income ". This statement
highlights the important role that it assigns economist in public spending for social and
economic development, ensuring that the overall balance.

Another very important concept to address modern public expenditure belongs to
Alvin H. Hansen. In his book entitled A Guide to Keynes, Hansen promotes his views
adapted to specific U.S. economy, supporting a new type of market economy, based on
new institutions. It states that "The market cannot decide how much we spend on schools,
social security or national defense. We have reached a point in our economic and social
development in which no market, but social value judgments must control how we use
that can mean a quarter of our productive resources. Our economy is not the whole
market economy. It is a mixed economy public and private. What develop are the welfare
state and not the state as an owner or trader directly. Welfare state is primarily a
redistributor of income and a large buyer of private enterprise products. But the company
makes private affairs. "American economist focuses on government spending and
investment spending as a means of countering the crisis”. Autonomous government
spending and private investment is the most important factors of growth and decline of
national income.” Following the imperative of economic and social stability, so-called
Hansen mentions three intervention programs: flexibility mechanism stabilizing system
and compensation program that based on tools from which we find public spending
programs that we analyze in subsequent chapters.

Without government intervention, the situation could become dangerous, both
economically, leading to reduced consumption due to lower purchasing power of
households and the socially, favoring the occurrence of events and strikes. Therefore, the
main objective pursued by government intervention was the elimination of unprofitable
enterprises for state spending large sums, without registering any of their revival and
management of public funds for other purposes, more justified. Thus, by making
expenditures, corrective interventions aimed more directly state destinations such as
financial aid disadvantaged people in different ways (welfare, unemployment benefits,
scholarships, maternity benefits) or supporting the development of production equipment
and services public to combat pollution, leisure, culture development, education and
sports).
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Peak of the welfare state (1945-1975) can be divided in turn into three smaller
periods, as follows:

- During the "reconstruction” (1945-1950), which followed immediately after the war, in
which some countries have established overall economic development strategy, the
impact on public expenditure policy setting coordinates;

- Decade of "relative stagnation” (1950-1960), characterized by sustained economic
growth and almost full employment of labor, even if inflation increased gradually
(reaching 14% in 1974);

- The "great expansion” (1960-1975), regarded as the representative of the entire
evolution of the welfare state.

Orientation for greater involvement of government in providing goods and
services, supported by the great economists times, was accompanied by the emergence of
new methods and techniques designed to evaluate government programs and their
implications. There is such a large concern for the issue of efficiency in public financial
resources spent, something that is considered essential for current issue spending
(public).

In the 1950s and early 1960s, planning, programming and budgeting system, and
other similar techniques began to be placed on the financing decisions of public spending,
targeting efficiency. For example, cost-benefit analysis of public projects, was considered
a major advance in the technique of economic planning in general, is widely used in the
Budget (now mandatory, for example, for projects with European funding grant). New
techniques were developed to eliminate the discretionary power of government so that
public money can be allocated and used properly and effectively. He was also a time
when not clearly determine that progressive taxation was high and likely to produce
serious, to discourage the private sector, but rather was seen only as a way to ensure
funding of public expenditure more ambitious policies to support. It is remarkable that so
far, most studies found no negative impact on the economy arising from high rates of
progressive taxation.

Erosion of legal constraints on government budget deficits has accelerated after
the Second World War, when many European countries have accepted social rights as
constitutional rights. Several countries have enshrined interventionist policies strong
provisions in their constitutions (Germany and Switzerland) or through their own tax law.
In Germany, new postwar constitution emphasized the state's role in shaping the "market
economy". After the first oil crisis, the German Supreme Court graduated constraints
limit government budget deficit that was provided in the constitution. Article 81 of Italian
Constitution also introduced some formal conditions on fiscal policies, including the
requirement for the government to design government spending the same or even higher
from year to year and find the means of their coverage.

Increased public spending in this period (1960 and after), was also facilitated by
dynamic political process in democratic societies. However, public expenditure growth
was facilitated by interest groups that lobby for different programs, but the bureaucrats
who wanted budgets ever higher. In any democracy, governments tend to consolidate the
political support of citizens by carrying out programs (funded by public expenditure) in
their constituencies, because wealth is transferred to their constituents, while costs are
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borne by all voters in the country. At the same time, they are reluctant to increase taxes
(including local) that affect their constituents.

A whole controversy on the reasons explaining the increase in public expenditure
was on. Rapid urbanization in industrial countries is likely to facilitate increased taxation,
which created conditions for satisfying higher demands for public spending. Recently, the
aging population in developed countries, but not only began to increase public spending,
although the full pressure of aging will be felt only in the following decades. Wagner's
Law (named after Adolph Wagner's publication in 1876) was probably the most
prominent, but not necessarily the most convincing explanation for increased public
spending and because it fails to explain why public spending have increased between
1870 and 1913.

Rapid expansion of public expenditure between 1960 and 1980 was a remarkable,
because it took place when most countries were not engaged in war and therefore had no
costs (additional) for maintenance of the army. However, there was no recession and thus
public spending for various programs of economic and social recovery were very low and
population growth rate was positive. In these conditions, increased public spending is
explained mainly by changing the vision of the state's role in society. 1960 and 1970
were years "glory” for Keynesian doctrine, dedicating the perception that governments
should be effective in the allocation of public goods and equitable redistribution of
income and wealth, and stabilizing action (adjustment) of the economy.

French interventionism practiced labeled as "antieconomic, tentacular and
retarded", ruling the state disengagement from economic policy. As a result, some public
services (telephone, highway construction) have been privatized and, in parallel with the
liberalization of prices and tariffs, the desire to return to liberalism, but one adapted to
new realities.

The 1980s marked a return to arguments in favor of a State to restrict their
activities to the minimum necessary public, promoting the idea of withdrawing its
sensitive interventions in the economy, which means primarily a reduction in public
expenditure (budget). This return ideological enrolled in a context of ideas successfully
defended monetarist Milton Friedman. Consequences to the traditional criticism of state
intervention have reappeared in the spotlight: waste, excessive weight, etc. taxes. The
new slogan was, less state "(a lesser state intervention), and governments began to be
driven by policy to reduce taxes and deficits. According to the new dictum, had reduced
public spending and redistribution of income principles company had reconsidered.
1980s was largely dominated by non-interventionist economic policy concepts, and when
they were interventionist, had to be more sensitive to supply than demand.

Difficulties of the East in the 1980s and the collapse of socialism in these
countries have contributed to estimating market economy. In the USSR, the state was
omnipresent: the owner and manager of the means of production and exchange placed the
head of a mandatory centralized planning. The failure of Soviet-style socialism
discredited the idea of ubiquitous state.

In the U.S., Republicans and conservative politicians proclaimed ambition failure
"New Deal" and dream of a democratic, Great Society. "Considering that the taxes were
excessive, they also appreciated that government programs (too large) for redistribution
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of wealth have failed than to transform a part of American addicts in government
assistance to make them lose their responsiveness and sense of personal responsibility.
Ronald Reagan (U.S. President) defended the idea that the state should limit its
ambitions, that action social protection systems now costs too much and is based on the
notion of, compulsory compassion "(government required to pay all).

In terms of training resources to finance these projects involved excessive costs of
social assistance, Laffer curve limits raised tax progressivity, illustrating that formula, too
many taxes Kill taxes. "Fiscal pressure too high causes taxpayers to reduce their labor
supply, to "hide" income (tax fraud or unauthorized workers), to transfer capital abroad
(to tax havens), the effect of the plan is contrary to the expected tax revenues

According to the economic doctrine of supply (supply-side economics), the crisis
is not related to a lack of demand (Keynesian interpretation), but a lack of supply from
the manufacturers. For economists offer (supply-siders), Reagan's advisers (as Arthur
Laffer and George Gilder), the state should deregulate economic activity, reduce tax
levies and making all kinds of measures likely to release tax burdensome restrictions
enterprises. In other words, state intervention should be directed through taxes rather than
through public spending.

In Britain, the 1980s were dominated by action of Margaret Thatcher (prime
minister between 1979 and 1990). ,, Iron Lady "symbolized the return of liberalism in the
world: tight monetary policy, public spending cuts, deregulation and opening to
competition of public monopolies, privatization of most public sector. Margaret Thatcher
advocates a return to individual incentives: lower reducing taxes and social transfers as a
basis for individual responsibility.

Corroboration of public spending on human development index and
reconsiderations of conceptions about public spending

In continuation of our study we cannot analyze in this context the future evolution
of public expenditure, corroborating their human development index (HDI). According to
several views, there is a strong link between public spending by the state and human
development index, something that can be demonstrated through the following examples
provided by the UN (Table 1).

Table 1 Public expenditures in GDP and HDI for these countries in 2011

Rank/average
Island Average share of GDP 37,6% 14;0.898
1; 0.943
Australia 2;0.929
6; 0.908
Sweden Average share of GDP 53,5% 10; 0.904
(highest in the world) 20; 0.884
Finland 22; 0.882
16; 0.895
Romania 36,9% 50; 0,781

Source: HDI 2011 report, UN http://hdr.undp.org/en/media/HDR_2011 _EN_Tables.pdf
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Notice that the first group four countries in the HDI ranking, have a share of
public expenditure in GDP of 37.6%, while the group consists of four countries Sweden,
France, Finland, Denmark will not lie (except Sweden ) even in the first group 10,
according to the classification. From this we can draw the conclusion that at close to 36%
can achieve a high level of human satisfaction, according to the criteria summarized by
HDI. The general policies (financial default) countries modern optics to keep public
spending share in GDP to 35% or less may be an acceptable, because these countries
have high levels infrastructure already built, compared with countries in developing.

Experience in Hong Kong and Singapore, where public expenditure is usually
below 20% of GDP, confirming the approach regarding a low public spending in GDP, as
a variant of the long term.

We believe that the ability to maintain or decrease the level of public spending to
GDP must be correlated both with increased efficiency of public sector and with private
sector efficiency, able in future to cover part of the economic risks ( but not only), facing
the citizen.

In this context, Vito Tanzi identifies at least two pillars on which the budget cuts

in public expenditure. The first pillar would require people to be aware of certain
contingencies of life and to do so. Obvious examples are considered private insurance for
accident and health, along with a more restrictive package of social protection provided
by the State.
The second pillar would be for the government to seize the opportunities offered by
globalization and the world market to purchase services not available on the market or are
available at a higher cost. These services must be provided even for a small group of
citizens, for then they are advertised. Such services may be the latest medical procedures,
training, etc. for advanced techniques.

Conclusions

Public expenditure (budget) gets modern interventionist doctrine under a new
interpretation, admitting that their performance of the state through its institutions
immaterial, as his partner is concerned with maintaining social balance and hence the
whole system as full satisfaction community needs, can be (if only indirectly) a positive
contribution to enhancing product and created national wealth. Characteristic of modern
interpretation of public spending is that they are treated as processes for reallocating
resources since a significant part of their orientation reflected concern for the state of
their use consistent with certain socio-economic optimum.

Thus, reallocation of financial resources through public spending is not seen as
resource consuming but as an investment, in this respect, public expenditure are similar
to those which are considered private, in principle, recoverable on account of the
comprehensive activities that are engaged . It follows from this statement that the modern
vision of public expenditure is recognized only partially character definitive resource
consumption processes, the other character is recoverable with either one of reallocation,
and creating, overall, beneficial effects in terms of social reproduction. In this framework,
it should be noted that such an interpretation, directly linked to specific actions financed
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via public expenditure budget is reflected in the concrete structure and their size,
although "in some degree, political choices are those that dictate often without regard to
economic requirements.

Addressing public expenditure (budget) differently, in terms of their expected
effects, allowing an appreciation distinctive, nuanced their effectiveness, with direct
implications in terms of making decisions using appropriate criteria and optimization
models.
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