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AABBSSTTRRAACCTT:: It is not out of date that during times of economic crisis, there are numerous voices
calling for the loosening of the antitrust policy with the purpose of benefiting from an alleged
support and a smooth return to economic growth. Starting from such opinions, the current paper
aims at thoroughly examining the present regulatory framework in a sector which is very
important for the today’s economy, i.e. the electronic communication industry. The interest in
this particular sector comes both from the statement made in the media by an official of an
operator in this industry and also from the acknowledgment of the fact that electronic
communications represent a field among those that “benefit” in the European Union and not only,
from concurrent regulation. Thus, this sector distinguishes itself through the concurrent
application of specific regulation which is technical and economical by nature and general rules
of competition protection (antitrust). Even if there are obvious differences between these two
areas, there are also numerous similarities and even overlaps between them. The two sets of
rules are being implemented and monitored by different administrative authorities. This is the
reason why some jurisdictional conflicts may arise, especially in the case of certain young and
less experienced institutions. We shall thoroughly inquire into one of the practices that may be
sanctioned by both sets of legislation, namely “the refusal to grant access” (as it is named in the
sector legislation) or “the refusal to deal” (as it is named in the competition protection legislation).
Thus, chapter 1 describes the sector regulation legislation. Then, chapter 2 deals with the
legislation and the enforcement of competition protection legislation in three situations where
possible overlaps with sector regulation may occur: definition of relevant market, undertakings
with significant market power vs. undertakings having dominant position and the refusal to deal
as an alleged abuse of dominant position. Finally, chapter 3 draws the conclusions. Overall, this
paper endeavours to identify certain analysis algorithms for both sector regulation authorities
and competition authorities so to prevent any overlap between these authorities in fulfilling their
duties and any decision-making that might cause harm to the business environment.

KKeeyy  wwoorrddss::  refusal to grant access, electronic communications, abuse of dominant position,
competition protection policy

JJEELL  CCooddeess: L4, L5

International Conference of the Institute for Business Administration in Bucharest, 2013 9



IINNTTRROODDUUCCTTIIOONN

EEuurrooppeeaann  CCoommmmiissssiioonn’’ss  ccoommppeettiittiioonn  ppoolliiccyy  hhaass  pprroovvookkeedd  ""aa  lloott  ooff  ddaammaaggee"",,  eessppeecciiaallllyy  iinn
tthhee  tteelleeccoommmmuunniiccaattiioonn  sseeccttoorr,,  aaccccuusseedd  tthhee  pprreessiiddeenntt  --  CCEEOO  ooff  OOrraannggee,,  SStteepphhaannee  RRiicchhaarrdd  iinn  tthhee
MMoonnddaayy  eeddiittiioonn  ooff  tthhee  ddaaiillyy  LLee  FFiiggaarroo,,  ccaalllliinngg  uupp  ““aa  ffoorrmm  ooff  hhaarrdd””  aaggaaiinnsstt  iittss  ggrroouupp,,  wwrriitteess  AAFFPP..

"For the last 20 years, Brussels has only known how to do one thing: antitrust regulation.
Brussels doesn’t seem to understand that the world has changed, that we are no longer historical
monopolies for quite a time now, but that we live now in an ultra-competitive world” says the
CEO of the French telecom group. In his view, "in air transport, energy, and telecommunications
Brussels has made from the ferocious competition the alpha and omega of economic policy. This
ideology has provoked a lot of damage”. This policy "has already largely made the game of the
Asians by putting into practice a regulation aimed solely at lower price and putting pressure on
European manufacturers such as Alcatel or Nokia". Orange CEO qualified as "a form of hard" the
dawn-raids performed by the European Commission on July 11 at the headquarters of several
European telecom operators, including the Germans from Deutsche Telekom or the Spanish from
Telefonica." This is the fourth time since I am the head of the group competition authorities
conduct this type of operation. It’s difficult not to see a form of hard".

(Hotnews July 22, 2013, Le Figaro July 22, 2013)
Electronic communications sector is one of the sectors “benefiting” in the European

Union and not only from concurrent regulation. Thus, this sector distinguishes itself through the
concurrent application of specific regulation which is technical and economic by nature and of
general rules of competition protection (antitrust). Even if there are obvious differences between
these two areas, there are also numerous similarities and even overlaps between them. The two
sets of rules are implemented and monitored by different administrative authorities. In this
context, it may not be excluded the idea that some jurisdictional conflicts may arise in the
implementation of the rules specific to each of these two areas, and therefore that the statements
of the Orange CEO might contain a small grain of truth. It’s clear that in such a situation the
business environment might be harmed especially if this happens in a sector ranked at the first
positions in terms of the globalization process. 

In this paper, we undertake a comparative analysis of the competition protection
legislation and enforcement and sector regulation in the electronic communications field, in order
to identify any differences, any overlaps that may arise and consequently, the threats that may put
into danger the business environment from this angle. 

A special attention will be paid also to the analysis in parallel of the practice of “refusal
to grant access” to the individual electronic communication network from the viewpoint of sector
specific regulation and of “the refusal to deal” practice that may result in an abuse of dominant
position, from the viewpoint of competition protection legislation.

In this context, three particular situations will be more deeply assessed since they
succeed in both sector and competition legislation. These situations are the following: (i) the
definition of the relevant market which is a compulsory step (ii) the procedure for the assessment
of the undertakings with “significant market power” (sector specific legislation), respectively of
the undertakings having “dominant position” (competition protection legislation) and (ii) “the
refusal to grant access” and “the refusal to deal”, in terms of applicable criteria of analysis and
sanctioning policy in both sets of legislation. 

From the beginning it has to be underlined that sseeccttoorr  rreegguullaattiioonnss  aarree  ssuubbssttaannttiiaallllyy
hhaarrsshheerr  tthhaann  ccoommppeettiittiioonn  lleeggiissllaattiioonn..  TThhiiss  hhaappppeennss  mmaayybbee  aallssoo  dduuee  ttoo  tthhee  ffaacctt  tthhaatt  tthhee  ffoorrmmeerr  aarree
oonnllyy  tteemmppoorraarryy..  Otherwise stated, this paper aims at clarifying that a certain firm behaviour may
be penalized according to the sector specific legislation without being necessary to be also
penalized according to the competition protection legislation. These are the situations when the
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intervention of the national competition authorities (or even of the European Commission) may
give rise to motivated reactions as that of the Orange CEO, above mentioned.

TTHHEE  SSEECCTTOORR  SSPPEECCIIFFIICC  RREEGGUULLAATTOORRYY  FFRRAAMMEEWWOORRKK  
EEUURROOPPEEAANN  UUNNIIOONN

To the end of 90’s, communications sector went through radical reforms at Community
level. The technical progress boost required an increase in the degree of liberalization and
consequently, a greater legislative harmonization between the EU Member States. The European
Commission stressed the need of pushing forward the creation of a competitive environment
through measures such as further legislative harmonization and reduction of administrative
barriers in a study performed in 1999. The need of protecting consumers and the high speed of
the technical progress in this field were as well pointed out.

The European Commission reached then the conclusion that the provisions of
competition protection legislation are insufficient to prevent a market failure in this sector, at
least for the following three reasons. 

First of all, the general legislation on competition provides for sanctioning measures
applicable to undertakings in dominant position who commit an abuse of their market power. It
does not entail measures envisaging the enforcement of specific obligations that would pprreevveenntt
such an abuse but for certain deterring sanctions (such as the obligation to grant access, costs
accounting, etc.). 

Second, the ex-post interventions take place following the finding of an alleged abuse of
market power and the process by which cases are conducted takes time. All these aspects may
unduly influence the competitive conditions even if eventually the abuse of dominant position is
punished. The effects on competition may be long-lasting or irreversible due to the earning of the
critical time by the supplier who takes advantage of its market power to the detriment of
competition, especially in emerging markets.

Third, regulatory ex-ante interventions are often necessary. In this respect, NASR should
ensure that their interventions are timely. Conversely, the competition protection authorities do
not have the specific sector expertise for ensuring such an intervention.

Thus, the current regulatory framework in telecom sector which has been in place since
its adoption in 2002 aims at ensuring a certain flexibility and smooth transition that would allow
for the promotion of competition against the existence of sufficient surveillance from the national
authorities of sector regulation (NNAASSRRss)) and those for the protection of competition ((NNCCAAss)):

„The aim of current regulatory package is to fine-tune the existing community legislation
in telecom sector with the substantial amendments that have taken place in telecom, media and
information technology sectors. The new regulatory framework has been designed as an interim
situation with the long-term objective being that the industry can be regulated only by the general
competition law when it is sufficiently developed2” 

The current regulatory framework (2002) ccoonnssiissttss  ooff  ffiivvee  DDiirreeccttiivveess33. Its design is
described in the so-called the Framework-Directive4, which details the general rules and the
objectives that may be found in each of “the specific directives”, namely the Directive on access5;
the Directive on authorization6; the Directive on the universal service and the Directive on the
privacy of information. The objectives of the Framework-Directive are to promote competition, to
develop Internal Market and to protect consumers’ interests. To attain these objectives, the
Framework-Directive requires national regulatory authorities to fulfil certain obligations among
which the promotion of competition is one of the most important obligations. 

Also, it allows NASR to impose certain ex-ante obligations to undertakings deemed to
hold significant market power ((SSMMPP)).
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The Framework-Directive requires NASRs to assess the relevant markets in the
communications sector in order to establish whether those markets are “effectively competitive7”
or not. Where, the respective relevant market is found to be not “effectively competitive”, NASR
has to identify undertakings with SMP on a given market and ttoo  iimmppoossee on such undertakings -
eexx--aannttee ––  aapppprroopprriiaattee  rreegguullaattoorryy  oobblliiggaattiioonnss  ((ccoonnddiittiioonnss))  or to maintain or amend such
obligations where they already exist. Thus, NASR may impose one or several obligations
depending on the circumstances such as obligations of transparency in relation to the
interconnection of networks or to the access to these networks, non-discrimination, accounting
separation, obligation of access or tariff accounting depending on the costs incurred.

The Framework-Directive ddooeess  nnoott  ddeeffiinnee  tthhee  ccoonncceepptt  ooff  ““eeffffeeccttiivveellyy  ccoommppeettiittiivvee””;
nevertheless, it mentions that a market shall not be effectively competitive when there is one or
more undertakings with SMP operating on that market and when the instruments provided by the
national or Community legislation in the field of protection of competition are not sufficient to
remedy the harm. Therefore, the concept of effective competition is related to the existence of
undertakings with SMP on the relevant market. The notion of SMP is defined in Art. 14(2) of the
Framework-Directive as being a position equivalent to the notion of dominant position within the
meaning of Art. 102, as it was established by the case-law of the European Courts.

In terms of various aspects, the process for establishing SMP is similar to that for
establishing dominance. It starts with the process of defining the relevant market and it applies
the methodology under the competition legislation for the analysis of the competitive market
conditions on a given market. One distinction still exists. The analysis of the market conducted
in the context of the application of the Art. 102 of TFEU (prohibition of the abuse of dominant
position) is a retrospective one wwhheerreeaass tthhee  eeffffeeccttiivvee  ccoommppeettiittiioonn  aanndd  SSMMPP  pprroovviiddeedd  ffoorr  iinn  tthhee
FFrraammeewwoorrkk--DDiirreeccttiivvee rreeqquuiirree  aa  pprroossppeeccttiivvee  aannaallyyssiiss, meaning thus whether the market is
prospectively competitive or whether any lack of effective competition is durable. 

From this angle, the analysis required by the Framework-Directive inspires itself and
makes use of the analytical technics developed in the context of the „European Commission
regulation on mergers”. Under the merger control provisions of EC Competition law, the analysis
of the markets is also conducted on a forward-looking basis, it is directed towards future
dynamics of the market and it will not consider events and facts that have already taken place as
it is the case in the market analysis conducted under Art. 102. In general, the application of
merger control rules requires a dynamic analysis of the relevant market. Thus, the focus in
merger control analysis is on the ex-post effects of the merger and not on the effects that may
be captured on the relevant market before the merger has taken place. 

To support NASRs, the Commission adopted a “Recommendation” on the relevant
product and service markets within the electronic communications sector”8. The
Recommendation includes a list of relevant markets that may be subject to ex-ante regulation.
The European Commission’s list makes a distinction between wholesale markets (18 markets)
and retail markets (7 markets). As an example (which will be used in paragraph 2.2 from below),
the Commission identifies among the wholesale markets „the market for voice call termination
on individual mobile networks”9.

The Recommendation is not binding for NASRs. Nevertheless, they have to take account
of it. That means that in case of reaching to aa  ddiiffffeerreenntt  rreelleevvaanntt  mmaarrkkeett ddeeffiinniittiioonn  tthhaann  tthhoossee  lliisstteedd
iinn  tthhee  RReeccoommmmeennddaattiioonn (and consequently, to the prospect of imposing ex-ante obligations),
NASR must notify this intention and get the approval from the European Commission. The
purpose of such a mechanism is to prevent an unjustified distortion of competition by certain
national regulatory authorities. 

At the same time, the Recommendation advises the national regulators ttoo  aappppllyy  aa  tteesstt for
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reviewing the relevant markets for purpose of possible ex-ante regulation. This test consists of
three criteria10:

– the presence of high and non-transitory entry barriers whether of structural, legal or
regulatory nature;

– the structure of the market would tend towards a sufficient competition on the short or
medium - term in order to protect consumers interests even in the absence of regulatory
interventions and 

– ex-post measures (related to the application of competition protection legislation) alone,
in the absence of ex-ante measures imposed on the given market would be sufficient to
adequately address the concerns arising from the existence of a dominant position on the
market. 

These criteria should be applied cumulatively. If the barriers to entry are not durable, or
if there is any recent evidence of increased competition and of a competition featuring a
continuous boost on the short and medium-term or if there are any reasons to believe that the
ex-post intervention could be effective then it is reasonable for the regulator to abstain from
imposing preventive measures upon the operator with SMP.

With respect to how important is for the regulator to apply these criteria within their
own prospective analysis, Neelie Kroes, ex-European Commissioner for competition policy stated
in 2009 that:

“Our experience is that regulation which respects competition principles is the most
efficient type of regulation. When that regulation succeeds in enabling a competitive market,
there is less to worry about both for the consumers and for the enforcers of competition rules.
But even the most perfectly designed regulation will not eliminate the risk of abuses, so there will
always be a role also for competition enforcement. Getting this balance right requires constant
dialogue between regulators and competition enforcers. It is not easy – the relationships change
from sector to sector, and the balance between ex ante regulation and ex post enforcement will
also depend upon the state of each market”11.

Further, the Commission adopted “the Guidelines on market analysis and the
assessment of significant market power”12. These Guidelines clarify that NASRs must conduct a
structural evaluation of the market on a forward-looking basis, starting from the existing market
conditions.”13 IInn  tthhiiss  ccoonntteexxtt,,  tthhee  CCoommmmiissssiioonn  ppooiinnttss  oouutt  tthhaatt  aa  mmaarrkkeett  ddeeffiinniittiioonn  ffoorr  ppuurrppoosseess  ooff
eexx--aannttee  rreegguullaattiioonn  mmaayy  bbee  ddiiffffeerreenntt  ffrroomm  tthhaatt  rreessuullttiinngg  ffrroomm  aa  mmaarrkkeett  aannaallyyssiiss  bbaasseedd  oonn  ppaasstt
bbeehhaavviioouurr  uunnddeerr  tthhee  aapppplliiccaattiioonn  ooff  ccoommppeettiittiioonn  llaaww.14

By means of these directives, an important achievement towards the liberalization of
the telecommunications market is the interconnection of the networks, operation by which the
users of a network may communicate with the users of another network. Thus, Member States
must ensure that there is no restriction which might prevent undertakings in the respective
Member State or in different Member States from negotiating between themselves agreements
on technical or commercial arrangements for access or interconnection. Public networks
operators have the right but also the obligation when requested by other undertakings so
authorized to negotiate the interconnection with each over. 

RROOMMAANNIIAA

Initially, Romania has implemented the provisions of the European Directives by adopting
the Emergency Government Ordinance no. 79/13.06.2002 on the general framework of electronic
communications (“EGO no. 79/2002”) and the Government Ordinance no. 34/30.01.2002 on the
access to public networks of electronic communications and the associated facilities as well as
their interconnection (GO no. 34/2002). Afterwards, these have been replaced by EGO no. 111/2011
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on electronic communications, approved with amendments and completions by the Law no.
140/2012. In this context, the National Authority for Administration and Regulation in
Communications (NAARC) has been set up. This authority has been endowed with attributions
regarding the regulation of the activities in the field of electronic communications, by adopting
and implementing decisions of surveillance and control of their observance.

Thus, NAARC fulfils a series of attributions, including:
1. the designation of the services and networks’ suppliers of electronic communications with

significant market power and
2. imposing on these suppliers certain obligations such as the obligation of transparency,

non-discrimination, accounting separation, obligation to grant the access, tariffs’ control
or tariff accounting depending on the costs incurred.

The breach of the obligations imposed by NAARC is considered an offence and is
sanctioned by fines of up to 5% of the turnover achieved by the offender.

TToo  ssuumm  uupp,,  tthhee  rreegguullaattiioonnss  ssppeecciiffiicc  ttoo  tthhee  eelleeccttrroonniicc  ccoommmmuunniiccaattiioonnss  sseeccttoorr  eessttaabblliisshh
tthhee  ffoolllloowwiinngg  aallggoorriitthhmm  ffoorr  ssaannccttiioonniinngg  tthhee  rreeffuussaall  ttoo  ggrraanntt  aacccceessss  ttoo  tthhee  oowwnn  nneettwwoorrkk::

a. definition of the relevant market (with due consideration to the competition law principles
and also to the European Commission’s Recommendation which identifies a number
accounting to 25 possible market areas in this sector, including – as already mentioned –
“the market for voice call termination on individual mobile networks”);

b. identification of the undertakings with SMP (it is important to add in this context that with
due consideration to the above mentioned recommendation of the Commission – any
telephony operator benefiting from its own network is considered to hold SMP,
irrespectively if it has 10, 1000 or 1 million subscribers);

c. NASR imposed obligations on the undertakings with SMP;
d. non-compliance with these obligations by the undertakings;
e. fine applied by NASR. 

All the above mentioned aspects represent pprroovviissiioonnss  ssppeecciiffiicc  ttoo  tthhee  sseeccttoorr  rreegguullaattiioonn
in this field. Therefore, surveillance and alleged sanctioning in case of non-compliance fall under
the exclusive duties of NASR. TToo  ppuutt  iitt  ddiiffffeerreennttllyy,,  tthheessee  aarree  aaddddiittiioonnaall  ccoonnssttrraaiinnttss  ttoo  tthhee
lleeggiissllaattiioonn  ffoorr  tthhee  pprrootteeccttiioonn  ooff  ccoommppeettiittiioonn  wwhhiicchh  aarree  nnoott  nneecceessssaarryy  lliinnkkeedd  wwiitthh  tthhee  ffrreeee  mmaarrkkeett
pprriinncciipplleess  ((ffoorr  iinnssttaannccee,,  mmaaxxiimmuumm  ttaarriiffffss  ffoorr  tthhee  tteerrmmiinnaattiioonn  ooff  ccaallllss)). The general rules that
have to be observed from competition protection point of view are presented in the next section.
There, we shall describe also the analytical framework that must be followed, including the
conditions or criteria that have to be fulfilled for establishing whether there is a breach of
competition law. It is important to clarify that the sector regulation in telecommunications field
is relatively young compared to the competition protection legislation which has been applied
ever since 1958 (at Community level). This is the reason why the latter has built its own
framework, different and more complex in terms of evaluation and decision-making, and focused
on the principle of the freedom of the markets with the purpose to stimulate innovation and
investments to the benefit of final consumers.

LLAAWW  AANNDD  PPRRAACCTTIICCEE  IINN  CCOOMMPPEETTIITTIIOONN  PPRROOTTEECCTTIIOONN  

In this section, we try to answer to three questions aiming at identifying the differences
between the sector legislation and that dealing with competition protection: 

1. Is there any likelihood that these two sets of legislation would arrive to different outcomes
as concerns the definition of the relevant market?

2. Are undertakings with SMP, in the meaning of sector legislation also undertakings with
dominant position in the meaning of the competition law?
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3. Does the refusal to grant access automatically mean an abuse committed by an
undertaking having dominant position?

Rules on competition are entirely applied to the communications sector too. There are
no exceptions or exemptions. Neither the Member States nor the Commission or the Council may
introduce rules falling in contradiction with the provisions of Art. 101 (cartel prohibition) and Art.
102 (abuse of dominant position prohibition) of TFEU. Also, NASRs have the obligation not to
approve any practice or agreement that may breach competition protection legislation.
Consequently, the regulatory framework adopted in the electronic communications sector must
be interpreted so to ensure full consistency with the competition rules.

The competition policy is at the hub of the Regulatory framework adopted in this field in
2002. Art. 8 of the Framework-Directive explicitly provide that NASRs must create a competitive
environment in this sector. The designation of undertakings with SMP (art. 14-16 of the
Framework-Directive) is made on the basis of the competition legislation principles. However,,  tthhee
rreegguullaattoorryy  ffrraammeewwoorrkk  ccoonnttrriibbuutteess  ttoo  tthhee  ffuullffiillmmeenntt  ooff  ootthheerr  ppuubblliicc  iinntteerreesstt  oobbjjeeccttiivveess  tthhaatt  mmaayy  nnoott
bbee  aattttaaiinneedd  oonnllyy  tthhrroouugghh  tthhee  aapppplliiccaattiioonn  ooff  ccoommppeettiittiioonn  lleeggiissllaattiioonn. These include the cultural
diversity and media pluralism15, consumer welfare for specific social groups (disabled users)16,
ensuring connectivity between final consumers17, and supply of „universal service”. The
objectives’ duality as well as the possibility of entirely applying competition rules even in the
presence of the sector regulations requires an understanding of the interaction between these
two sets of rules.

MMAARRKKEETT  DDEEFFIINNIITTIIOONN

TThhee  sseeccttoorr  rreegguullaattiioonn  aanndd  tthhee  lleeggiissllaattiioonn  ooff  ccoommppeettiittiioonn  pprrootteeccttiioonn  aarree  ssiimmuullttaanneeoouussllyy
aapppplliieedd..  The 2002 regulatory framework insists a lot on the application of the competition
principles in the process of setting out the regulatory conditions. Although, as the Commission
clarifies in its Guidelines on SMP, this does not mean that the analysis conducted according to the
regulatory framework will always lead to the same outcome as that conducted under Art. 101, 102
or in the context of the Regulation on mergers.18 For instance, as concerns market definition, the
Commission makes distinction between the markets defined on an ex-ante basis and those
defined under an ex-post analysis, in the meaning of the application of Art. 101 (cartels
prohibition) or Art. 102 (abuse of dominant position prohibition) of TFEU. This is the reason why
the Commission concludes that the markets defined for sector regulation purposes may not
always correspond to those defined under the application of competition legislation.

In the Decision no. 1 of 14.02.2011 (Vodafone case), Competition Council asserts the same
thing:

„8.2. The 1998 regulatory framework has identified certain areas of the telecom sector
susceptible to ex-ante regulation. These areas have been delineated by the applicable Directives
but they are not always „markets” in the meaning of competition law and practice.

[...]Stating that the process for the identification of the markets in the framework of this
recommendation does not affect the markets that may be defined in certain situations according
to the competition law. The Recommendation provides for three criteria on the basis of which
markets are identified according to the competition law principles.”19

CCoonnsseeqquueennttllyy,,  tthhee  aannsswweerr  ttoo  tthhiiss  ffiirrsstt  qquueessttiioonn  iiss  oobbvviioouuss  yyeess,,  tthhee  ddeeffiinniittiioonn  ooff  tthhee
rreelleevvaanntt  mmaarrkkeett  ccoonndduucctteedd  bbyy  NNAASSRR  ((NNAAAARRCC))  mmaayy  bbee  ddiiffffeerreenntt  ffrroomm  tthhaatt  uunnddeerr  tthhee  eexx--ppoosstt
aannaallyyssiiss  ccoonndduucctteedd  bbyy  NNCCAA  ((CCoommppeettiittiioonn  CCoouunncciill))  iinn  aa  ggiivveenn  ccaassee..  IInn  ootthheerr  wwoorrddss,,  wwhheenneevveerr
ccoommppeettiittiioonn  aauutthhoorriittiieess  hhaavvee  ttoo  aasssseessss  ccaasseess  oonn  tthhee  aalllleeggeedd  bbrreeaacchh  ooff  AArrtt..  110022  oorr  ttoo  ccoonndduucctt  aann
aannaallyyssiiss  uunnddeerr  tthhee  rreegguullaattiioonn  oonn  mmeerrggeerrss  ((iinn  ssoommee  ccaasseess,,  aallssoo  uunnddeerr  AArrtt..  110011)),,  tthheeyy  aarree  rreeqquuiirreedd
ttoo  ccoonndduucctt  tthheeiirr  oowwnn  aannaallyyssiiss  iinn  oorrddeerr  ttoo  ddeetteerrmmiinnee  tthhee  rreelleevvaanntt  mmaarrkkeett  aanndd  tthhee  aalllleeggeedd  eexxiisstteennccee
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ooff  aa  ddoommiinnaanntt  ppoossiittiioonn  oonn  ssuucchh  ddeeffiinneedd  mmaarrkkeett..  TThhiiss  iiss  dduuee  ttoo  tthhee  ffaacctt  tthhaatt  tthheeyy  mmaayy  ccoommee  ttoo
ddiiffffeerreenntt  ccoonncclluussiioonnss..

AARREE  ““UUNNDDEERRTTAAKKIINNGGSS  WWIITTHH  SSMMPP””  AAUUTTOOMMAATTIICCAALLLLYY  QQUUAALLIIFFIIEEDD  AASS  ““UUNNDDEERRTTAAKKIINNGGSS  IINN
DDOOMMIINNAANNTT  PPOOSSIITTIIOONN””??

The dominant position of an undertaking has been defined by the European Court of
Justice in the United Brands case as being a position that enables the incumbent to adopt “a
behaviour independently of its competitors, customers and consumers”.20

TThhee  EEuurrooppeeaann  CCoommmmiissssiioonn  uunnddeerrlliinneess  tthhaatt  aann  uunnddeerrttaakkiinngg  ccoonnssiiddeerreedd  ttoo  hhaavvee  SSMMPP  ddooeess
nnoott  aauuttoommaattiiccaallllyy  mmeeaann  tthhaatt  tthhiiss  uunnddeerrttaakkiinngg  hhaass  aallssoo  ddoommiinnaanntt  ppoossiittiioonn  iinn  tthhee  mmeeaanniinngg  ooff  AArrtt..
110022  ffrroomm  TTFFEEUU. Further, the designation of an undertaking as having SMP does not mean either
that this undertaking would be guilty for committing any abuse in the meaning of Art. 102. The
designation of an operator as having SMP is conducted only for attaining the objectives of the
sector regulation activity21:

„30. The designation of an undertaking as having SMP in a market identified for the
purpose of ex-ante regulation does not automatically imply that this undertaking is also dominant
for the purpose of Article 82 EC Treaty (currently, Art. 102) or similar national provisions.
Moreover, the SMP designation has no bearing on whether that undertaking has committed an
abuse of a dominant position within the meaning of Article 82 of the EC Treaty or national
competition laws. It merely implies that, from a structural perspective, and in the short to medium
term, the operator has and will have, on the relevant market identified, sufficient market power
to behave to an appreciable extent independently of competitors, customers, and ultimately
consumers, and this, solely for purposes of Article 14 of the framework Directive.”

Beyond these very clear wording, tthheerree  aarree  aallssoo  nnuummeerroouuss  jjuussttiiffiiccaattiioonnss  ddeerriivviinngg  ffrroomm
tthhee  eeccoonnoommiicc  aannaallyyssiiss  wwhhiicchh  iilllluussttrraattee  tthhaatt  aann  uunnddeerrttaakkiinngg  wwiitthh  SSMMPP  ddooeess  nnoott  aauuttoommaattiiccaallllyy hhoolldd
aa  ddoommiinnaanntt  ppoossiittiioonn. Let’s assume for instance a mobile telephony network. In the meaning of the
sector regulation on electronic communications services, this undertaking holds monopoly on
the market for voice call termination on individual mobile networks, as per the markets identified
by EC Recommendation mentioned at paragraph 1.1 from above. This undertaking is one with
SMP, to whom NASR allegedly imposed certain obligations, such as those related to the
observance of certain maximum tariffs or to grant access to the individual mobile network. Is
this undertaking (or any undertaking of mobile telephony, irrespective of its size) also in dominant
position in the meaning of competition protection legislation? In other words, may this
undertaking to exercise behaviour independent of its competitors, customers and consumers?

Mobile phone conversations are services supplied by platforms operating on what
economies call two-sided markets. Thus, a mobile telephony network supplies services for two
distinct groups of customers: (i) its own subscribers (or in the individual mobile network), who
may originate and receive calls from other subscribers on the home network, as well as to/from
subscribers on distinct mobile and fixed networks that are interconnected with their home
network and (ii) subscribers on other networks who may call the subscribers on the home
network, providing that interconnection between the other networks and the home network is
available. Therefore, a mobile phone network is a two-sided market which gets together two
distinct categories of consumers (those who wish to make the calls and those who wish to receive
those calls). A characteristic that distinguishes two-sided market is that the relative prices
charged to each side are tightly inter-related and that always, one of the sides will be charged a
higher price than the other side of the platform. In the case of mobile telephony, the person who
calls is the one who bears the tariff of the mobile conversation (according to the principle “the
calling party pays”).
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Therefore, the relevant question would be under what circumstances an undertaking
operating in a two-sided market (for instance, a mobile network) may be considered as being in
a dominant position. 

As already noted above, an undertaking is considered in a dominant position when it
enjoys the possibility ttoo  aacctt  iinnddeeppeennddeennttllyy, meaning without any constraint from the side of
competitors (for instance, trying to „steal” the incumbent’s customers by implementing price
cutting) or his customers (for instance, switching to rival networks).

In the context of two-sided markets, the application of the dominance concept only on one
side of the platform may conduct to wrong conclusions, due to the strong links between the prices
charged to each side of the platform.

For instance, a price rise on one of the sides of the platform may be seen as profitable
(leading to the conclusion of an iinnddeeppeennddeenntt  behaviour) when only side of the platform is taken
into consideration in the analysis. However, ssuucchh  aa  pprriiccee  rriissee oonn  oonnee  ooff  tthhee  ssiiddeess  ooff  tthhee  ppllaattffoorrmm
wwiillll  ddeeccrreeaassee  tthhee  nnuummbbeerr  ooff  ccuussttoommeerrss  oonn  tthhaatt  ssiiddee and consequently, rreedduuccee  tthhee  vvaalluuee  ooff  tthhee
ppllaattffoorrmm  ffrroomm  tthhee  vviieewwppooiinntt  ooff  tthhee  ccoonnssuummeerrss  oonn  tthhee  ootthheerr  ssiiddee  ooff  tthhee  ppllaattffoorrmm..  As a
consequence,,  a price rise on one of the platform sides may turn out to be not profitable when
taking into consideration tthhee  ddeemmaanndd  cchhaannggeess  oonn  tthhee  bbootthh  ssiiddeess. 

Further, these effects will be larger when there is competition between platforms.
Actually, as long as there is competition on one side of the platform (for instance, competition
between the networks for customers/subscribers), iitt  iiss  iimmppoossssiibbllee  ttoo  sseeee  aann  iinnddeeppeennddeenntt
bbeehhaavviioouurr  on the other side of the platform, even if that undertaking apparently does not face
competition there (for instance, on the market for voice call termination on its own network). 

In other words, in the case of mobile networks, there are two sides of the platform: one
less competitive (the market for voice call termination on own network) and the other extremely
competitive determined by the presence of competition between the networks for
customers/subscribers. On this latter side of the platform, profits will be lower due to
competition.

Let’s now imagine two „independent” behaviors a network on the market for voice call
termination on own mobile networks would afford and let’s assess the possible effects:

– The network lowers the tariffs for call termination on its home network. As an effect, the
revenues earned from each new consumer/customer/subscriber will be lower (taking into
account that the tariffs over the next period will be lower than before). That means that the
operator’s profits on the competitive market will decrease. As they were already low, the
operator would end up in the situation where its revenues could not cover the costs
incurred on the competitive side of the platform. Therefore, the competitive position of
the respective network would be jeopardized. It’s now easy to understand that the
respective mobile network cannot have ssuucchh  aann  iinnddeeppeennddeenntt  bbeehhaavviioouurr on the market for
call termination in the home network, due to the competitive constraints that it has to face
from the other side of the platform.

– The network sets higher tariffs for call termination on its home network. The customers
subscribe to a network not only for making calls but also for receiving them. An increase
of the tariffs for call termination would result in fewer calls to the subscribers on the
respective network, so it would be less attractive to subscribers and it might trigger a
decrease in the number of subscribers (due to the fact that they are not called due to the
higher termination call tariffs) on the competitive side of the platform. It’s now easy to
understand that the respective mobile network cannot have such an iinnddeeppeennddeenntt
bbeehhaavviioouurr on the market for call termination in the home network, due to the competitive
constraints that it has to face from the other side of the platform.
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SSoo,,  iitt  iiss  ddiiffffiiccuulltt  ttoo  aarrgguuee  tthhee  eexxiisstteennccee  ooff  tthhee  ddoommiinnaanntt  ppoossiittiioonn  ooff  tthhee  rreessppeeccttiivvee  ooppeerraattoorr
oonn  tthhee  mmaarrkkeett  ooff  ccaallll  tteerrmmiinnaattiioonn  oonn  iittss  hhoommee  nneettwwoorrkk..  TThhiiss  iiss  dduuee  ttoo  tthhee  ccoommppeettiittiivvee  ccoonnssttrraaiinnttss
ggeenneerraatteedd  bbyy  tthhee  eexxiisstteennccee  ooff  tthhee  ootthheerr  ssiiddee  ooff  tthhee  mmaarrkkeett..  TToo  ppuutt  iitt  ddiiffffeerreennttllyy,,  aa  nneettwwoorrkk  mmaayy  nnoott
bbeehhaavvee  iinnddeeppeennddeennttllyy  aaggaaiinnsstt  iittss  ccoommppeettiittoorrss  oorr  ccuussttoommeerrss  oonn  tthhee  mmaarrkkeett  ffoorr  ccaallll  tteerrmmiinnaattiioonn  oonn
iittss  hhoommee  nneettwwoorrkk,,  ssoo  iitt  mmaayy  nnoott  bbee  ccoonnssiiddeerreedd  aass  bbeeiinngg  iinn  aa  ddoommiinnaanntt  ppoossiittiioonn..

AAss  aa  ccoonncclluussiioonn,,  tthhee  aannsswweerr  ttoo  tthhiiss  sseeccoonndd  qquueessttiioonn  iiss  oobbvviioouussllyy,,  nnoo,,  aann  uunnddeerrttaakkiinngg
ddeessiiggnnaatteedd  bbyy  NNAASSRR  aass  hhaavviinngg  SSMMPP  iiss  nnoott  aauuttoommaattiiccaallllyy  aallssoo  iinn  aa  ddoommiinnaanntt  ppoossiittiioonn  iinn  tthhee  mmeeaanniinngg
ooff  ccoommppeettiittiioonn  pprrootteeccttiioonn  lleeggiissllaattiioonn..  TThhiiss  hhaass  ttoo  bbee  ddeetteerrmmiinneedd  aanndd  pprroovveedd  bbyy  NNCCAA..

TTHHEE  RREEFFUUSSAALL  TTOO  GGRRAANNTT  AACCCCEESSSS  ==  AABBUUSSEE  OOFF  DDOOMMIINNAANNTT  PPOOSSIITTIIOONN??

As already noted, the obligation to grant access is included in the list of the obligations
that might be imposed on firms with SMP by NASR. As an example, this may mean22:

– to give third parties access to specified network elements and/or facilities, including
access to the local loop;

– to negotiate in good faith with undertakings requesting access;
not to withdraw access to facilities already granted;

– to give third parties access to certain services through their wholesale with a view to resale;
– price controls or the obligation of a cost-plus rule;
– interconnection of networks or of network elements.

The refusal to grant access to call termination services on its home network may be
eventually captured by the type of abuse of dominant position (sanctioned by Art. 102 of TFEU
and Art. 6 of the Competition Law no. 21/1996) called “the refusal to deal/negotiate/supply/to do
business” (“refusal to deal”) (art. 6(1) let. a).

TThhee  ggeenneerraall  pprriinncciippllee  ooff  ccoommppeettiittiioonn  lleeggiissllaattiioonn  iiss  tthhaatt  iitt  aaiimmss  ttoo  pprrootteecctt  ccoommppeettiittiioonn  aanndd
nnoott  ccoommppeettiittoorrss..  IInn  tthhiiss  ccoonntteexxtt,,  tthhee  ggeenneerraall  rruullee  iiss  tthhaatt,,  iinn  aa  mmaarrkkeett  eeccoonnoommyy,,  tthhee  uunnddeerrttaakkiinnggss
aarree  iinn  pprriinncciippllee  ffrreeee  ttoo  eexxeerrcciissee  tthheeiirr  oowwnn  ddiissccrreettiioonn  rreeggaarrddiinngg  tthhee  ppaarrttiieess  wwiitthh  wwhhoomm  tthheeyy  wwiisshh
ttoo  eenntteerr  iinnttoo  aa  ccoonnttrraaccttuuaall  rreellaattiioonnsshhiipp..  The exception arises in the case of dominant
undertakings, in the case of which – in certain conditions, which we shall further describe –
certain constraints may be imposed to this freedom of choice and the refusal to deal may be
considered an abuse of dominant position. Therefore, tthhee  cciirrccuummssttaanncceess  iinn  wwhhiicchh  tthhee  rreeffuussaall  ttoo
ddeeaall  oorr  tthhee  rreeffuussaall  ttoo  aacccceessss  ttoo  aann  eesssseennttiiaall  ffaacciilliittyy  mmaayy  bbee  ddeeeemmeedd  aass  aann  aabbuussee  bbyy  tthhee  ddoommiinnaanntt
uunnddeerrttaakkiinngg must be identified.

The refusal to deals falls under the scope of Art. 102 of TFEU or Art. 6 of the Competition
Law no. 21/1996 only when it affects competition on a certain market. The market may be that on
which the dominant undertaking operates (let’s name it “the main market” or “the upstream
market”) or other market („the downstream market” or „the secondary market”). 

The Commission’s Communication – „Guidelines on the enforcement priorities of the
Commission in applying article 82 of the EC Treaty to abusive exclusionary conduct of dominant
undertakings23, as well as the Community case-law clarify that the refusal to deal notion may
cover in practice a broad range of refusal practices as it follows24: 

� Refusal to deal with direct competitors 
� discontinuing of the supply/deliveries to an existent customer who is also competitor
on the downstream market – it may affect competition on the downstream market
� refusal to deal with a new competitor

• refusal to license intellectual property rights by the holder of intellectual property
rights – it may affect competition on the main market (upstream market)
• refusal to grant access to essential facilities – it may affect competition on the main
market (upstream market) 
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� Refusal to supply products to certain wholesalers or retailers (for instance, because these
customers give incentives to the competitors of the dominant undertaking in the upstream
market) – it may affect the main market (the upstream market)

It results from the above analysis that the refusal to grant access to the call termination
services may be included in the area of intellectual property rights or in the area of essential
facilities.

IINNTTEELLLLEECCTTUUAALL  PPRROOPPEERRTTYY  RRIIGGHHTTSS  

In the case of the intellectual property rights, tthhee  llaannddmmaarrkk  ccaasseess  iinn  tthhee  EEuurrooppeeaann  ccaassee--
llaaww  ((mmeeaanniinngg  tthhoossee  tthhaatt  ccrreeaatteedd  tthhee  eexxiissttiinngg  ffrraammeewwoorrkk  ooff  aannaallyyssiinngg  aalllleeggeedd  aabbuusseess  ooff  ddoommiinnaanntt
ppoossiittiioonn  ooff  tthhiiss  ttyyppee))  aarree  MMaaggiillll2255 aanndd  IIMMSS  HHeeaalltthh2266..

In what follows we shall be sketching tthhee  ccoonnddiittiioonnss  tthhaatt  hhaavvee  bbeeeenn  eessttaabblliisshheedd  aass
nneecceessssaarryy  bbyy  tthhee  EEuurrooppeeaann  ccaassee--llaaww  ffrroomm  tthhee  aannggllee  ooff  ccoommppeettiittiioonn  pprrootteeccttiioonn  lleeggiissllaattiioonn,, for
retaining in such cases (refusal to grant access by the owner of intellectual property rights), the
existence of a dominant position:

– Magill case – European Court of Justice (ECJ) established that the exercise of an exclusive
right by the owner of certain intellectual property rights may, under extraordinary
circumstances constitute an abuse of dominant position if the following conditions are met:

• it impedes the supply of new products for which there is a potential consumer
demand;
• refusal to grant the license has no objective justification;
• it excludes any competition on the secondary market (in this case, the weekly
television guides market) and as a result, the dominant undertakings reserves for
itself that market27.

– IMS Health case – ECJ decision established a set of conditions that should be fulfilled to
order a dominant firm to grant a license to a product or service indispensable for carrying
on a particular business:

• the company asking for the license intends to supply new products or services for
which there is a potential consumer demand and which are not currently supplied
by the owner of the license;
• there is no objective justification for the refusal to grant the license;
• the refusal would reserve the relevant market for the owner of the license, by
excluding any competition on that market.

Therefore, in order to have an abuse of dominance, one of the following two conditions
should be met from the perspective of alleged affected markets:

– any competition has been excluded on the secondary market (for instance, weekly
television guides market) and, as a result, the dominant firm reserved for itself this
market (Magill case) or

– the refusal would have reserved the market for the owner of intellectual property rights,
by excluding any competition on that market (IMS Health case). Obviously, there is the
same condition as in Magill, but formulated in a different wording. 

EESSSSEENNTTIIAALL  FFAACCIILLIITTIIEESS  

U.S. practice
The essential facilities doctrine has its origin in the decision of the U.S. Supreme Court

in the case Terminal Road Association28. Following this decision, the doctrine has been applied
in several cases, but in a somehow limited manner. Thus, even if tthhee  ggeenneerraall  rruullee  iiss  tthhaatt  aa
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ccoommppaannyy  iiss  nnoott  oobblliiggeedd  ttoo  ddeeaall  wwiitthh  iittss  ccoommppeettiittoorrss, there are however several exceptions. 
In this context, the essential facilities doctrine has been placed as a sub-category of the

socalled “refusal to deal”, in cases where a monopoly could abuse its market power by excluding
its current or potential competitors from the market.29

"The essential facilities doctrine imposes liability when one firm, which controls an
essential facility, denies a second firm reasonable access to a product or service that the second
firm must obtain in order to compete with the first."30

However, it seems that U.S. Supreme Court has changed its approach on this
controversial doctrine because on the one hand, of its interference with private property and of
its potential to hinder innovation, on the other hand. Thus, in Trinko31 case, the Supreme Court
decided that the alleged abuse of Verizon Communications to refuse the access of its competitors
to the local telephony network was not illegal from the point of view of antitrust law:

“Firms may acquire monopoly power by establishing an infrastructure that renders them
uniquely suited to serve their customers. CCoommppeelllliinngg  ssuucchh  ffiirrmmss  ttoo  sshhaarree  tthhee  ssoouurrccee  ooff  tthheeiirr
aaddvvaannttaaggee  iiss  iinn  ssoommee  tteennssiioonn  wwiitthh  tthhee  uunnddeerrllyyiinngg  ppuurrppoossee  ooff  aannttiittrruusstt  llaaww,,  ssiinnccee  iitt  mmaayy  lleesssseenn  tthhee
iinncceennttiivvee  ffoorr  tthhee  mmoonnooppoolliisstt,,  tthhee  rriivvaall,,  oorr  bbootthh  ttoo  iinnvveesstt  iinn  tthhoossee  eeccoonnoommiiccaallllyy  bbeenneeffiicciiaall  ffaacciilliittiieess.
Enforced sharing also requires antitrust courts to act as central planners, identifying the proper
price, quantity, and other terms of dealing - a role for which they are ill-suited. Moreover,
compelling negotiation between competitors may facilitate the supreme evil of antitrust:
collusion. Thus, as a general matter, the Sherman Act “does not restrict the long recognized right
of the trader or manufacturer engaged in an entirely private business, to freely exercise his own
independent discretion as to parties with whom he will deal.”

In Trinko, the substance was the access of AT&T to the local telephony network operated
by Verizon Communications, the only local operator in the state of New York. The case started in
2000, when a lawyer (Curtis Trinko), client of AT&T, brought a collective action against Verizon on
behalf of all AT&T clients in the area. The invoked reason was that Verizon restricted the access
of AT&T in such a way as to discourage consumers to buy services from other companies. It has
been sustained that Verizon infringed not only the Telecommunication Act (1996 – the specific
sector regulation), but also Art. 2 of the Sherman Act. Taking into account US practice, the Court
fixed the principles related to which the power and behavior of the monopoly is assessed:

“TThhee  mmeerree  ppoosssseessssiioonn  ooff  mmoonnooppoollyy  ppoowweerr,,  aanndd  tthhee  ccoonnccoommiittaanntt  cchhaarrggiinngg  ooff  mmoonnooppoollyy
pprriicceess,,  iiss  nnoott  oonnllyy  uunnllaawwffuull;;  iitt  iiss  aann  iimmppoorrttaanntt  eelleemmeenntt  ooff  tthhee  ffrreeee--mmaarrkkeett  ssyysstteemm. The opportunity
to charge monopoly prices at least for a short period is what attracts business acumen in the
first place; it induces risk taking that produces innovation and economic growth. To safeguard
the incentive to innovate, the possession of monopoly power will not be found unlawful unless it
is accompanied by an element of anticompetitive conduct.”

In other words, the mere existence of monopoly power or making use of such a position
by charging monopoly prices is not a reason to intervene. Competition practice in U.S. is focused
more on the exclusionary conduct (for instance, when the monopoly power is used to exclude
competitors from the market).

Thus, wwhheenn  aa  ccoommpprroommiissee  iiss  nneeeeddeedd  bbeettwweeeenn  ggrraannttiinngg  aacccceessss  iinn  oorrddeerr  ttoo  ffoosstteerr
ccoommppeettiittiioonn  ––  oonn  tthhee  oonnee  hhaanndd,,  aanndd  kkeeeeppiinngg  iinncceennttiivveess  ffoorr  iinnvveessttmmeennttss  ––  oonn  tthhee  ootthheerr  hhaanndd,,  tthhee
UUSS  SSuupprreemmee  CCoouurrtt  iiss  ffaavvoouurriinngg  tthhee  llaatttteerr. 

The other problem related to the refusal to access identified by the Supreme Court was
that conditions when granting access should be checked. But, acting in this way, tthhee  ccoommppeettiittiioonn
aauutthhoorriittyy  wwoouulldd  ppllaayy  tthhee  rroollee  ooff  aa  rreegguullaattoorr  wwhhiicchh  sshhoouulldd  ppeerrmmaanneennttllyy  ssuuppeerrvviissee  tthhee  ccoommmmeerrcciiaall
bbeehhaavviioouurr.
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European practice
The relevant case is Bronner32, which involved the refusal of a newspaper publisher to

grant access to a competitor to its home delivery service. The ECJ decided that - despite the fact
that the conditions in Magill could have been also applied – however, for an abuse of dominance
to take place several conditions should be met:

• the refusal to grant access to the essential facility is likely to eliminate all competition;
• the refusal has not an objective justification;
• the service was indispensable to the would-be customer business in that there was no
actual or potential substitute33.
Finally, it is important to define what types of facilities are really “essential”, in order to

protect innovators against the so-called “free riders”.34 Otherwise, even if the intervention of the
authorities could seem pro-competitive on a short-term perspective, it may prove to be anti-
competitive on a long-term one, by discouraging innovation and investments.

AAss  aa  ccoonncclluussiioonn,,  tthhee  aannsswweerr  ttoo  tthhiiss  tthhiirrdd  qquueessttiioonn  iiss  oobbvviioouussllyy  nnoo,,  tthhee  rreeffuussaall  ttoo  ggrraanntt
aacccceessss  ttoo  aa  ccoommmmuunniiccaattiioonn  nneettwwoorrkk  iiss  nnoott  aauuttoommaattiiccaallllyy  aann  aabbuussee  ooff  ddoommiinnaannccee..  OOnn  tthhee  oonnee  hhaanndd,,
iitt  mmaayy  bbee  ppeennaalliizzeedd  bbyy  tthhee  NNAASSRR  wwhheenn  tthhiiss  aauutthhoorriittyy  iimmppoosseedd  ssuucchh  aann  oobblliiggaattiioonn  ttoo  aann  uunnddeerrttaakkiinngg
wwiitthh  SSMMPP..  HHoowweevveerr,,  oonn  tthhee  ootthheerr  hhaanndd,,  iinn  oorrddeerr  ttoo  ccoonnssttiittuuttee  aann  aabbuussee  ooff  ddoommiinnaannccee  iitt  sshhoouulldd
mmeeeett  sseevveerraall  ccoonnddiittiioonnss  aanndd  ccrriitteerriiaa  cclleeaarrllyy  ddeeffiinneedd  iinn  tthhee  iinntteerrnnaattiioonnaall  ccoommppeettiittiioonn  pprrootteeccttiioonn
pprraaccttiiccee..

CCOONNCCLLUUSSIIOONNSS

Having said all of the above, we can see that there are many similarities between the
sector regulation legislation and the law and practice of competition protection. In order to
promote competition, NASRs have large investigative and control powers and can impose ex-
ante conditions to undertakings with SMP. These powers are larger than those of NCAs, even if
the competition protection legislation has prevalence over conclusions and rules made by the
sectoral regulators. NCAs do not have to automatically take into consideration the conclusions of
NASRs on defining the relevant market and identifying undertakings with SMP because – as we
have shown above – they may come to different conclusions. Moreover, the refusal to grant access
may be sanctioned by NASRs if they have imposed such a condition, but it does not automatically
represent an abuse of dominance. In other words, NASRs have to observe the principles and
conditions of the competition protection law, but NCAs have to undertake their own analysis, on
a case by case basis, independently of existing analysis or conclusions of NASRs.
Finally, this paper has answered to several questions, but leaves open other questions:

– Can the following situation really happen: a firm has not abused of its dominant position,
even if it has been fined for the refusal to access on the basis of sector regulation
(obviously, in the context of having SMP and being imposed ex-ante conditions - to grant
access - which it has not observed)? TThhee  aannsswweerr  iiss  yyeess..  AA  ffiirrmm  wwiitthh  SSMMPP  iiss  nnoott
aauuttoommaattiiccaallllyy  iinn  aa  ddoommiinnaanntt  ppoossiittiioonn  aanndd  rreeffuussaall  ttoo  ggrraanntt  aacccceessss  iiss  nnoott  nneecceessssaarryy  aann  aabbuussee..

Answers to the next two questions are more difficult. Thus:
– Can the following situation really happen: a firm is fined for abuse of dominance, but it is

not penalized by the sector regulator (in the context of having SMP and being imposed ex-
ante conditions - to grant access - which it has not observed)? AAtt  tthhee  ffiirrsstt  ssiigghhtt,,  tthhee  aannsswweerr
iiss  yyeess,,  ttaakkiinngg  iinnttoo  ccoonnssiiddeerraattiioonn  tthhee  pprreevvaalleennccee  ooff  tthhee  ccoommppeettiittiioonn  lleeggiissllaattiioonn..  However, we
have shown that the sector rules are tougher than the antitrust law. As a consequence, a
firm which was fined for abuse of dominance in accordance with the criteria mentioned in
chapter 2.3 above, has probably also infringed the conditions which have been imposed to
it by the sector authorities, i.e, to grant access. So, the answer to this question is probably
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yes, but NASR has not fully fulfilled its assigned tasks. But, this leads us to the third
question:

– Can the following situation really happen: a firm is fined by both NASR for not observing
the ex-ante conditions and by NCA for abuse of dominance? 

AAppppaarreennttllyy,,  tthhee  aannsswweerr  iiss  nnoo,,  bbeeccaauussee  ooff  tthhee  pprriinncciippllee  tthhaatt  nnoobbooddyy  ccaann  bbee  ssaannccttiioonneedd
ttwwiiccee  ffoorr  tthhee  ssaammee  aaccttiioonn,,  nnoonn  bbiiss  iinn  iiddeemm. However, two comments are necessary if this is the
right answer.

� The fines imposed by NASRs and NCAs are different. For instance, in Romania, NASR
(NAARC) can impose a fine of up to 2% of total turnover (5% for repeated infringements),
while NCA (Competition Council) can impose a fine of up to 10% of total turnover. Let’s
take now the case of a firm which is currently under an investigation for a potential abuse
of dominance. If the NASR fines it also (with up to 2% of the turnover), then the NCA may
be in the position of not being able to penalize the firm for the same action (refusal to
grant access). In other words, in a less experienced administrative framework, firms may
be able to do (or try to do) some “window-shopping” for the lower fine.

� Two simultaneous fines may also happen, if the behavior of the firm is not considered to
be the same. NASR may fine the refusal to grant access and the NCA may fine an abuse
of dominance of a different type or generated by a different behavior.

The answers to the last two questions are not easy. More clarifications may come from
further research, cooperation between NASRs and NCAs or from the courts.
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AA  MMAARRKKEETTIINNGG  PPEERRSSPPEECCTTIIVVEE  OOFF  TTHHEE  EEMMPPLLOOYYEERR  BBRRAANNDD  IINN  RROOMMAANNIIAA

CCaarrmmeenn  BBaallaann
PPhh..  DD..

The Institute for Business Administration in Bucharest
The Bucharest University of Economic Studies

AABBSSTTRRAACCTT::  The goal of the present paper is to explore the state of employee perceptions relative
to the employer brand of the organizations which operate in Romania. The perspective is centered
on the employee rather than on the branding objectives and policies of the companies. The main
objectives refer to the investigation of the following aspects: (i) the existence of a “generation
effect” on the perceptions relative to the economic sectors with the most attractive employers and
to the ranking of employers; (ii) the influence of the certified compliance with the international
best practices in the field of human resources on the rankings of the employer brands in the
“eyes” of the present and potential employees; (iii) the possible pillars of employer brand
differentiation in Romania; (iv) the benefits sought by employees as basis for the development of
the brand value proposition of employers. Based on the analysis of secondary information
sources, the paper presents several conclusions and recommendations for the development of
employer brands in Romania, from an employee perspective.

KKeeyy  wwoorrddss::  employer brand, employer benefits, brand value proposition 

JJEELL  CCooddeess:: M30, M31

IINNTTRROODDUUCCTTIIOONN

Brand and branding are major marketing pillars. Product brands and corporate brands
are part of the marketing management approach of many companies. The concept of brand has
evolved progressively from simple “marks” of identification and competitive differentiation to
lovemarks that build loyalty beyond reason. 

On the background of increased interest in recruitment marketing and in internal
marketing, a new concept gained ground in the marketing and human resources communities.
For more than two decades, theorists and practitioners have contributed to the development of
the employer brand concept. 

The present paper explores the employer brand in Romania from an employee
perspective. The research type is exploratory, aimed to contribute to the better understanding of
the employer brand considering a set of objectives relative to the investigation of: (i) the existence
of a “generation effect” on the perceptions relative to the economic sectors with the most
attractive employers and to the ranking of employers; (ii) the influence of the certified compliance
with the international best practices in the field of human resources on the rankings of the
employer brands in the “eyes” of the present and potential employees; (iii) the possible pillars of
employer brand differentiation in Romania; (iv) the benefits sought by employees as basis for the
development of the brand value proposition of employers. The paper is based on the analysis of
relevant secondary sources of information relative to the perceptions about the employer brands
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in Romania. The research results could be considered hypotheses that may be refined and
validated through further causal research.

EEMMPPLLOOYYEERR  BBRRAANNDD::  AA  CCOONNCCEEPPTTUUAALL  AAPPPPRROOAACCHH

At the beginning of the 1990s, the first strides towards the conceptualization of the
employer brand were made in Europe. Pioneers in this domain, Ambler and Barrow (1996) defined
the employer brand as „the package of functional, economic and psychological benefits provided
by employment, and identified with the employing company”. This approach reflected their
endeavor to explore the possibilities to create a „single conceptual framework” as a bridge
between two disciplines that were previously seen as separate, respectively brand marketing
and human resources (HR). As revealed by their qualitative research consisting in interviews with
27 top executives of UK companies, the employer brand was not an integral part of the thinking
of the HR and communication professionals by mid 1990s.

The development of the concept of “employer brand” was a real need triggered by
diverse reasons. Among them range the former limitation of the employer brand to recruitment
advertising and internal communication, as well as the need for clarity and focus for the HR
function (Barrow and Mosley, 2005). In addition, brand management is a lasting approach rather
than a fad. 

The concept of employer brand benefitted from the evolution in multiple knowledge and
practice areas. Experts consider that employer brand has several distinct roots (Rosethorn, 2009).
Firstly, the concept was intertwined with recruitment communications in the 1980s and 1990s.
Secondly, the employer brand stems from the occupational psychology and the concept of
psychological contract. Finally, the approach is essentially linked to the marketing concepts of
brand and branding. 

The development of the employer brand has benefits for both companies and employees.
As regards the employer organization, a strong brand identity and a viable brand value proposition
have several major benefits: to attract and retain the relevant employees; to elicit the interest of
the top performers from the existing pool of candidates for various employee positions; to ensure
business sustainability and competitiveness of the company based on the loyalty of high
performance personnel; to secure customer goodwill with the support of satisfied and loyal
employees etc. For employees, the option for a company with a strong employer brand and brand
value proposition provides benefits such as: job security, sustainable career path, personal
development, financial security, enhanced personal image etc. A visible and strong employer
brand also helps “influencers” (recruitment agencies, universities etc.) to facilitate the contact
among the organization and potential candidates for the recruitment process.

FFUUTTUURREE  HHOORRIIZZOONNSS  FFOORR  TTHHEE  EEMMPPLLOOYYEERR  BBRRAANNDD

In times of economic crisis question marks were raised relative to the relevance and
future of the employer branding. Opinions were mixed and ranged from underlining the
diminishing importance of this concept to the need for CEO involvement.

For instance, in 2009, a report of CIPD (The Chartered Institute of Personnel and
Development) from UK questioned the employer branding during the worldwide recession (CIPD,
2009 as cited in Martin, Gollan and Grigg, 2011, p. 3633). In exchange, according to another
perspective the economic crisis increased the difficulty and complexity of the recruitment
function. The turbulent economic evolutions showed the importance of talent retention. Within
this context, employer brand management becomes more important for organizations and
especially for the leadership process.
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There are experts that consider that employer brand strategies are still in an early stage
of development. According to the evaluations presented by Minchington (2011), at world scale,
less than 20% of the firms have a clear employer brand strategy. The situation is not different in
the developed markets, for instance 19.7% in USA/Canada, 19.4% in Asia, 18.4% in Europe/UK,
15% in Australia, 12.3% in Turkey and 7.6% in Russia.

In the process of acquiring more importance in companies, the employer brand has to
become an area of responsibility for top management, especially for the CEO. Specialists consider
that too often employer branding was limited to the recruitment or resourcing silo (Rosethorn and
Mensink, 2007). In addition, the use of marketing knowledge in the field of branding and
communication might increase the value of the employer brand for organizations as well as for
their present and potential employees.

Another perspective on top employers is provided by the certification of companies in
the field of human resources. One example is the Top Employer Certification Programme of the
CRF (Corporate Research Foundation) Institute based in Amsterdam. According to CRF Institute,
this programme is an objective, internationally applicable HR policy audit through which leading
national and multinational organizations across 45 countries are certified. In 2013, twenty
companies were certified as top employers in Europe. These companies were the following:
Avanade, British American Tobacco, BSH Bosch and Siemens Home Appliances Group, Chiesi
Farmaceutici, Dimension Data, Goodyear Dunlop Tires Europe, Groupe Soparind Bongrain, Japan
Tobacco International, Lloyd's Register, Mc Donald's Europe, Olympus Europa Holding, Orange,
PepsiCo, Philip Morris International, Samsung Electronics, Sigma-Aldrich, Tata Consultancy
Services, Technip, UniCredit, Valeo (CRF Institute, 2013). Major questions could be raised. Is an
HR certification necessary or sufficient to have a strong employer brand? Is the brand image
influenced significantly by the existence of a proof (certificate) of compliance with best human
resources practices?

TTHHEE  EEMMPPLLOOYYEERR  BBRRAANNDD  IINN  RROOMMAANNIIAA

Several research studies were made to investigate the employer brand of companies in
Romania. The initiative of such studies belongs generally to top global players that are recognized
for their expertise in the field of analyzing employer brands.

One of the best-known studies is done by Catalyst Consulting, the division specialized in
employer branding of the Catalyst group. In 2013, Catalyst Consulting has presented the results
of the eighth study achieved on the Romanian market. The research consisted in an online survey
based on a sample of 8762 respondents from Bucharest (3739 respondents) and the rest of the
country (5023 respondents). The period dedicated to data collection was March-April 2013
(Gheorghe, 2013). The top 20 most desired employers in Romania are displayed in the table 1.

In 2013, the best represented business sectors in Top 20 most desired employers in
Romania were IT (5 companies), banking (3 companies) and tax consulting and audit (3
companies). The Top 20 is dominated by the IT sector, the first three companies in the ranking
being Oracle, Google and Microsoft. 

The preferences of the respondents relative to the employers seem to slightly change
from one year to another. From 2012 to 2013, the same companies were part of the top 3, but they
had different rankings. At the same time, the banking sector had a descending evolution with
BCR sliding from the fourth to the seventh position, while BRD-GSG and ING Bank ranked below
the position corresponding to the previous year.
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TTaabbllee  11  ––  TToopp  2200  mmoosstt  ddeessiirreedd  eemmppllooyyeerrss  iinn  RRoommaanniiaa  iinn  22001133

Note: N/A = Data not available because Bosch is a new entry in the Top 20 in 2013.
TC&A = Tax Consulting & Audit

Source: Mihai, 2013.

In Romania, the criteria used for employer selection range from the financial compensation
package to the high recognition enjoyed by the employer company for its products/services. The
share of respondents that apply each criterion in presented in the table 2.

Many Romanian employees are focused on the financial compensation even in times of
economic turmoil. Almost half of the respondents have chosen the attractive financial package
as criterion of employer selection. Job security and pleasant working atmosphere are selection
criteria applied by fewer respondents (respectively 36% and 29%). Even fewer respondents
declared that they would choose the employer based on professional criteria such as professional
challenges, international opportunities or rapid career promotion. A creative and dynamic climate
and the existence of role models in the company are less relevant for the selection process for
most of the employees. These survey results reveal a very pragmatic orientation of Romanian
employees towards short-term and tangible rewards.

TTaabbllee  22  ––  CCrriitteerriiaa  ffoorr  eemmppllooyyeerr  sseelleeccttiioonn  iinn  22001133

Source: hr-insights.ro, 2013.

The benefits expected from employers are diverse. The percentage of respondents
requiring each type of benefit is presented in the table 3.

RRaannkkiinngg
CCoommppaannyy FFiieelldd  ooff  aaccttiivviittyy

RRaannkkiinngg
CCoommppaannyy FFiieelldd  ooff  aaccttiivviittyy

22001133 22001122 22001133 22001122
1 2 Oracle IT 11 10 Vodafone Telecom
2 3 Google IT 12 11 BRD-GSG Banking
3 1 Microsoft IT 13 8 HP IT

4 6 Continental Automotive 14 23
Renault
Romania

Automotive

5 8 OMV Petrom Oil & gas 15 17 PwC TC&A
6 5 IBM IT 16 18 Emerson Industrial
7 4 BCR Banking 17 15 KPMG TC&A
8 7 Orange Telecom 18 22 Deloitte TC&A
9 13 P&G FMCG 19 N/A Bosch Industrial
10 12 Coca-Cola FMCG 20 19 ING Bank Banking

CCrriitteerriiaa
PPeerrcceennttaaggee  ooff
rreessppoonnddeennttss  ((%%))

Attractive financial compensation package 47.12
Good reputation of the company in the market 36.59
Training provided by company for the development of specialists 36.33
Job security provided by company 35.86
Pleasant working atmosphere 29.20
Professional challenges provided by the activity in the company 26.09
International opportunities provided by the company 17.98
Rapid career promotion in the company 16.72
Flexible working program 15.87
Creative and dynamic climate 15.15
Role models existing in the company 7.98
Company recognized for its products/services 7.20
Close / easily accessible headquarters 3.90
Other 0.11



Health insurance and financial support for training are the most frequent benefits looked
for in the employer selection process. Various bonuses and the payback of different expenses
are also considered by employees. Less than 10% of the respondents are attracted by benefits
such as notebook and mobile phone. The survey results revealed that a long term perspective is
shared by many employees as regards the sought benefits.  

TTaabbllee  33  ––  TThhee  bbeenneeffiittss  eexxppeecctteedd  ffrroomm  eemmppllooyyeerrss  iinn  RRoommaanniiaa  iinn  22001133

Source: hr-insights.ro, 2013.

Another study that focuses on the trends in employer branding is the annual survey
Trendence Graduate Barometer. In 2013, the survey was administered to 32,000 students from 24
countries in Europe, during the period November 2012 – March 2013. A total number of 3,389
students from 28 universities have participated in the 2013 edition of the study organized in Romania
(Enache, 2013a). The Top 10 most attractive employers from the perspective of business students
on one side and of the Engineering and IT students on the other side are presented in table 4.

For the business students, the top 10 most attractive employers was led by five banking
companies in 2013. However, the banking sector registered losses in its popularity (in terms of
percentage of respondents) compared to 2012. For instance, Banca Comerciala Romana (BCR) led
the top with a share of only 13.1% in 2013, compared to 19.5% in the previous year. The top 10 also
included two F.M.C.G. companies, two IT&C companies and one tax consulting and audit company. 

TTaabbllee  44  ––  TToopp  1100  RRoommaanniiaann  mmoosstt  aattttrraaccttiivvee  eemmppllooyyeerrss  ffoorr  bbuussiinneessss  ssttuuddeennttss  
aanndd  rreessppeeccttiivveellyy  ffoorr  eennggiinneeeerriinngg  aanndd  IITT  ssttuuddeennttss  iinn  22001133

Source: Trendence, 2013.
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RRaannkkiinngg
CCoommppaannyy

PPeerrcceennttaaggee  ooff
rreessppoonnddeennttss  ((%%))

RRaannkkiinngg
CCoommppaannyy FFiieelldd  ooff  aaccttiivviittyy

22001133 22001122 22001133 22001122
TToopp  1100::  BBuussiinneessss TToopp  1100::  EEnnggiinneeeerriinngg  &&  IITT

1 1 BCR 13.1 1 4 Continental 11.1
2 2 BRD Group 11.9 2 1 Microsoft 7.8

3 4
Banca
Transilvania

9.9 3 6 Dacia (Renault) 7.5

4 5 Raiffeisen Bank 7.4 4 2 Google 7.5
5 3 ING 7.1 5 12 VW Group 6.2
6 9 Google 6.5 6 5 BMW Group 5.8
7 8 Coca-Cola 6.2 7 16 Hidroelectrica 5.6
8 12 Orange 5.9 8 14 Siemens 5.3
9 10 PwC 5.3 9 9 Orange 5.2
10 16 Procter & Gamble 5.2 10 8 IBM 5.0

BBeenneeffiittss PPeerrcceennttaaggee  ooff
rreessppoonnddeennttss  ((%%))

Health insurance 56.93
Financial support for training 43.27
Food tickets 33.97
Flexible working program 30.10
Easter / Christmas bonus 28.43
Holliday bonus 23.47
Company car 19.45
Transportation fee pay back 19.12
Notebook 9.83
Subscription to fitness / sport / aerobic 9.55
Mobile phone 9.55
Catering / lunch expenses pay back 8.33
Others 0.42
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For the Romanian engineering and IT students, the well-known giants Apple and Google
are not at the top of the hierarchy. In addition, the energy sector seems to gain more attention as
long as Hidroelectrica impoved dramatically its ranking from the 16th place in 2012 to the 7th place
in 2013. Similarly, ENEL jumped from rank 48 to rank 21. Four companies from the automotive
sector have polarized the top 10 preferences. The German company Continental has improved
substantially its ranking from 4th place in 2012 to the 1st place in 2013. Similarly, Dacia Renault
and the VW Group have acquired better rankings. The top 10 most attractive employers for the
engineering and IT students also integrated five IT&C companies.

As regards the salary expectations of the Romanian students, the results of the survey
made by Trendence reveal a continuation of the descending trend. The salary expectations remain
among the lowest in Europe (Trendence, 2013). The amount declined from 8,680 euros in 2012 to
8,470 euros in 2013 for the business field, and from 10,240 euros in 2012 to 9,370 euros in 2013
for the engineering/IT field.

The image about the employer brands of various companies is influenced by the
information acquired by present and future employees through a diversity of communication
channels. The 2012 edition of the Trendence Graduate Barometer shows four main sources of
information available to students/future graduates: university, mass media, personal contacts,
companies (Trendence, 2012). According to this study, the communication channels used by more
than 40% of the Romanian respondents are the following: online job ads, job offer portals, social
networks, company websites, employer rankings, personal contacts, job fairs, company
presentations in universities, working in a company. 

Several organizations present on the Romanian market were awarded the “Top
Employer” certification by the CRF Institute based in Amsterdam. This was the case of Orange
Romania in 2013 (Enache, 2013b). In 2012, two international organizations – UniCredit Group and
Valeo - were certified “Top Employers 2012” including their operations in Romania, respectively
UniCredit Tiriac Bank and Valeo Lighting Injections Romania (Craciunescu, 2012). For the
moment, relatively few organizations from Romania were awarded the “Top Employer” certificate
of the CRF Institute. 

CCOONNCCLLUUSSIIOONNSS  AANNDD  RREECCOOMMMMEENNDDAATTIIOONNSS  

The public information about the employer brands in Romania is relatively scarce apart
from the findings of several longitudinal research studies that reveal the annual rankings of the
preferred (most desired) employers. From a marketing standpoint, there are some major
conclusions that may be drawn based on the available data:

a. the “generation effect” on the perceptions relative to the economic sectors with the most
attractive employers. The activity domains that attract students differ from those
preferred by present employees. This indicates an image gap between those that already
earned the statute of employee and the young people looking for the first job. For example,
while the survey of Catalyst Consulting showed a primary focus on the IT sector, the
Trendence study revealed the accent placed on the banking industry by business students
and on the automotive and the IT sectors by the engineering/IT students. No doubt, two
segments of students are not able to encompass an entire diversity of university
specializations. However, rather astonishes the fact that many business students
remained “classical” in their choices (opting for the banking sector) and did not exhibit
high interest in sectors such as telecommunications or production and distribution of fast
moving consumer goods that are dominated by very competitive multinational companies.
The degree of exposure to relevant information and the ability to discern the present and
future prospects of a specific sector may differ by generation.
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b. the “generation effect” on the perceptions relative to the ranking of most desired employer
companies. Companies that ranked very well worldwide such as Apple and Google did not
capture enough “supporters” in Romania especially among young people. According to
the findings of the Catalyst Consulting annual study for 2013, Google ranks second among
the most desired employers. Based on the Trendence survey, Google ranks the 6th in the
eyes of business students and the 4th for engineering/IT students, compared to Apple that
registered the following corresponding ranks: 14th and 11th. Such results reflect image
gaps between generations that could be generated by various causes like: (i) the
availability and accessibility of employer branding information about various companies
directly from the organization or from third parties such as publications and online
communities; (ii) the criteria used for employer selection by the different age cohorts
depending on their motivation; (iii) the communication campaigns organized by specific
companies in universities; (iv) the availability of information about successful career
stories in specific companies; (v) the relevance of the actual value propositions of the
employer brands for each generation etc.

c. the influence of the certified compliance with the international best practices in the field
of human resources on the employer brand rankings. There are several companies
present on the Romanian market that have been awarded the “Top Employer” certificate
by the CRF Institute. Examples are Orange Romania, UniCredit Tiriac Bank and Valeo
Lighting Injections Romania. Orange Romania is part of the top 20 most desired employers
according to the surveys made by Catalyst Consulting in 2013 and 2012, as well as part of
the top 10 Romanian most attractive employers in 2013 for business and engineering/IT
students. However, UniCredit Tiriac Bank ranked 19th in the list of the most attractive
employers in Romania for business students and no rank among the first 100 most
attractive employers for engineering/IT students according to Trendence. As regards Valeo
Lighting Injections Romania, there is no evidence of the presence in the mentioned
rankings. These facts lead to the conclusion that the “Top Employer” certification is not
always a warranty for a very favorable employer brand image. This state of facts is in line
with the marketing perspective according to which the employer branding represents
much more than the simple compliance with the international standards and best
practices in the human resources domain. 

d. the possible pillars of employer brand differentiation in Romania. The data on the criteria
used in the selection of the most attractive employers represent very useful input in the
differentiation process. Depending on the competitive group to which the company
belongs, the points of parity may be chosen to resemble those of other organizations in the
same category. The employer should choose the points of differentiation that are
significant for the target individuals that represent the actual or potential employees. The
fact that attractive financial compensation packages represent a selection criterion for
almost half of the respondents (see table 2) does not indicate that differentiation on such
points is sustainable and effective on long term because they can be replicated by other
market players. Instead, good company reputation, pleasant working atmosphere and
professional challenges may be less likely and less easily copied. In addition, for specific
fields of activity and segments of employees, the relevant points of differentiation may be
adapted to the profile of the “target”. For instance, the flexible program may be relevant
to employees working in sectors that rely on enhanced creativity (e.g. software companies
etc.) or to employees such as women with small children.

e the benefits sought by employees as basis for the development of the brand value
proposition of employers. To build a strong employer brand, a company has to develop a
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relevant value proposition. In this respect the data based on the benefits sought by actual
and potential employees are useful. For example, the data presented in table 3 show that
smart companies should aim to meet the expectations relative to the medium and long-
term life development of employees. For example, health insurance and training could be
benefits not to be missed by employers. However, the specific features and expectations
of the “target” employees considered by the company may lead to a different selection of
benefits addressed by the value proposition of the employer brand. 
Based on the conclusions drawn, several recommendations may be presented:

a. employer brand should be developed by Romanian companies from a marketing
management perspective, defining clearly the target and the value proposition, without a
limitation to recruitment and communication aspects;

b. companies may review their present brand value propositions in order to adapt to the
expectation of the targeted segments of candidates or employees;

c. because the ranking of  the most attractive employers provides only a partial image about
employer brands, companies have to understand and map the associations made by
students/graduates/employees with the employer brands existing in a specific sector, in
order to better differentiate and enhance own brand strength;

d. exploratory and causal research studies may facilitate the management of the employer
brands of companies that operate in Romania.
The creation of the employer brand requires a systematic and continuous approach

aiming to establish special relationships with the target individuals that are present or potential
employees, as well as with “influencers” that play a significant part in the career development
process. Nevertheless, employer brand should not be limited to “recruitment marketing” or
“internal marketing”. It should be built as an integral part of the holistic marketing approach of
each organization. 
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AABBSSTTRRAACCTT::  The energy sector in Romania is in full transformation and the new rules in
accordance with EU standards bring new business opportunities in this dynamic field. This article
starts from the analysis of Romania's energy strategy for 2011-2015 and highlights new market
challenges, business opportunities and future development of energy production.

KKeeyy  wwoorrddss::  Energy, energy strategy, renewable energy, shale gas.

RROOMMAANNIIAANN  EENNEERRGGEETTIICC  SSEECCTTOORR,,  GGRROOWWTTHH  PPOOTTEENNTTIIAALL  

"The energy sector is a factor of economic growth in Romania, it has the intention to
form Romania as a regional pole, as much as it has the intention to increase the safety, security
and even Romania's energy independence," said Mariana Gheorghe, CEO OMV Petrom - the
largest company in this field in Romania, at a conference organized by Mediafax. None of this
potential will be accomplished unless there will be made   huge investments in this sector. In this
respect, it would be needed 3-4 billion a year, said Mariana Gheorghe.

The new star of the global energy market, the exploitation of shale gas, which has a
special impact on economy and trade policies of U.S., influences the Romania's economic
strategy. Currently, shale gas made   it possible the growth of global gas reserves from 50 years
to 200 years - the third largest in Europe - have brought major players in this field. Cevrom
American Company already licensed by the two perimeters located in Romania. Important
deposits discovered in Romania.

Substantial deposits discovered in Romania - the third largest in Europe - have brought
major players in this field. Cevrom American Company already obtained exploitation license for
the two perimeters located in Romania.

Ministry of Economy, Trade and Business Environment debated publicly, RRoommaanniiaann
EEnneerrggyy  SSttrraatteeggyy  ffoorr  tthhee  yyeeaarrss  22001111--22003355, a document that shows the new international context,
the current situation in the electricity sector in Romania, objectives and main directions of
development of the electricity sector, predictions for the electricity sector in 2011 - 2035,
measures to achieve priority objectives. The project is a realistic document and rich in
information. The document details the strategic objectives, shows the resources and how to get
the resources and today's situation for the goals in 2020, what policies should be promoted to
achieve the goal.

In the present analysis, we will resume a few topics of the Ministry of Economy, Trade and
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Environment strategy and we will identify potential investment opportunities in this dynamic
sector of activity.

AANN  OOVVEERRVVIIEEWW  OOFF  TTHHEE  EENNEERRGGYY  SSTTRRAATTEEGGYY  OOFF  RROOMMAANNIIAA  FFOORR  TTHHEE  YYEEAARRSS  22000077--220022001

Climate changes mainly due to carbon dioxide emissions and the gradual depletion of
fossil fuel sources of energy put the energetic sector into the face of new challenges, which
determined the European Commission to formulate in January 2007 the lines of a new Community
policy in this field. In order to adapt to the new realities, it was necessary to develop a new energy
strategy for Romania, based on security of energy supply, to increase economic competitiveness
and reduce environmental impacts in the context of sustainable development.

This new approach takes into account the existing predictions in the Government
Program for 2005-2008, in the National Development Plan for 2007-2013, in the Roadmap for
2003-2015 and in commitments undertaken in the negotiations to join EU. New national energy
strategy is connected to the strategy of community energy, being taken over, and the essential
elements from relevant documents of the EU: Strategy of Lisbon, the Green Book for a European
strategy for a sustainable, competitive and secure energy, and new European energy policy.
Romanian Energy Policy provides efficient economic development in conditions of increasing
import dependence and strengthening market consolidation trends.

In this sense, the document of strategy for energy takes into account the following
aspects: 

– Increasing Romania's energy security by diversifying energy supply sources and transit of
energy resources development in the country;

– Ensuring sustainable development of Romania, including limiting the impact of the energy
sector on the environment, according to the EU requirements in the field;

– Support economic competitiveness through measures aimed at getting real competition
in the energy sector in terms of total liberalization of energy markets, transparency, non-
discriminatory and fair treatment;

– Support social policies aimed at ensuring energy affordability for the most disadvantaged
social categories without affecting market functioning;

– Stimulating the development and better functioning energy market and integration into
the EU internal market by increasing the transparency of the institutional framework
through better surveillance and monitoring of the market, in order to eliminate distortions
that could affect competition;

– Improving energy efficiency throughout the energy chain, from energy production to
consumption and promoting renewable energy resources;

– Consumers customer satisfaction in terms of delivery of quality energy at competitive
prices.

The New Energy Strategy of Romania starts from the realities and current trends in the
energy sector, namely:

The current status of the energy sector;
Reserves and domestic production of energy resources;
High energy intensity across the chain: the primary resources, producing, transportation,

distribution, including the final consumer;
The high level of pollution and the need for employment in the energy sector limits

negotiated with the EU;
Lack of alternative supply sources and routes of gas and oil imports;
From our analysis of content strategy strands of Romania's energy policy converge with

those of the EU energy policy, here we can mention: 
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Maintaining national sovereignty in matters of energy security;
Choosing a balanced energy mix, focusing on the use of coal, nuclear and renewable

energy resources, including the use untapped hydro potential, which gives the energy sector
competitiveness and security of supply;

Effective management of exhaustible primary energy resources in Romania and maintain
an acceptable level, the economic basis of the import of primary energy resources;

Improving the competitiveness of the internal electricity and gas markets and active
participation in the formation of regional and cross-border trade development;

Improving energy efficiency, including ensuring sustainable development;
Providing investments to increase the capacity of innovation and technological

development, as a way of supporting the previous actions;
Achieving the objectives of environmental protection and reduction of CO2 emissions;
Proactive participation in the EU's efforts to formulate an energy policy for Europe with

tracking and promoting national interests in Southeastern Europe.
If we analyze the chapters contained in this document, we can comment the following:
Chapter 1 identifies the overall objective of the strategy, namely: meeting energy needs

both now and in the medium and long term, at a price as low as adequate a modern market
economy and a civilized standard of living in conditions of quality food safety in accordance with
the principles of sustainable development.

Chapter 2 evaluates the context of international developments and global challenges of
the energy sector, and the new energy policy of the European Union.

Chapter 3 analyzes the current situation of the energy sector on the potential national
energy resources, on energy production and consumption, on technical condition of the facilities
in 2007, on legal and institutional framework, on environmental protection, on energy markets /
public service, on the prices and rates for energy and on the economic and social effects from the
energy sector.

Chapter 4 analyzes the objectives of energy sector development and the measures
expected in order to achieve them, their priority objectives of the Romanian energy sector
development, strands, forecast production and energy demand, the general and specific areas for
the achievement of priority objectives, forecast energy sector, the development of energy
markets, analysis of the possibilities for developing the rural energy, with options in the area of   
energy consumption, energy supply options in the area, sources for financing renewable energy
measures to reduce social impact for both power users and for employees in the energy sector,
energy security - an essential element of economic growth and the development of scientific
research, the main component of economic competitiveness in the energy sector.

Chapter 5 analysis the short-term measures to be taken in the energy sector regarding
the corporate structure of producers with state capital, new investments in power plants in the
country and abroad and propose legislative decisions and regulations that will be taken in the oil
and natural gas in the electricity sector, the mining sector and in the heating sector, and how it
will monitor and review energy strategy.

Chapter 6 sets out the conclusions of the analysis carried out in Romania's energy
strategy document for the period 2007-2020 (document earlier this Strategy).

Economic reality demonstrated following the programs of efficient use of energy
resources and energy, and the sector restructuring, the annual growth rate of primary energy
consumption was half of economic growth, resulting a significant decoupling of the two indicators.
From the year 2013, electricity production from internal resources exceeded production realized
by using imported liquid and gaseous fuels. Energy balance of the country had an over plus for
the first time in history.2
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The State of Romania keeps the control package over the main electricity production
factories, totaling an installed capacity enough to ensure the energy security of the country. Now
we want to integrate these producers with distribution companies owned by the state, resulting
in strong regional companies.

TTHHRREEEE  EENNEERRGGYY  SSTTRRAATTEEGGIICC  OOBBJJEECCTTIIVVEESS  OOFF  RROOMMAANNIIAA  FFOORR  22000077--22002200

In 2007-2020, the most important objectives to be achieved, in accordance with this
document of energy strategy are:

AA..  SSEECCUURRIITTYY  OOFF  EENNEERRGGYY  SSUUPPPPLLYY

From our analysis we extract the following:
– It is wanted to maintain a balance between imports of primary energy resources and

rational use of the national reserves on economic and commercial basis;
– It will be expanded and enhanced in the framework established at European level

relationships with oil-producing countries and those of transit;
– It will be diversified the sources of supply of raw materials and will be developed their

transport routes;
– It will be followed the conclusion of long-term contracts to import natural gas to minimize

disruption of supply, respecting competition rules;
– It will be followed the conclusion of long-term contracts for coal domestic suppliers to

ensure their access to financial markets, respecting competition rules;
– Increasing investment in the field of extraction of coal and uranium ore, in the

modernization and rehabilitation equipment, in continuing to support the production of
coal and uranium ore with help from the State, in accordance with EU regulations, the
increasing geological research and putting into service new deposits, in closuring mines
with no activity,  development and rehabilitation of distribution of petroleum products and
in improving the processing-refining sector of petroleum products.

Estimated investment in the oil sector for the period analyzed is 2.2 billion Euros.
– Increased investment in the filed of exploitation of natural gas reserves, in development,

rehabilitation and dispatching natural gas pipelines in the growth of natural gas storage
capacity. Estimated value of investments in natural gas for the period analyzed is 1.527
billion Euros;

Here must be mentioned major shale gas reserves as a possible solution to reduce
Romania’s dependency on gas imports from Russia.

– In the field of electricity production, it will be followed a process of restructuring and
renewal of energy capacity by rehabilitating existing viable units, closing unviable units
and construction of new production units.

According to our analysis the investment effort will be sustained primarily through
privatization and private investment, with an estimated value for the period analyzed of 12.7
billion Euros. The State of Romania will keep the control package over the main electricity
production factories, totaling an installed power capacity enough to ensure the energy security
of the country. It is desired to integrate these producers with distribution companies owned by the
state, resulting in strong companies at regional level.

At governmental level, is continued the process of development, modernization and
upgrading of transmission and distribution of electricity. Estimated investment in this area is 5.4
billion Euros.

– It will be continued the programs for development, monitoring and upgrading the network
of transport and distribution of thermal energy, for development, monitoring and
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upgrading of electricity and thermal energy production factories in cogeneration.
Estimated investment in thermal energy for the analyzed period is 2.7 billion Euros.

There were approached, together with member states of EU, the issues regarding the
protection of critical infrastructure in the energy system that fight against terrorism.

BB..  SSUUSSTTAAIINNAABBLLEE  DDEEVVEELLOOPPMMEENNTT  

In was continued the promotion of energy production based on renewable resources,
such as electricity consumption derived from renewable electricity to represent 38% in 2020.

If we compare the target proposed by EU of 20% for the entire Europe, Romania has set
ambitious targets, above the European average. The share of electricity produced from renewable
energy sources in gross national electricity consumption was close to the target of 33% in 2012.

There were stimulated investments in improving energy efficiency throughout the chain:
resources-production-transport-distribution-consumption, and have taken steps to reduce the
negative impact of the energy sector on the environment by rehabilitating the surfaces and
restoring the natural environment affected by activities generated in energy sector, by promoting
the making of "Green Field" projects, by making predicted investments in environment protection
in large combustion installations in the energy sector, by implementing the mechanism of
transaction of greenhouse gas, by making storage management in safety of radioactive waste,
including the establishment of the necessary financial resources for final disposal and
decommissioning of nuclear units, by making new production capacities, using clean technologies
in burning fossil fuels.

CC..  CCOOMMPPEETTIITTIIVVEENNEESSSS  

From our analysis of the strategy we extracted the following ideas:
– Will develop and improve mechanisms of competitive markets for electricity, natural gas,

oil, uranium, green certificates, certificates of emissions of greenhouse gas and energy
services;

– Will expend activities of wholesale electricity market operator in Romania at the regional
level and will increase active participation in achieving regional energy market and in
single European market;

– Will liberalize energy transit, the controlled technical conditions for food safety and will
provide permanent and non-discriminatory access to transmission and international
interconnections, interconnection capacity will increase from 10% today to 15-20% on
2020;

– We continue the restructuring process, increase profitability and privatization in the
energy sector (privatization will be both strategic investors and through listing on the
stock market);

– Will continue restructuring the coal sector, in order to increase profitability and access to
capital markets;

– Will maintain access to coal reserves in order to ensure energy security, in appropriate
economic conditions.

Short-term measures, to be carried out in the next period, refer to the corporate
structure of energy producers with state capital. These provide further privatization of energy
complexes, streamlining and privatization of the energy groups SC Termoelectrica SA,
streamlining SC Electrocentrale Deva SA, SC Electrocentrale, further privatization of micro hydro
power plants, preparing listing on Bursa of SC Hidroelectrica SA and SN Nuclearelectrica SA,
making new investments in the energy sector, such as: plants with pumped storage Tarnita
Lapustesti, hydroelectric plants Islaz and Macin and plants on the river Tisa, plants using solid
fuel, plants using renewable etc.
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For good functioning of the energy sector and its development according to this strategy,
it is necessary to create a stable and predictable environment in terms of legislative and
regulatory framework.

From the perspective of investors in the energy sector in Romania we can find some
important directions:

11..  RREENNEEWWAABBLLEE  EENNEERRGGYY::  SSOOLLAARR  AANNDD  AAEEOOLLIIAANN  EENNEERRGGYY  

Romania has significant and well documented resources for renewable energy. Romania
got into the top 10 of the most attractive countries in the world for investment in Aeolian energy,
according to the latest Country Attractiveness Indices Report issued by Ernst & Young. 

This advance reflects the newest investments in Aeolian projects in Romania. Index
calculated by Ernst & Young places Romania on the same place as Poland and Ireland on
renewable energy market attractiveness and close to countries such as Sweden, France and Italy.
General index, which includes scores for all categories of energy sources - wind, solar,
geothermal and biomass – places Romania on the 13th place worldwide for attractiveness of the
local market for the development of energy projects in all these areas. The most promising energy
sources for Romania are wind, solar, biomass and hydro.

At the end of 2011 in Romania were installed 462 MW Aeolians and in 2012 others 520 MW
have been added. In total, at EU level, were installed 9367.7 MW were installed in November last
year.

Only Sweden, Britain, France, Italy, Spain and Germany have added a greater number of
MW Aeolians last year compared to Romania. In the ranking of the largest installed capacities,
Romania is in the second half, ranked 15th, at a short distance from Belgium (1,078 MW at the end
of 2012), followed by Bulgaria (612 MW installed at the end of 2012). The ranking is led by
Germany, with a total of 29,075.6 MW, including 2,007 MW in 2011. On second place is Spain with
21.673 (914 MW newly added), and on the third - Italy, with 6,737 MW (new 932.7 MW).

Figure 1: The annual wind power in Romania at the standard height of 100 meters.



67International Conference of the Institute for Business Administration in Bucharest, 2013

Figure 2: Annual solar power in Romania by regions.

Source: ANEMOS Report 2011.

Major international actors are particularly active on the Romanian Aeolian energy
market such as the Czechs from CEZ, Italians from Enel Green Power, the Portuguese from
Energias de Portugal, Iberdrola of Spain and French-Belgian group GDF Suez. The volume of
investments in the last two years (2010-2011) is more than 1.7 billion Euros. There are no local
producers for aeolians turbines and the great global industry players take advantage of this
booming industry like Vestas (Denmark), General Electric (USA), Siemens (Germany) and the
Chinese producer Sinovel.

There are still a number of problems for developers in this field in Romania:
– problems regarding the connecting to the network
– changes occurred in the market for green certificates. Romania's Government decided

from 1 July 2013 to delay granting a part of green certificates to investors in aeolian plants
(untill 2018) and photovoltaic (untill 2017).

22..  EEXXPPLLOOIITTAATTIIOONN  OOFF  NNAATTUURRAALL  GGAASS  IINN  TTHHEE  BBLLAACCKK  SSEEAA  AARREEAA  

It was found a record ore deposit in the Black Sea: 84 billion cubic meters of natural gas.
OMV, Austrian group present in Romania through the largest local market OMV Petrom, which
owns a majority stake and ExxonMobil Exploration announced a significant breakthrough in the
exploitation of the Black Sea, preliminary estimates put gas deposit in 42 -84 billion cubic meters,
which equates to 3-6 times the annual consumption of Romania. Drilling operations undertaken
by the two companies in the Black Sea began in late 2011.

The ore deposit was discovered after drilling the shaft Domino-1 by ExxonMobil, the first
deep-sea operation off the Romanian coast, with more than 3,000 meters deep. Domino-1 is
located in the Neptun Block, 170 kilometers offshore, in waters with a depth of about 930 meters.

OMV Petrom announced a comprehensive program of recruitment both nationally and
internationally as a result of the development of exploration and production segment, it is said
in an OMV statement.

33..  SSHHAALLEE  GGAASS  ––  TTHHEE  NNEEWW  SSTTAARR  

Romania has shale gas reserves of 1.444 billion cubic meters given that proven gas
reserves are placed at 113 billion cubic meters, and the annual consumption is about 14 billion
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cubic meters. Romania annually consumes about 14 billion cubic meters of gas, amount insured
for 80% by domestic production. The difference is imported from Russia, through intermediaries,
high prices.

Thus, the U.S. Energy Information Administration (EIA) estimates that Romania has
reserves of technically recoverable shale gas (undiscovered, which could be accessed with
existing technologies) 51,000 billion cubic feet (cubic feet), which is 1.444 billion cubic meters.
According to EIA, Romania’s evidenced natural gas reserves were estimated earlier this year at
4,000 billion cubic feet, equivalent to 113 billion cubic meters. Romania ranks third in EU shale
gas reserves after Poland (4,190 billion cubic meters) and France (3.879 billion cubic meters).

Regarding the oil trapped in shale rock formations in Romania, EIA estimates a volume
of 300 million barrels, compared to estimated evidenced reserves of 600 million barrels of other
types of deposits. According to estimates made by American institution, exploring shale deposits
would increase by 50% of Romania's oil reserves and over 10 times natural gas reserves.

In Romania, the U.S. company Chevron obtained in 11 July 2013, the environmental
approval for placing of drilling wells and shale gas exploration in three areas of Vaslui. Chevron
holds concessions in Dobrogea as well. Chevron intends to start in the second half of the year the
drilling of a exploration well of shale gas in Vaslui (North East of Romania) and will initiate seismic
studies for the three perimeters in Constanta (South East of Romania). is conclusive for the
present analysis the statement made by the general manager of International Monetary Fund in
a speech in Bucharest in June 2013 about the identification of a "new paradigm of economy
growth" in the region: "You have done a lot in terms of energy field and natural gas and energy
liberalization, and however painful seems on short term, it will pay off in the long term. There are
other reforms that will help you be more competitive and Romania will have a higher growth,
growth with inclusion and here I think of transport infrastructure. "- Christine Lagarde, the
general manager of the International Monetary Fund.

CCOONNCCLLUUSSIIOONNSS

Regarding the balanced and diversified primary energy mix, Romania has a favored
position with high enough energy independence. Areas of interest for investment remains:
renewable energy (Aeolian and photovoltaic), exploitation of natural gas in the Black Sea and the
star of the last period: shale gas utility vessels. Romania ranks third in EU shale gas reserves.
Major investments were already made in these areas and the future will bring other important
players.

New gas deposits help Romania become independent of imports, there is even the
possibility to export in the future.

Regarding the green energy, we already have investments of 6.7 billion euros in Aeolian
energy and 1.527 billion in solar energy. Major international actors are particularly active on the
Romanian market for renewable energy such as Czechs from CEZ, Italians from Enel Green
Power, the Portuguese in Energias de Portugal, Iberdrola of Spain and French-Belgian group
GDF Suez.

Important international companies are present in the oil and gas market in Romania:
OMV - oil, natural gas (Austria), ExxonMobil (U.S.) - natural gas, Chevrom (U.S.) - shale gas.

Regarding electricity, as a result of programs for efficient use of energy resources,
energy and sectorial restructuring, the annual growth rate of primary energy consumption will
be half that of economic growth. Domestic electricity consumption will exceed production levels,
Romania's energy balance will become overplus.

Part of this capacity will be absorbed by the domestic market by increasing consumer
number and the rest will have export potential. For the energy export development was ensured



interconnection of national networks in the neighborhood, and in the future there is the possibility
of interconnecting with Turkey.

The legislative stability in this field is an important factor in making long-term decisions.
Depending on the investment decisions and the proper development of infrastructure, on
capitalizing and processing opportunities in Romania of new resources, Romanian energy
industry will enjoy an increase in the coming years.
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The Institute for Business Administration in Bucharest
The Bucharest University of Economic Studies

AABBSSTTRRAACCTT::  The article identifies the correlations between the main drivers of the decision
models based on value creation and those regarding the financial sustainable growth. It starts
with a discussion on identification of the value’s drivers in order to put in light the most sensitive
effects of the decisions the managers must observe when simultaneously are looking to increase
the value of the company and financial sustainable support the growth. The scrutiny on the
financial data for the nonfinancial companies actively traded in the Romanian Stock Exchange on
the tier I, allows detecting some conclusions about the corresponding managerial decisions
during the crisis years, 2008-2012.

KKeeyy  wwoorrddss: value management, financial sustainable growth, profit growth and distribution 

JJEELL  CCooddeess::  G34, G39

The financial performance indicators helping the management decisions affecting on
profitable growth and value corporate creation are more and more under the scrutiny of
scientists. Increasingly important are those parameters that allow the management to monitor
and to effectively use the vectors determinants for the firm value.

Efforts to capture the dynamics of the value creation in an operational model relevant for
decision making and financial management fueled the rise of numerous management models
attempting a better correlation of decision making process with corporate value creation.

Thus, theoretically and practically numerous models and approaches have been
developed such as: value-based management (VBM Value-Based Management), economic value
added (EVA), Value Mapping, Value Stern Mapping, Relative Value of Growth, Balanced Scorecard,
Value Creation Index, Managing for Value etc. Regardless their construction, all models consider
different key pillars to be considered in order to create and maximize the future value of .company 

In the different approaches, the focus in the architecture of the models was ether on
results, or on the combination of process and results, or, in the few cases, on the inputs, process
and results. The contributions in financial literature of the last decade allow to identify the
conceptual framework for the present approach but also to illustrate the interest of researchers
on the subject. Armitage and Fog (1996) are positioning the management of a company on the
principles of real value creation and not on the scriptural value creation.

The idea is developed also by Christopher and Ryals, (1999) stating that the real value is
created when a company obtains profits that fully compensate investors for the total cost of
investment plus a supplement as premium for risk.
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Condon and Goldstein (1998) add to the concept frame the analytical tools and processes
to explain the activity of an organization focused on the main objective, namely to create value for
shareholders.

As performance measurement model for the company’s ability to create long-term value
for shareholders Marsh, (1999) brings forward the remuneration to shareholders in the form of
share price appreciation and dividend growth.

Simms (2001) and Leahy (2000) bring econometric arguments to support the objective of
shareholders value maximization by obtaining a return on invested capital above its cost.

Because the existence of a business is built based on the concept of value creation, the
clear definition of this process is essential in order to correctly implement corresponding
measurement processes.

The basic logic is rooted in the definition of value through financial practice based on
two key elements:

a) The value of a company is determined by the future estimated free cash flows;
b) The value is created only when the firm invests in investment projects with rates of

return higher than the cost of capital.
In this context any tactical or strategic decision that will affect the future availability of

net flows will affect enterprise value.
Value-based management involves a symbiosis between business logic of value creation

and the management of system and processes in the company. In this context, the supremacy of
financial objective of value creation versus other objectives is essential. 

This does not exclude a good harmonization and correlation with the other objectives
(e.g. financial sustainable growth) as well as with the implementation of business processes in
order to support and guide the behavior of all functions of the organization. The financial logic,
the concepts and decision models once circumscribed only to the financial activity, are now
effective tools in all segments of the decision - forecast indicators, target setting, performance
measurement and motivation system closely related to increase in value are only some examples.

TTHHEE  KKEEYY  VVAARRIIAABBLLEESS  AAFFFFEECCTTIINNGG  TTHHEE  VVAALLUUEE  OOFF  TTHHEE  CCOOMMPPAANNYY  

An important component of value-based management is the deep understanding of the
determinants of value. This understanding is crucial because an organization cannot act directly
on capital itself. It must act on some key factors that lead in turn the value growth: increasing
customer satisfaction, the cost levels, the capital expenditures, the productivity, the cost of
capital, etc... 

These variables are detailed set based on the particularities of each enterprise. The key
variables that affect company value are not static and should be reviewed periodically. 

FFiigg..  11::  TThhee  ddeetteerrmmiinnaannttss  ooff  tthhee  vvaalluuee  
In this context, the companies having made only concerted efforts to increase profitability

as neglecting efficient working capital management capabilities, had weak or even negative
results in the application of value-based management.

The impact of key variables gets consistency in the context of their development in two

At company level
ROIC - return on invested
capital

Net operational margin Sales
Costs

Invested capital Net working capital
Fixed assets
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ways: long-term impact measures (net profit, sustainable growth, etc.) and measures with impact
in present (Balance sheet management, particularly related to operating profitability of
exploitation).

In other words it is important to be considered the dynamic of the factors impacting the
development of profit and loss but also a strict control of the efficiency of the balance sheet. 

Several correlations for the financial are of great interest especially in the context of
managerial decision that ensures the increase the reinvestment of profits.

I) the sustainable growth supposes the growth in sales (Ca) at the same rate with
increasing equity (Cp).

Ca1–Ca0 = Cp1–Cp0
Ca0 Cp0

Given the limited access to credit and the use of equity to support the growth the variation
in equity is based only on reinvested profit and the rate of reinvestment decision plays an
important role in financing sustainable growth.

II) The value of the company is they’ calculated based on the projected After tax free cash
flow form operation discounted at the weighted average cost of the capital.

The measures affecting the future growth of profits and consequently the size of future
after tax cash flows from operations shall be appropriately reflected in the growth of company’s
value.

III) The correlation that exists between profit growths, return on invested capital and the
reinvestment rate 

Profit growth rate = Return on invested capital (ROIC %) x reinvestment rate 
If the return on new invested capital is smaller, the same effect will be on the rate of

profit growth, on the rate of growth in operating cash flows and  implicitly on firm value.
At the same time if the economic return on reinvested capital decreases and one want

to maintain the same growth rate of profit, the company should assume a higher reinvestment
rate and a decrease in the free cash-flow from operation.

In conclusion, profit growth rate and economic profitability of the operation are the two
drivers of value.

In order to identify the evolution of the factors that underlies these correlations the
financial information for the nonfinancial companies listed on the Bucharest Stock Exchange in
the tier I were analyzed . The time horizon considered was 2008-2012, chosen to allow the
identification of dividend policies adapted by  these listed companies as reaction, to the impact
of economic and financial crisis since 2007.

In the analysis the focus was on the growth rate of profit, the rate of profit distribution,
the growth rate in sales and the asset growth rate as proxy for invested capital growth.

The companies listed on the market Bucharest Stock Exchange (BVB) are in the total 79,
78 companies with domestic issuers and one company with international issuer. Out of the 78
companies with domestic issuers, 25 companies (32%) are listed on the tier I. The structure those
25 companies are as follows: 10 companies with financial activity (40%), and 15 companies (60%)
with non-financial activity. Three companies with non-financial activity, at the date of this study
(June 18, 2013,) were reported as suspended from trading. For the purpose of the present study
were 



84 Transforming Business, Transforming People

TTaabbllee  11::  TThhee  ccoommppaanniieess  ttrraaddeedd  oonn  tthhee  RRoommaanniiaann  SSttoocckk  eexxcchhaannggee  

Source: web page of BVB accessed on 18 June 2013

The number of companies quoted on the Bucharest Stock Exchange market that
distributed dividends has a decreasing trend due to the evolution of the number of companies
listed on RASDAQ market. On this market in the years 2011 and 2012 only one company was
registered as distributing dividend.

In the analyzed period (2008-2012) the number of firms listed on the Stock Exchange
market in Romania recorded as distributing dividends decreased by 70%.

In the period 2008-2012, the number of companies traded on BVB recorded as
distributing dividends increased from 26 in 2008 to 29 companies in 2012 (12%).

TTaabbllee  22::  TThhee  nnuummbbeerr  ooff  ccoommppaanniieess  ddiissttrriibbuuttiinngg  ddiivviiddeennddss  oonn  tthhee  RRoommaanniiaann  SSttoocckk
EExxcchhaannggee  mmaarrkkeett

Sursa: http://www.bvb.ro/ListedCompanies/StatusDivid.aspx?s=&d=&a=2008&m=&o=0
For non-financial companies listed on BVB on the tier I the decisions to distribute

dividends are presented graphically in Appendix I. In total the number of companies that paid
dividends during the analyzed period, fluctuated in line with the degree the severity of economic
crisis in Romania-Fig 2.

Total
companies
traded on
Bucharest
Stock
Exchange
(BVB)

Number of
companies
traded on
the tier I

Number of
companies
traded on
the tier II

Number of
companies
traded on
the tier III

BVB- national issuers 78 25 52 1

BVB- foreign issuers 1 1

BVB -total 79

RASDAQ 1055 4 7 1044

Details regarding the comp. traded on the tier I

Companies traded on tier I 25

Companies traded on tier I  with financial activity (banks,
Investment funds, SIF)

10

Companies traded on tier I with non-financial activity 15

Companies traded on tier I reported as suspended on
trading on the 18th of June 2013

3

COFI-Concefa SA
Sibiu, OLT-Oltchim, 
RPH- Ropharma SA
Brasov

Companies traded on tier I that did not distribute
dividends in 2008-2012

5

Companies traded on tier I that distributed dividend in
2008-2012

7

2012 2011 2010 2009 2008

The number of companies distributing
dividends out of which:

30 29 58 92 99

On BVB 29 28 27 25 26

On RASDAQ 1 1 34 67 73



FFiigg  22::  TThhee  nnuummbbeerr  ooff  ccoommppaanniieess  ttrraaddeedd  oonn  ttiieerr  II  tthhaatt  ddiissttrriibbuutteedd  ddiivviiddeennddss  iinn  22000088--22001122

Except C.N.T.E.E. TransElectrica and Oil Treminal SA, in the interval of time 2008-2012,
the non-financial companies listed in the tier I on BVB have not distributed dividends in each year.
In order to identify the behavior of the non-financial companies traded on tier I that have
distributed dividends and identify the correlation between the growth rate and its sustainability
we selected companies that had a dividend distribution policy in at least two in consecutive years.

These companies are presented in Annex II and have been analyzed using the main
determinants of the  indicators outlined above more specifically the profit growth rate, the
distribution rate, the sales growth rate and the total assets growth rate. The paper presents the
public data and identifies some trends and is not assessing the effective or ineffective
management. 

TThhee  pprrooffiitt  ggrroowwtthh  rraattee  ––Table 2

As reflected in Table 2 the evolution of profit growth rates has a high volatility and it does
not allow the identification of a trend. It reflects on one the adaptive reaction to crisis effects – in
the first two years- and dramatic and brutal measures adopted on the other side.

TTaabbllee  22::  TThhee  aannnnuuaall  vvaarriiaattiioonn  ooff  tthhee  pprrooffiittss  ffoorr  tthhee  sseelleecctteedd  ccoommppaanniieess  dduurriinngg  22000088--22110022

Sursa: http://www.bvb.ro/ListedCompanies/StatusDivid.aspx?s=&d=&a=2008&m=&o=0 accessed la 18 June 2013

It is to be noticed high rate of profit growth for TransElectrica that in early 2012 made a
public offering of shares promising buyers to receive as incentive a share of profits from 2011. The
preparatory measures were taken since 2011, reflected in a large increase in net profit but
followed by a decrease in the rate of profit growth in 2012 by more than 50%. In 2008 five out of
the six companies analyzed have negative values for the rate,   indicating decreasing profit rates.
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22001122 22001111 22001100 22000099 22000088 average stdev

ALRO -171% 37% 104% -68% -43% -28% 1.049108

Biofarm 48% -1% -27% 192% -258% -9% 1.627212

Electromagnetica 6% -43% -8% 50% 24% 6% 0.347906

Oil Terminal -1% -73% 172% -28% -86% -3% 1.037478

SNP Petrom 4% 105% 32% 34% -42% 26% 0.535339

TransElectrica -62% 851% 56% -85% -17% 149% 3.964699
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TThhee  ddiissttrriibbuuttiioonn  rraattee  --  Table 3

The rate indicates the percentage of profits distributed as dividends to shareholders,
and implicitly the supposition about their satisfaction to be remunerated for their investment on
short-term. The complementary rate – the reinvestment-rate, calculated as the part of the total
profits of firms remaining available to support internally the growth is also of great importance
as shown before. The financial theory and the funding rules for sustainable growth suggest that,
the reinvestment rate must be close to the growth rate of sales.

In the context of the selected companies  in years when profits were distributed, with the
exception of five cases, the distribution rate was more than 50% of profit. Average rate of profit
distribution companies was between 183% for the company TransElectrica-which has the largest
dispersion values   and 17% for Electromagnetic company that distributed profits only in the last
two years and had the smallest standard deviation of values .

TTaabbllee  33::  TThhee  aannnnuuaall  ddiissttrriibbuuttiioonn  rraattee  ffoorr  sseelleecctteedd  ccoommppaanniieess  dduurriinngg  22000088--22110022

Sursa: http://www.bvb.ro/ListedCompanies/StatusDivid.aspx?s=&d=&a=2008&m=&o=0 accessed la 18 June 2013

TThhee  ssaalleess  ggrroowwtthh  rraattee  ––Table 4

For the analyzed companies the findings show that in 2012 four out of the six companies
have a decline in sales and in 2009 three companies out of six have also registered declines in
sales. In 2010 all companies had annual increases in the growth rate. As value of rate the range
was between a maximum of 34% TransElectrica -2009 and a minimum of 2% TransElectrica 2010. 

The biggest decrease in sale was posted by Alro (-28%) in 2009 and the smallest (- 4%)
also by Alro in 2008. The average growth rate in sales ranged between 5% and 11%. STDEV value
indicates a small scatter of values   around a yearly average rate.

Comparing the average reinvestment rate- as a complement to the average payout rate-
with the sales growth rate it can be seen that for the analyzed period all companies (except Oil
Terminal and TransElectrica) have the average growth rate in sales lower than the average rate
of reinvestment.

TTaabbllee  44::  TThhee  aannnnuuaall  ssaalleess  ggrroowwtthh  rraattiioo  ffoorr  sseelleecctteedd  ccoommppaanniieess  dduurriinngg  22000088--22110022

Sursa: http://www.bvb.ro/ListedCompanies/StatusDivid.aspx?s=&d=&a=2008&m=&o=0 accessed la 18 June 2013

22001122 22001111 22001100 22000099 22000088 aavveerraaggee ssttddeevv

ALRO 0% 104% 100% 171% 77% 90% 0.615356

Biofarm 68% 77% 42% 0% 0% 62% 0.363994

Electromagnetica 17% 18% 0% 0% 0% 17% 0.095602

Oil Terminal 92% 359% 88% 51% 52% 128% 1.301389

SNP Petrom 41% 48% 56% 0% 0% 48% 0.268906

TransElectrica 86% 89% 89% 597% 52% 183% 2.323318

22001122 22001111 22001100 22000099 22000088 aavveerraaggee ssttddeevv

ALRO -7% 24% 28% -28% -4% 7% 0.233181

Biofarm 12% 14% 23% 3% 4% 11% 0.078936

Electromagnetica -9% 4% 18% 8% 32% 5% 0.155208

Oil Terminal -4% -12% 4% -5% 9% 5% 0.083075

SNP Petrom 18% 19% 9% -23% 36% 8% 0.219704

TransElectrica -12% 22% 2% 34% -20% 5% 0.228378



TThhee  ttoottaall  aasssseettss  ggrroowwtthh  rraattee--Table 5
The growth rate of the total assets is used to measure of the rate of growth of capital

invested in the company by all the capital providers: shareholders and creditors.
The values of the rate   indicate that the selected companies registered, in different years,

both growth and decrease in the value of invested capital. The values of calculated rates   are very
different in size from company to company and from year to year. The highest total assets growth
rate is for Oil Terminal of 71% in 2011 and the smallest growth rate was 2% for Alro in 2008. The
largest rate of decrease in total asset was registered by Oil Terminal in 2008 and 2009.

Although it is not an evident  trend in the evolution of the calculated rates, the small
values   of the dispersion show a relatively tight clustering of values   around the mean annual
growth rate of the asset for each company. On average, on the considered time horizon, the
largest average asset growth was recorded in Oil-Terminal that also has the largest dispersion
value. The lowest average asset growth rate was for Alro having an average decrease of the total
assets of - 1% but also the smallest standard deviation of values during the selected horizon of
time.

TTaabbllee  55::  AAnnnnuuaall  ttoottaall  aasssseettss  ggrroowwtthh  rraattee  ffoorr  tthhee  sseelleecctteedd  ccoommppaanniieess  dduurriinngg  22000088--22110022

Sursa: http://www.bvb.ro/ListedCompanies/StatusDivid.aspx?s=&d=&a=2008&m=&o=0 accessed la 18 June 2013

CCOONNCCLLUUSSIIOONNSS  

The analyzed companies are listed on the tier I of the BVB considered the best
performers in Romania. For those companies the expectations are that they would have a
synchronous and predictable evolution. The selected time horizon for the analysis is from 2008
to present when researchers, unanimously, admitted that the economic crisis dominated the
economy.

The research focused the indicators related to the determinants of company’s value
creation and especially those related to profit evolution, growth in sales and growth in the
invested capital;

The findings show that the growth rate of profits is widely different from company to
company and from year to year. For four out of the six analyzed companies the standard deviation
for growth rate of profits is higher than 1, and in the case of TransElectrica is as high as 3. The
general conclusion is that the profits of the selected companies, registered unexpected variation
positive and negative from one year.

The values of the distribution rate are very different from company to company. For some
companies it is more than 100%, signaling that the distributed dividends were higher than the
annual profit. Three out of the six analyzed companies distributed in different years more than
100% of annual net profits with corresponding effect on their net worth and the evolution of total
invested capitals.

The sales for all the analyzed companies registered variations aligned to the adaptive to
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22001122 22001111 22001100 22000099 22000088 aavveerraaggee ssttddeevv

ALRO -5% 4% 2% -7% 2% -1% 0.049733

Biofarm 7% 10% 9% 5% -12% 4% 0.089528

Electromagnetica -13% 5% 17% -5% 10% 3% 0.118295

Oil Terminal 14% 71% 15% -2% -2% 19% 0.301097

SNP Petrom 11% 5% 20% 7% 18% 12% 0.066267

TransElectrica -5% 17% 6% -4% 8% 4% 0.091653
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crisis policies of the corresponding companies but no clear trend was identified. There were
random increases and decreases in sales from year to year but the recorded values   recorded had
a small stdev compared to the average annual variation.

The selected non-financial companies traded on the tier I of the BVB had different
adaptive reactions to the pressures induced by the economic crisis. Some of them decided to give
more satisfaction to the shareholders by large percentages of profits distributed as dividends,
other righted to maintain the growth in sales and other decided to increase the invested capital.
The large variations in the values of calculated ratios reflect in fact individual differences in the
adopted policies adapted to the specific of each one, sometimes cyclical to the economic context.
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EExxhhiibbiitt  II

The distribution decisions of the non-financial companies traded on the Romanian Stock
Exchange during 2008-2012 

EExxhhiibbiitt  IIII

Non-financial companies traded on the tier I of BVB that during 2008-2012 distributed
dividends for two consecutive years or more 

cod BVB Name of the company 2012 2011 2010 2009 2008

1 ALR ALRO S.A. no yes yes yes yes

2 ATB ANTIBIOTICE S.A. yes yes no no yes

3 BIO BIOFARM S.A. yes yes yes no no

4 COFI CONCEFA S.A. SIBIU no yes no no yes

5 ELMA ELECTROMAGNETICA S.A. BUCUREŞTI yes yes no no no

6 IMP IMPACT DEVELOPER &CONTRACTOR S.A. no no no no no

7 OIL OIL TERMINAL S.A. yes yes yes yes yes

8 OLT OLTCHIM S.A. RM.VÎLCEA* no no no no no

9 PREH PREFAB S.A.BUCUREŞTI no no no no yes

10 RPH ROPHARMA S.A. BRAŞOV* no no no no no

11 SNP OMV PETROM S.A. yes yes yes no no

12 SOCP SOCEP S.A. yes no no no no

13 TBM TURBOMECANICA S.A. no no no no no

14 TEL C.N.T.E.E. TRANSELECTRICA yes yes yes yes yes

15 TGN S.N.T.G.N. TRANSGAZ S.A. no no no no no

cod BVB Name of the company 2012 2011 2010 2009 2008

1 ALR ALRO S.A. no yes yes yes yes

2 BIO BIOFARM S.A. yes yes yes no no

3 ELMA ELECTROMAGNETICA S.A. BUCUREŞTI yes yes no no no

4 OIL OIL TERMINAL S.A. yes yes yes yes yes

5 SNP OMV PETROM S.A. yes yes yes no no

6 TEL C.N.T.E.E. TRANSELECTRICA yes yes yes yes yes

Total non-financial companies traded in the tier I  that
distributed dividends in two consecutive years or more

5 6 5 3 3



101International Conference of the Institute for Business Administration in Bucharest, 2013

BBUUIILLDDIINNGG  RREESSPPOONNSSIIVVEE  OOGGRRAANNIIZZAATTIIOONNSS::  AANN  EESSSSAAYY  TTOO  EENNCCOOUURRAAGGEE  DDIISSCCOOUURRSSEE  

TTiimm  BBlluummeennttrriitttt
PPhh..DD..

Michael J. Coles College of Business
Kennesaw State University

SShheebb  LL..  TTrruuee  
PPhh..DD..

Michael J. Coles College of Business
Kennesaw State University

CCoouulltteerr  SSttoouutt
MM..BB..AA..

Michael J. Coles College of Business
Kennesaw State University

AABBSSTTRRAACCTT::  This essay addresses ways in which management, leadership and organizational
structure can help or hinder growth through innovation. Increasingly dynamic markets and
consumer behavior, and more competition resulting from globalization the need for the capital
have put additional pressure on organizations to perform and grow. Formulas for success in the
past are not necessarily the formula for the future. These successes can often serve as obstacles
to change. The focus of the essay is how perspectives on management, leadership, strategy, and
organizational design, structure, control systems and culture can help or hinder the needed
creative destruction to set the stage for a responsive organization to innovate.

KKeeyy  wwoorrddss: strategy; creative destruction; innovation, organizational culture, organizational
structure

JJEELL  CCooddeess: L1, L2, M100, M190

IINNTTRROODDUUCCTTIIOONN

All firms strive to be excellent and efficient, or at least they should. These terms imply
that firms should focus deeply on satisfying current customers, delivering a value-proposition of
products and services to the market on time and within budgets, and attracting potential
customers. To achieve this, firms should strive to hire excellent people, standardize operations,
and concentrate on those things that drive performance and posit a positive position in the
marketplace.

As long as markets are stable, this approach to competitive success works very well.
However, due to globalization, increased competition and changes in buyer preferences, most
modern day markets change constantly, and the pace of change will only continue to accelerate.
These disruptions come from a huge variety of factors. The implications of events and
developments such as the debt crises in the European Union, the rapid development in China,
the impact of social media, among many others, simply make reliance on past business practices
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for future business decisions insufficient; and therefore, there comes a pressing need for the
ability to adapt to the change, to innovate.

In this essay, we examine the ways management can utilize organizational design
practices to help firms execute positive strategies. When applied, certain aspects can help or
hinder a firm, as their focus should be on leadership, innovation and creative destruction. We
hope that the paper generates discussion on the need to integrate efforts to execute existing
strategies with the capacity to drive strategic change when necessary.

CCRREEAATTIIVVEE  DDEESSTTRRUUCCTTIIOONN

Customer perception should be a company’s number one priority. It is what moves
product off the shelves. What are the reasons why consumers purchase certain products? What
value does the consumer put on the various characteristics of a product? These questions should
be the driving point behind the strategic decisions a company makes. However, when a company
successfully used a particular strategy in the past, it may be reluctant to change its methods.
This reluctance is the anchor holding a company back from its potential.

Creative destruction is a term coined by Werner Sombart a German sociologist. It means,
in its simplest sense, new innovations come through the destruction of previous concepts. When
a new idea is thought into being it is a product of the previous system and it can be the ushering
of a new era. Innovation is a product of the old concepts and new thought. It is the precursor to
growth. It is taking a good idea, something better than before and making it a reality. It is not an
invention or just an improvement; it is taking that different better idea and using it. 

No company wants to be a follower. Some will play the part but given the option of being
first to market or a latecomer, the smart company will choose to be first. Instead of having to
fight their way in, steal market share, they define it themselves. A first mover has the opportunity
to set a precedence, to be first in a customer’s mind. That concept has strong connotations when
it comes to selling power. New firms, started by entrepreneurs are the leaders of innovation.
Established companies, even ones that began as pioneers, have a tough time continuing that
creative streak. It seems the proven company loses its innovative edge through tunnel vision.
Although its operational effectiveness may be great, the company can become stuck on a track
heading in only one direction. The firm is doing what it does very well, but it may have a hard time
creating new products, services or activities.

Why are the new firms the better innovators? The simple answer is the company’s
culture breeds the creativity needed for innovation. Being innovative requires taking risks, and
entrepreneurs, inherently, are risk takers. That is generally how the company came into being.
A company that actively encourages a creative culture is setting the stage for innovation.

MMAANNAAGGEEMMEENNTT  AANNDD  LLEEAADDEERRSSHHIIPP

Management is about stability, maintenance and control. It is the practice of determining
what needs to be done, planning a path to success, and then making sure that path is
implemented efficiently and effectively. Excellent management, and excellent managers are vital
to any high-performing firm.

Leadership, on the other hand, is often about creating chaos to invoke change that will
move an organization toward a dynamic vision. Innovation requires good leadership. Leadership
influences its stakeholders to see the chaos, drive into the storm, and seek the prize. The
followers, the stakeholders, must buy-in to the vision. They must believe in, trust, the leadership
and the vision. The vision for change/innovation must be communicated to and understood by
those who will execute it. Leadership is about creating alignment of people, process
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and technology when those factors are in states of flux.
Management and leadership are not mutually exclusive; the best firms practice both

simultaneously. Management is employed when a firm’s top managers have chosen to pursue
certain business practices, and does so with resolve. At the same time, however, firms can be
cognizant of dynamics in the marketplace around them. They can watch social trends, political
events, and evolving customer attitudes to imagine how business will change in the future.
Leadership practices are brought in to constantly re-evaluate the paths management has chosen.
Communication and sharing of knowledge between managers and leaders is essential for a firm
to have the wisdom to know when to act on innovations and redirections.

Strategy is a "choice." These choices require trade-offs. Organizations/Leaders must
know and accept these trade-offs. When the path toward destination “A” is chosen, they can't be
doing things that lead to destination “B.” The choice to innovate toward to “A” must be clear,
understood, communicated, and it must fit with all other choices/strategies that are made within
the organizations, and it must fit with the market and competitive environment. Strategy is about
planning for the future. It is about anticipating where the target will be and who will be there in
the future to compete against you.

The required level of innovation/change is a function of the demand drivers in the
marketplace, i.e., the consumers, and the relative level of innovation and change potential among
competitors. Competition is the reason organizations need to change and innovate. Intelligence
is required. Knowledge, the voice and pulse of the consumer and the competition, current and
potential, is essential. It must be gathered, analyzed, interpreted, and shared within the
organization to develop and execute strategic decisions. 

OORRGGAANNIIZZAATTIIOONNAALL  DDEESSIIGGNN  

Most sources of competitive advantage rely on the skills, talents and activities of people.
While this sounds simplistic, it is a drastic change from previous times. In decades past, the most
successful businesses were those with the most money and the best equipment in their factories;
the balance sheet entries for land, labor and capital were predominant. However, more recent
times have seen a shift in the basis of competitiveness from machines and money to intangibles
such as ideas and creativity. 

Given the importance of human capital, a key task in strategic management is to create
organizations that facilitate the ability of individuals to do good work. Analysis of industries,
resources, and supply chains are based on harder sciences, such as economics and statics.
Although interpreting those sciences is something of an art. Building great organizational designs
relies on the behavioral, social and psychological sciences.

Broadly speaking, organizational design has three primary components. Organizational
structure focuses on boxes and lines. It considers job roles (boxes), hierarchical reporting
relationships (vertical lines), and cross-organizational communication (horizontal lines).
Organizational systems consist of policies and procedures that set expectations for the
organization. They include both rules of how things are supposed to be done within the
organization, e.g., Human Resource policies, and incentive systems that inspire strong
commitments. Lastly, organizational culture defines the informal expectations for behaviors and
attitudes within the organization. 

These components of the management system keep people on task and oriented toward
the organization’s performance goals. By providing guidance and direction, they remove the need
for managers to constantly oversee the activities of each person working under them. Properly
constructed, these systems make organizations more efficient. They identify who is responsible
for what, how things should be done, and what are acceptable patterns of behavior. They guide
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people in times where they have to act on their own, helping them make decisions in accordance
with the organization’s strategic direction.

Beyond the overall objective of supporting a firms strategic activities, organizational
design has three goals. First, a management system should ensure that everyone within the
organization, in each of its departments, is working in a common direction. While a seemingly
obvious point, firms are collections of disparate operations run by people with a wide variety of
skills, experiences, training, and most importantly, personalities. Getting all of these activities
and individuals to point toward the same goals is quite difficult. 

Second, a management system should create coordination among the organization’s
activities. While achieving a unified direction points the ship correctly, creating coordination
focuses on getting people to work together smoothly. Challenges to coordination exist because
each of us wants to do our jobs as efficiently as possible, and in a manner that is best suited to
the job at hand. But these very characteristics can make it hard for people in different jobs, teams,
or departments to work together. That is, achieving coordination often entails effort, flexibility,
and sacrifice; a firm’s organizational design should minimize these pains.

Lastly, a management system should energize the organization’s people, instilling a deep
commitment to achieving the organization’s goals and objectives. At the least, people start by
bringing their hands to work, using them to complete the tasks in precisely dictated and
repeatable manners. Management systems that encourage empowerment and flat organizations
allow for individuals to open their minds to their work, introducing the capacity for people to add
problem solving and creativity to their work. But the most engaged employees are those that
bring their hearts to work. In these organizations, people feel personal and emotional bonds with
their work, and it shows in the forms of excitement and passion. 

Organizational design, however, is not a cure-all. In building a management system,
managers must pursue balance. While the components of a management system are powerful
tools, they can also be debilitating if they are intrusive. The key is to construct the organization’s
management system so that people are focused on the organization’s strategic activities without
being overly constrained. On the one hand, an organization needs these controls to make sure that
each person and department understands the organization’s purpose and has a sense of how
things are done. If the management system is properly configured, the organization’s people will
know what they are supposed to do and why they’re supposed to do it. 

On the other hand, an improperly developed management system can hamper an
organization’s development by forcing people into behaviors that are not in alignment with its
strategies, or making them to jump through too many hoops to get anything done. A poorly
designed management system creates misdirection, unnecessary bureaucracy and burdensome
red tape. This occurs when structures outlive the purpose for which they were constructed,
“We’ve always had people in this position, and we always will,” rules are written for the benefit
of particular managers, “It just makes things easier for me,” or cultures become stagnant, “This
is how we’ve always done business, and that won’t change no matter what happens.” 

OORRGGAANNIIZZAATTIIOONNAALL  SSTTRRUUCCTTUURREE  

Organizational structure provides clarity on what jobs need to be done and how the jobs
are organized. The goal of organizational structure is to create the right jobs and align them
properly so that people are in position to deliver on the firm’s strategic activities. The structure
should be built to support the strategies.

Job roles are the specific assignments given to individual employees. They are best
encapsulated in postings for new hires. These postings typically include a few segments, such as
the position description, specification of responsibilities, required skills and training, and details
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on compensation and classification. Taken together, the posting defines a “box” into which a firm
wants to plug an individual with particular characteristics, and the amount it is willing to pay that
individual for completing the job responsibilities.

Consider how job roles come about. Imagine a sole entrepreneur who has achieved initial
success with a new business. At some point, she will find that she “just needs help,” and is willing
to pay for the help. The job role of the new person will likely be undefined, doing a bit of
everything. Imagine that same business grows to a staff of 20. The next hire is likely to be more
targeted, filling a need in a particular department or area. The two instances share the
characteristics that 1) there is a clear need for help, and 2) the firm is willing to pay for that help.
This same logic applies to all positions in a firm. Each job should fill a clear need, and be valuable
enough to the firm that it is willing to pay money (funds that otherwise might drop to the bottom
line) for satisfying that need.

Hierarchy describes the formal reporting relationships between job roles. Hierarchy is
often described in the form of an organizational chart; it shows how different job roles, the
“boxes,” are organized and connected with one another, the “lines.” In terms of strategic
management, hierarchy describes decision-making power. Hierarchy has many implications for
human resources management and organizational behavior. Individuals placed higher in the
structure have broader decision-making power, which they use to set the stage for decisions
made by managers and employees in lower parts of the structure. Additionally, people in higher
positions often have the authority to override, change, or veto decisions made by their
subordinates.

Hierarchies have been changing rapidly in recent years. First, efforts to generate
empowerment and flatten organizational structures have significantly changed the classic
military-style command-and-control structures of years past. In essence both of these initiatives
force superiors to push down some decision-making responsibilities to their subordinates. As
such, senior managers now provide platforms on which employees do their jobs instead of
dictating exactly how their employees should behave.

Second, structures have become much more flexible and less linear. Novel uses of sub-
units, such as self-managed and virtual teams, whether standing or temporary, have augmented
traditional organizational units. Even straight lines between superiors and subordinates have
given way to dotted lines and circles.

All of these changes are very healthy. There should be no constraints on creative ways
to organize people in support of a firm’s strategies. If unconventional structures are best able to
help a firm achieve high performance, then the only limit on forms and types of structure is
creativity. Any employee works with far more people within an organization than just immediate
teammates, superiors and subordinates. Structuring cross-organizational communication
ensures that the right people are engaged in the right conversations and that information flows
to everyone who needs it. The objective here is to avoid the “Well, I wish I would have known that”
situation.

Cross-organizational efforts are used to connect people who are not directly linked
through the hierarchy. These links occur primarily through personal networks, social gatherings,
and affinity groups. They are activated when an employee needs help getting something done.
Cross-functional teams and email groups are examples of formalized sharing mechanisms.
Regardless of how informally cross-organizational communication typically occurs, it is vital that
the organization encourages it. Intra-firm networks help people be efficient and effective when
answers are not obvious or an initiative needs broad support. If people are encouraged or
required to only work within the hierarchy, the restrictions are likely to impact the quality of their
work. Sometimes, these mechanisms can skirt, even challenge, the formal hierarchy. Whether
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or not this is appropriate will depend on the situation. Generally, people should be encouraged
to use informal networks to be successful, while not undermining the efforts of others. A healthy
organization is simultaneously inquisitive and respectful.

Building a great organizational structure is extremely difficult to do. The rapid pace of
competition makes it challenging. Recall that the purpose of a structure is to support a firm’s
strategies. But while structures tend to be somewhat rigid, everything on top of the structure,
both within and outside of the organization, changes constantly, i.e., individuals join or leave the
organization, products and services are introduced or retired, new technologies are implemented,
customers change their preferences, competitors offer new challenges. Every one of these
dynamics, and countless others, may change the appropriateness of a structure, as it is aligned
with strategic imperatives.

OORRGGAANNIIZZAATTIIOONNAALL  CCOONNTTRROOLL  SSYYSSTTEEMMSS  

Organizational control systems include the rules and procedures that guide behaviors
within the organization. Often called routines or policies, control systems help people know how
they are supposed to get things done at work. They are the “rules” established by top
management.

Control systems come in two broad forms: standard operating procedures (SOPs) and
incentive systems. SOPs include policies and procedures that must be followed by all employees.
Forms for everything from requesting days of vacation to making technology purchases,
budgeting processes, strategic planning programs, and safety procedures are all examples of
SOPs. Incentive systems, on the other hand, indicate targets for employees. Incentives can be
set up for individuals to reach sales objectives, teams to meet production goals, or entire groups
to work toward performance targets.

SOPs and incentive systems can become overbearing. Firms are much better at creating
new rules than they are removing old ones. As time passes, rules can become so onerous that
they become red tape and over-burdensome bureaucracy. When this happens, innovation is
stifled. This happens when rules that were created in the past lose their purpose or effectiveness,
but remain on the books anyway. In order for strategic change to occur within organizations,
leaders must be on constant outlook for control systems that no longer serve their purpose.
Managers must also be willing to change rules that currently exist but are no longer helpful in
generating strong organizational performance.

OORRGGAANNIIZZAATTIIOONNAALL  CCUULLTTUURREE  

Culture is the informal environment that grows from the formal structure and control
systems set in place by the management and executives. The structure is the job roles and
hierarchy used to establish communication lines and accountability. The control systems are the
rules and standard operating procedures that establish repeatable and predictable behavior. The
objective of these three systems is to unify the company. It establishes common goals,
coordination and an environment that encourages commitment on a personal level. 

Company culture is a unique, naturally forming entity. A company can set up the
structure and control systems that encourage the development of a desired culture but it still
must progress organically. The company lets the employees know, through the systems put in
place, that creativity is a desirable, that a certain amount of risk is acceptable. This therefore
encourages an innovative and creative environment. Employees then realize that an idea that
may initially seem too extreme or outside the normal way of thinking is a good thing supported
by the company. Pursuing these different modes of thinking and the ideas they generate is a
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positive endeavor and instead of being reprimanded for stepping outside of the established roles,
to a point, the company positively reinforces such activity.

Culture comes in varying degrees of strength. In a culture that is strong, the employees
have a deep understanding and desire to work towards the company’s goals. There is less need
for intense structure because employees know what is expected of them and they perform their
duties in accordance. In a weak culture there is more ambiguity. Strong does not necessarily
mean better, however. If the strong culture is in a company with poor ethics then it only
propagates the negativity. 

A company that provides a work environment conducive to additional thoughtful
experimentation does two things. First, it shows the employees that they are considered valuable.
Feeling valuable begins to serve the upper levels of Maslow’s hierarchy of needs, and those
people that come to work feeling valuable are more productive. There is a drive and enjoyment
to work when your input is appreciated. Secondly, as people become accustomed to a certain
atmosphere, and provide pioneering ideas, people will build off of their coworkers’ ideas, i.e.,
innovation begets innovation.

CCOONNCCLLUUSSIIOONN

We discussed in this paper ways in which management, leadership and structure helps
or hinders innovation and growth. Organizations, particularly those that have achieved success
in the past or present, are often very good at managing their operations. They are excellent at
satisfying their customers, deliver defect-free products and compelling services at good prices,
and run their operations effectively and efficiently. The biggest challenge these successful
organizations face is continually adjusting their products, services and operations to reflect the
constant changes in the marketplace. Once managers have created structures, control systems,
and cultures that have been proven successful, they need even more energy to change them,
even if they know the changes are necessary. They must come to accept the inevitable and
unavoidable creative destruction.

This is where leadership becomes so valuable to organizations. Leaders must be willing
and empowered to find discontinuities between what organizations are currently doing and where
markets are going, and create new ways of filling those gaps. Accepting this necessity for change,
in turn opens the door for innovation. However, this is often very hard to do, and requires wisdom
and experience.

Building successful change programs within organizations must take into account all
aspects of an organization’s design. Simply telling people that they have to change, or just
recognizing that an organization must take a different direction, is not enough. Leaders and
managers, working together, should generate initiatives that adjust organizational structures,
control systems, and cultures so that they fit the new strategic directions. In doing so,
organizations will stay vibrant and healthy into the future.

The ways in which a company predicts its employee’s behavior is through the structure
and control systems in place. It does so by creating ways in which patterns of behavior are
predictable. Setting standards and creating incentives for employees to follow and strive for
creates an ordered and controlled environment. The company sets up the communication lines
and builds the channels that the company uses when performing its various activities. Through
its structure, the company encourages various behaviors, while discouraging others. As these
systems become the company norm a culture surrounding the various activities will develop.
Choosing the right control systems and structure will incite particular cultures to grow. Providing
a work environment supportive of original and creative thought will seed innovation. These 7
concepts, implemented the right way by the right people is the recipe for innovative success.
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AABBSSTTRRAACCTT::  The paper attempts to make an instrumental and compelling case in the area of
building the transformational leadership competency profile that the operations managers need
to reach in their quest to run breakthrough operations, hence adequately responding to the
challenges of the national and global environment nowadays.  The paper continues the author’s
research that has encompassed operations managers activating on the Romanian market in
various industries such as financial and human resources services, pharmaceuticals, public
administration, telecommunications, cable, media and TV, electronics and IT industries.

KKeeyy  wwoorrddss:: Transformational and Transactional Leadership; Operations Management; Training
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MMoottttoo:: Most people think of the future as the ends and the present as the means,
whereas, in fact, the present is the ends and the future is the means.

Fritz Roethlisberger

MMAANNAAGGIINNGG  OOPPEERRAATTIIOONNSS  IINN  TTHHEE  GGLLOOBBAALL  EENNVVIIRROONNMMEENNTT  

Operations refer to any productive activity, whether manufacturing or services, with
operations management concerned with ensuring that such activities roll out both efficiently and
effectively.  Any business operations achieve their mission under three strategic approaches to
gain competitive advantage: differentiation, cost leadership, and response.  The operations
strategy must stay consistent with the overall strategy and shape-up to support the goals of the
organization, out of which - what the customer wants and competitiveness - typically play a core
role. (Mincu; 2006)  This means operations managers are called on to deliver goods and services
that are better or at least different, cheaper or achieving maximum value as perceived by the
customer, and more responsive or a set of values related to rapid, flexible, and reliable
performance.  Operations managers cascade-down these strategic approaches into ten strategic
decisions and ensure their implementation: goods and service design, quality, process and
capacity design, location selection, layout design, human resources, job design, and work
measurement, supply-chain management, inventory, scheduling, and maintenance. (Heizer,
Render; 2011)

The domestic and global environments are imposing significantly on company’s
operations strategies to achieve the firm’s mission.  Kantor asserts that globalization increases
the speed of change and brings innovation in the first line; global mergers and acquisitions add
further complexity, with their success resting on how effectively the organizations succeed to
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integrate their operations. (Kantor; 2011)  Heizer and Render add that globalization has brought
new standards of global competitiveness that impact quality, variety, customization, convenience,
timeliness, and cost. The globalization of strategy contributes efficiency and adds value to
products and services, but it also complicates the operations manager’s job through the increased
risk and intensified competition. Strong reasons determine domestic business operations to
decide to change to some form of international operation (Heizer, Render; 2011): 

– reduce cost: by shifting low-skilled jobs, seek and select locations that offer opportunities
to cut taxes, with less stringent government regulations, take advantage of trade
agreements helping reduce tariffs and hence reduce cost of operating facilities in foreign
countries;

– improve the supply chain: locating facilities in countries where unique resources – such
as expertise, labor or raw material - are available;

– provide better goods and services: through the customization of products and services to
meet unique cultural needs in foreign markets, based on improved understanding of
differences in culture and of the way business is handled in different countries;

– understand markets: learn about opportunities for new products and services or to expand
life cycle of an existing product;

– learn to improve operations: be open minded and capture innovative and free flow of ideas
wherever the operations take place;

– attract and retain global talent: by offering more employment opportunities and ensuring
talent mobility from a ‘downturn economy’ location to a prosperous one.

Globalization is a concept that emphasizes increasing integration and interdependence
among diverse countries but means along to the increased competition in the world market.
Especially in the last two decades, we are moving from a world in which national economies were
relatively isolated from each other by distance, language, national differences in government
regulations, culture and business systems toward a world in which those barriers are declining.
The strive for greater free trade has been a fundamental driver of globalization through the
movements toward regional economic integration. After the 1990s, the most successful
movement as such has been in Europe through the European Union (EU). EU formally removed
many barriers to doing business and running international operations across borders within the
EU in an attempt to create a single market of 28 countries, with a total population of almost 500
million and gross domestic product of €11 trillion - to date, making it larger than the United
States in economic terms. (Duhaneanu, Mincu; 2012)

TTOO  TTRRAANNSSAACCTT  AANNDD  TTOO  TTRRAANNSSFFOORRMM  FFOORR  TTWWOO--IINN--OONNEE  LLEEAADDEERRSSHHIIPP

Leadership is the ability of using a no coercive influence to direct and coordinate the
activities of group members toward goal accomplishment.  Leadership involves neither force nor
coercion, but instead leaders rely on their traits and skills, behavior in relations with their
subordinates and on their capacity to understand and adapt to a specific context. (Zorlentan,
Mincu; 2006)  Martin has cited Burns and then Kuhnert and Lewis who were suggesting that in
1978 and 1987 respectively there are two types of management activity, each demanding different
skills (Martin; 2005): transactional - that includes the allocation of work, making routine or
repetitive decisions, monitoring performance and interacting with other organization units -, and
transformational that is about having the skills and personal qualities to be able to recognize the
need for change and the adequate course of action to cope with change. 

Also Robbins and Judge cited Bass who identified in 1990 the characteristics of both
types of leader (Exhibit 1) suggesting that transactional leadership represents rather a restrainer
to change, fostering a climate of mediocrity (Robbins, Judge; 2010). Yet, they are highly efficient
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in organizations that may manufacture and/or sell a relatively stable product portfolio, with stable
methods and technologies over time. These kinds of leaders guide or motivate their followers to
achieve the established goals by clarifying role and task requirements via daily exchanges with
their subordinates in the areas of reward allocation, monitoring deviations from rules and
standards and taking corrective action, as well as providing the direction and support for task
achievement. (Schermerhorn; 1996; Schermerhorn, Hunt, Osborn; 1995) By contrast, the
transformational leaders are catalysts of change, take charge as change agents, are audacious
in risk taking, believe in team members, do the utmost to empower others, are able to dream
and share it with others. Transformational leadership makes bold, unexpected and innovative
moves to adapt organization effectively to the dynamic and turbulent environment. In this
endeavor, they may alter the management methods and processes to serve the customers, the
product portfolio and technologies. (Robbins, Judge; 2010) They earn the trust of followers, build
confidence among their team members by helping them increase their competence and
performance, while giving freedom to take initiative, hence achieving higher acceptance of
objectives among subordinates. Transformational leaders play a role model for their people and
inspire them to perform above and beyond the call of duty. (Kreitner; 1995)

Yet, transactional and transformational leadership are not opposing approaches to
getting things done; they complement each other. Most leaders are required to engage in both
transactional and transformational leadership as part of their responsibilities, with the best being
both transactional and transformational. (Robbins, Judge; 2010)  For leaders in operations area,
this allows a flexible style of managing – from micromanagement to delegation and
empowerment -, with the manager sometimes giving firm directions in order to ensure that the
operations output conforms to customer expectations, while at other times stepping back and
allowing team members to take decisions. 

Micromanagement may be required when the employee either is less competent than
needed or lacks the competency set at all, and/or the manager does not trust the employee in
terms of successfully, respectfully and in good faith representing her or him to perform the
task/activity instead. Micromanagement is about “telling” the employee what, when and how to
do, with the manager’s expectation that the employee will perform the tasks exactly as advised.
A manager with a preeminent and strong transactional leadership style - very detail-oriented
and tactical, perfectionist, overlooking the big picture and strategic thinking - may use often the
micromanagement over skilled and trustful employees, with negative impact on their motivation.

A manager will use delegation when the employee is the manager’s direct report,
possesses well-developed competencies (knowledge, skills, attitude), and the manager trusts
the employee to represent her/himself to perform the task/activity instead.  At delegation, the
responsibility for success or failure remains with the direct manager; therefore, the manager
will attempt to closely control any developments i.e., check upon the task accomplishment, give
and receive feedback, adjust objectives, reward and recognize performance, coach, offer support
and resources. Delegation is eventually, an opportunity for both manager and employee
development. While is no brainer that a transformational leader will intensively delegate tasks,
the maximum risk a transactional leader is going to take will be the delegation of responsibilities
and some networking. To whom and how are they delegating? Whom do they choose to network
with?  Mostly to people they are comfortable to deal with, to persons raising no difficulties in the
day-to-day activity, or sharing the same views in terms of professional goals.

Empowerment takes place when the employee alone asks to perform or directly commit
his/her efforts to an unsolicited task/project/activity that may not be part of his/her job
description and/or is even beyond own job per se. Necessarily, the managers connected to the
activities need to fully trust the employee to run the task and project, therefore, a budget,
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resources, targets etc, are likely to be allocated to be autonomously administered by the
employee. The responsibility stays with both the employee and manager; therefore, the
management control is significantly loosen-up as compared to delegation, while mentoring
(performed by experienced leaders within the company, regardless organizational division they
are part of) and/or coaching (including by peers within e.g., buddy systems) over the employee,
may prevail. Empowerment is a tool employed by full-fledge transformational leader since it
requires to compel and motivate people to embark and to accept to trespass ‘classical’
organizational chain of command. A genuine change of people mindset as such depends upon
the employee satisfaction and engagement, and asks for robust and durable alignment in
company culture to facilitate this ingredient to disseminate in the organization.

TTHHEE  LLEEAADDEERRSSHHIIPP  CCHHAALLLLEENNGGEESS  OOFF  AA  BBRREEAAKKTTHHRROOUUGGHH  OOPPEERRAATTIIOONNAALL  RREECCIIPPEE  

The business environment after Romania’s accession in the EU has revealed several
leadership challenges for the managers activating within domestic, international and
multinational companies (Duhaneanu, Mincu; 2012):

– The need for a mindset change from a national business thinking to regional business
thinking i.e., leaders are running companies in a harmonized integrated market of the EU,
so they are required to increase awareness into the regulatory affairs, legislation
provisions and ethical decision making;

– A balanced negotiation with EU, so that the implementation of EU policies will be rather
facilitated than opposed by the national policies and practices, to forge the integration;

– A need to enhance global competence by developing various behavioral competencies that
forge the working in teams and developing people, understand regional and global
business environment, look to the future and possessing vision, stop trying to solve futures
problems looking at the past. Listen more, consider the feedback, learn from the mistakes
of the past and move on. Reactivate and step-up the managerial courage of leaders
operating on the Romanian market in their capacity of either entrepreneurs or
intrapreneurs, fully capable to identify new areas of development in their companies;

– Managing human capital with inspiration and vision to retain key resources when the EU
regional integration multiplies the opportunities for the local human resources as the
CEOs have reported1. Global deployments are a first step to address shortages as company
footprints change, but many CEOs plan to nurture local talent management in the long
run. Many of today’s multinationals have started to give independence to local managers
that understand the local culture and know how to do business, to get closer to those
markets, to build the next generation of leadership competent to take their companies to
the next level;

– A need to exercise more visibly the competencies of developing strategy and managing
operations with innovation in a global environment, not merely to execute strategies and
tactics. Besides the pressure, instability and uncertainty given by the economic turbulence,
managing process and technology determine additional vagueness and risk embedded in
the operations. Therefore, the risk management capabilities at all levels of management
have become nowadays critical for the management development. 

Five breakthrough enabling operations features can mitigate the last leadership
challenge, as follows (Mincu; 2012): 

– Agility - given by the knowledge of the local market and the knowledge of the local
customer’s behavior;

– Customer centricity and satisfaction – by having the customers at the core of the processes
and operations in an attempt to fit the changing customers’ expectations;
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– Superb execution - once the core operations strategies are set, planned and prepared for,
the implementation can bring innovation, improvement, and effective resource utilization;

– Wise cost management - pursue for adjusting the way in which the operating companies
approach customer revenue streams and collection, as well as vendor relationships;

– Ambidexterity - the ability to be flexible to commute timely in-between operations
strategies that may target conflicting priorities and key performance indicators represent
an essential factor into offering great value service to customers while ensuring
operations effectiveness.

BBEECCOOMMIINNGG  AA  ““LLEEAADDEERRSSHHIIPP--CCOOMMPPEETTEENNTT””  MMAANNAAGGEERR  FFOORR  BBRREEAAKKTTHHRROOUUGGHH
OOPPEERRAATTIIOONNSS

The next data and findings represent the result of a consulting project carried out since
2005 to date that has encompassed over 450 senior, middle and first-line managers activating on
the Romanian market in the financial services – banking and non-banking, including debt
recovery; human resources services; pharmaceuticals - import and distribution of drugs, food
supplements and natural products, pharmacy and high-end products retail chains; public
administration; telecommunications - voice and data services, telecommunication wholesale;
cable, media and TV; electronics, computer and copying equipment import and distribution
software development, IT solutions and services. The project has aimed to evaluate the level of
leadership competencies and subsequently, identify the competencies that need further
development so that the management team is able to cope well with both the very competitive
industries they were activating during challenging and turbulent economic evolutions especially
after 2008, and the coordinates of a breakthrough operational recipe.

The “Win-Win!” program as dubbed internally did employ an instrument2 based on a set
of 50 managerial competencies applied to all management positions in the companies consulted.
Being “leadership competent” in the understanding of the instrument was to possess, put to work
and give visibility to three facets of a competency: knowledge, skills and attitude.  Sometimes, we
are possessing broad knowledge and we are highly skilled in specific domains and projects but
we fail due to a neutral or negative attitude.  Sometimes, we are passionately keen to accomplish
a breakthrough, but we lack the necessary knowledge, structure, information or we are simply
clumsy at new starts – most likely, we might deliver an average performance at best. (Mincu.
Baltag; 2011) The focus of our analysis in this paper is represented by the operations
management positions (first-level, middle, and senior) i.e., about 60 percent of the “Win-Win!”
leaders. The following competencies need to three-fold i.e., knowledge-skills-attitude, equip
operations management positions as core part of a successful leadership profile:

– Possessing competencies such as “recruiting people”, “planning” and “organizing work”,
as well as “customer focus”, “effective decision making”, “managing people’s
performance” – describing an active management by exception and contingent reward. 

These express the expectation of the organization that the job incumbent will run
operations as an effective transactional leader.

– Individualized consideration through competencies of “developing people” and
“delegation”; intellectual stimulation through “effective problem solving”, “operations
management (process, quality, technology)”, “priority and time management”;
inspirational motivation through “motivating people”, “dealing with change, risk and
uncertainty”, “managing innovation”; idealized influence through “possessing vision”,
“ethical and authentic” and “building teams”.

The expectation of the organization was that the job incumbent would be an effective
and active transformational leader.
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Within the “Win-Win!” endeavor, each operations manager performed a self-evaluation
against the above set of essential competencies. The direct superior evaluated him/her based
on the same benchmarking grid. A one-on-one feedback session took place between the two
parties, resulting into an agreement of competencies that would need to undergo further
development. The following trends of leadership developmental needs were worth to notice
(Exhibit 2):

– most of the essential competencies equipping an effective transactional leadership were
well developed at the entire group of operations leaders under evaluation, with the
exception of “effective decision making” that needs development intervention;

– several essential competencies of an effective and active transformational leadership
appeared well developed: “ethical and authentic”, “effective problem solving” and
“managing innovation”. Yet, the majority of the other competencies would need massive
progress and development: “possessing vision”, “building teams”, “motivating people”,
“dealing with change, risk and uncertainty”, “priority and time management”, “developing
people”, and “delegation”. While only 40 percent of the operations leaders were prompting
development need for “operations management (process, quality, technology)”, it is
obvious that for such core job competency, a significant progress is necessary to be shown
especially for the first-level and middle operations managers.

Following the diagnosis of the developmental needs for the operations leaders, an
agreement of learning and development plans has taken place - customized to personal needs
and covering the essential leadership competencies for an operations manager who strives to
achieve breakthrough operations. 

The companies have the vital role to play in management development, providing
opportunities, support and resources.  At the individual level, besides classic management
training courses, the operations managers have been hence, prompted to think about their own
development through changes in their job such as:

– involvement in company’s vision, mission and strategy development, business plan and
balanced scorecard development;

– taking on a new project, a completely new job and embarking on exchange programs;
– actively and continuously prototyping ideas from inside and outside the organization;
– aggressively search out new avenues for attracting, motivating and retaining talent; 
– reengineering the company core processes or six-sigma endeavors;
– coaching, giving and receiving feedback;
– getting a mentor - a senior colleague (from operations or other function) to shape-up

career and develop competencies. 
The various forms of training and development were included in each manager’s plan for

the six to twelve months to follow the diagnosis and agreement. This self-managed development
– flexibility combined with responsibility - represents a compelling step for the companies to
commit themselves to ideas such as empowerment.

FFRROOMM  TTRRAANNSSAACCTTIIOONNAALL  LLEEAADDEERRSS,,  FFOORR  BBRREEAAKKTTHHRROOUUGGHH  OOPPEERRAATTIIOONNSS  

What competencies do operations managers need to make the transition from doers to
enablers, from transactional to transformational leaders?

Firstly, they need to develop into strategic management, acquiring the skills of being
able to understand the organization’s strategy and to contribute to its development in a specific
economic, financial and marketing context. Develop vision on the change needed and understand
where the organization’s current operations are in conflict with the future needs. 

Secondly, they need to tap very deeply into the capability to manage operations - the
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ability to involve their teams and people, to give rid of micromanagement but to delegate large
portions of work. Manage process, quality and innovation, and eventually instill change.

Thirdly, the operations managers need to develop interpersonal leadership
competencies – being able to influence without authority and force, to contribute to the overall
development of strategy and to empower their people. Work across different cultures as well as
departmental, organizational and often nation barriers.

The research on several industries in Romania has revealed that managers running
operations enjoy a good development level of transactional leadership competencies;
nevertheless, those are not offering enough agility to mitigate the current economic turbulence
and global environment. The operations managers in Romania will still have to complete the
complex development journey to build the necessary transformational leadership competencies.

To develop and bring to life a breakthrough operational recipe to prepare organizations
for the challenges ahead require the operations managers to think beyond position and develop
comprehensive leadership skills that will allow them to respond flexibly to organizational needs. 
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EExxhhiibbiitt  11
LLeeaaddeerrsshhiipp  mmoommeennttuumm  (Robbins, Judge; 2010)

The most effective and active
TTrraannssffoorrmmaattiioonnaall  lleeaaddeerr:

TTrraannssaaccttiioonnaall  lleeaaddeerr:

Ineffective and passive

Source: (Bass; 1990)

IIddeeaalliizzeedd  iinnfflluueennccee
Provides vision and sense of mission, instills pride, gains respect
and trust

IInnssppiirraattiioonnaall  mmoottiivvaattiioonn Communicates high expectations, uses symbols to focus efforts,
expresses important purposes in simple ways

IInntteelllleeccttuuaall  ssttiimmuullaattiioonn Promotes intelligence, rationality, and careful problem solving

IInnddiivviidduuaalliizzeedd  ccoonnssiiddeerraattiioonn
Gives personal attention, treats each employee individually,
coaches, advises

CCoonnttiinnggeenntt  rreewwaarrdd Contracts exchange of rewards for effort, promises rewards for
good performance, recognizes accomplishments

MMaannaaggeemmeenntt  bbyy  eexxcceeppttiioonn
((aaccttiivvee))

Watches and searches for deviations from rules and standards,
takes corrective action

MMaannaaggeemmeenntt  bbyy  eexxcceeppttiioonn
((ppaassssiivvee))

Intervenes only if standards are not met

LLaaiisssseezz--ffaaiirree Abdicates responsibilities, avoids making decisions
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EEsssseennttiiaall  lleeaaddeerrsshhiipp  ccoommppeetteenncciieess  ffoorr  ooppeerraattiioonnss  mmaannaaggeemmeenntt
ppoossiittiioonnss  

FFiirrsstt--lleevveell,,  mmiiddddllee  aanndd  sseenniioorr  
ooppeerraattiioonnss  mmaannaaggeerrss  
((vvaarriioouuss  iinndduussttrriieess))

PPoosssseessssiinngg  vviissiioonn 75% to develop

EEtthhiiccaall  aanndd  aauutthheennttiicc 4% to develop

BBuuiillddiinngg  tteeaammss 55% to develop

MMoottiivvaattiinngg  ppeeooppllee 60% to develop

DDeeaalliinngg  wwiitthh  cchhaannggee,,  rriisskk  aanndd  uunncceerrttaaiinnttyy 60% to develop

MMaannaaggiinngg  iinnnnoovvaattiioonn 20% to develop

EEffffeeccttiivvee  pprroobblleemm  ssoollvviinngg 15% to develop

MMaannaaggiinngg  ooppeerraattiioonnss  ((pprroocceessss,,  qquuaalliittyy,,  tteecchhnnoollooggyy)) 40% to develop

PPrriioorriittyy  aanndd  ttiimmee  mmaannaaggeemmeenntt 75% to develop

DDeevveellooppiinngg  ppeeooppllee 60% to develop

DDeelleeggaattiioonn 60% to develop

CCuussttoommeerr  ffooccuuss 15% to develop

EEffffeeccttiivvee  ddeecciissiioonn  mmaakkiinngg 50% to develop

MMaannaaggiinngg  ppeeooppllee’’ss  ppeerrffoorrmmaannccee 35% to develop

RReeccrruuiittiinngg  ppeeooppllee 35% to develop

PPllaannnniinngg 30% to develop

OOrrggaanniizziinngg  wwoorrkk 30% to develop

EExxhhiibbiitt  22

LLeeaaddeerrsshhiipp  ccoommppeetteennccyy  ddeevveellooppmmeenntt  ffoorr  „„WWiinn--WWiinn!!””  ooppeerraattiioonnss  mmaannaaggeerrss



139International Conference of the Institute for Business Administration in Bucharest, 2013

TTHHEE  RROOLLEE  OOFF  BBUUSSIINNEESSSS  SSCCHHOOOOLLSS  IINN  BBUUIILLDDIINNGG  AANNDD  
SSUUSSTTAAIINNIINNGG  CCOOMMPPEETTIITTIIVVEE  AADDVVAANNTTAAGGEE  OOFF  GGLLOOBBAALL  EENNTTEERRPPRRIISSEE  

MMiicchhaaeell  SS..  SSaallvvaaddoorr
PPhh..DD..

Michael J. Coles College of Business
Kennesaw State University

WW..  KKeenn  HHaarrmmoonn,,  
DDBBAA

Kennesaw State University

AABBSSTTRRAACCTT::  Global higher education is in the midst of unprecedented and radical shifts in its core
business models, the very definition of its purpose and mission, and the identity and expectations
of its constituencies. Financial constraints and dramatic shifts in the power of technology to
enable the learning process are providing the impetus to change business models that are
centuries old. This paper addresses one critical aspect of this change environment: the untapped
potential of business schools to actually significantly enhance their value proposition. Specifically,
we address the current premise under which traditional business schools add value and to whom
this value accrues, what the business community served by business schools currently expect
these institutions to provide and how these mandates are changing, and how the extenuating
factors that are driving systemic changes in all aspects of business school operations actually
represent positive opportunity for a new level of purpose and value creation for these venerable
institutions. 

KKeeyy  wwoorrddss: Higher education; strategy; executive education; workforce training

JJEELL  CCooddeess: I21, I23, J24, M53

IINNTTRROODDUUCCTTIIOONN  

Business schools have a history of adapting to market forces, whether the forces were
demands for new skills from the business community or criticisms of shortfalls in business
education. As an example, MBA programs were initially developed in the United States in the
early twentieth century to provide necessary business skills (mostly accounting skills at that
time) for employees who were moving to a more industrialized economy. MBA programs then
expanded their curriculum through the years to include additional functional areas, such as
finance, marketing, and management as businesses became more complex and needed
employees with a myriad of skills. The MBA curriculum model eventually became fairly
standardized and was even adopted internationally, especially in Europe.  

In the middle of the twentieth century, though, business programs were criticized
primarily in the academic community for becoming too skills-based, were compared to trade
schools, and were noted for a lack of “traditional” academic rigor. In response to these criticisms,
business schools began to develop more theoretical curricula and emphasized faculty members’
research to gain respect within the academic community. The number of business schools
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expanded rapidly across the globe, creating stiff competition in the business education
marketplace and a concomitant need for each program to articulate its mission and develop a
niche or at least a point of pride. Thus began the “rankings race,” whereby the business schools
focused on the factors that would ensure their ascent in the appropriate publicized rankings
rather than the value they created for their constituencies (principally, employer organizations
and their employees, including the prospective employees enrolled in the degree programs of
the business schools).

Starting in the 1990s, business schools again received considerable criticism, this time
from the business community.  MBA degree programs, the flagship programs of the business
education industry, had become too theoretical and were not focusing on the skills now critical to
a global, competitive business community, e.g., leadership, internationalization, coaching, and
ethics. Some of the more prominent MBA programs, led by Yale School of Management, Harvard
Business School, Stanford Graduate School of Business, and the Marshall School of Business at the
University of Southern California, launched an overhaul of their MBA curricula [Weisman, 2006].

The increased focus by business schools on the voice of the business community also
gave rise to a global proliferation of Executive MBA (EMBA) programs. These programs were
specifically designed to help experienced mid-career managers move to the next level of
leadership, in concert with their employers’ well-established career succession planning
activities. As such, they focused less on traditional business acumen and more on important
“soft” skills and internationalization of business. The EMBA program movement was, and
continues to be, a great example of how business schools filled a necessary business education
gap and responded directly to demands from the business community. It reflected a refreshing
shift at business schools, placing higher priority on their relevance to the needs of their business
constituents. More similar movement is not only needed, it may portend the very survival of the
traditional business school.

TTHHEE  CCAASSEE  FFOORR  BBEETTTTEERR  AA  AALLIIGGNNMMEENNTT  

For the most part, the very long relationship between business schools and the business
community has been characterized by a pervasive lack of alignment. The process of earning a
degree at a business school has many elements that have not changed in well over 100 years, and
businesses have not proactively engaged in attempting to influence constructive change in the
value proposition of the business schools from which they recruit employees. 

On their part, business schools have:
1. Traditionally seen themselves as the conveyors of content. Although some well-intended

efforts have been made to keep the content current, the core business school curriculum
and pedagogy is more about delivering that content than transforming the individual
and/or equipping him/her to transform the business in which they engage after they
graduate.

2. Focused primarily on one customer, the student, rather than also seeing the business
community as a partner/customer in the transformative processes of education.  

3. Offered non-credit programs and/or consulting services, but consistently regarded these
activities as “non-core” and, thus, not integrated them into their planning processes.
At the same time, the business community has had a fairly myopic view of its relationship

with business schools, and has:
1. Seen business schools as a provider of entry-level human capital, at best a source of

competitive advantage for the individuals served, and at worst a gatekeeper on an
individual’s journey to employment.

2. Established self-serving protocols for selecting entry-level employees from the ranks of
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business school graduates – and for recognizing the individual performance of existing
employees – with little attempt to share these protocols with those in business schools
who are in a position to “reverse engineer” them into the student matriculation process.

3. Failed to engage business schools in post-graduate learning activities associated with the
important succession planning and high-potential employee retention processes in their
organizations.
Put simply, neither party has capitalized on the potential synergies that a far more

integrated, collaborative, and strategic partnership could provide. And, as mentioned earlier,
there is a growing mandate to do so. In a recent cover story in BizEd, the bi-monthly publication
of the world’s leading business school accreditation agency, AACSB International, the author
notes “… business schools must fundamentally change the way they operate if they’re to shape
their own future. And, many believe, they’d better do it fast.” The article ends with the admonition,
“It’s time for business schools… to ask the crucial question: What are business schools for? If
their purpose is to educate future leaders, drive economic growth, promote innovation, and
support their ongoing mission, then they must adopt the best strategies … to support those goals
for the long term.” [Bisoux, 2013]

AA  PPRREESSCCRRIIPPTTIIOONN  FFOORR  AACCTTIIOONN::  EEXXPPAANNDDEEDD  FFOOCCUUSS  OONN  TTHHEE  IINNDDIIVVIIDDUUAALL

The landscape of the global business market is one that is in constant motion. Business
practices are in a continuous state of reinvention, reflecting both the realities of change and the
drive for innovation and competitiveness. The pace and scope of technology enablement alone has
created a seemingly permanent cycle of obsolescence with respect to many common business
practices. To remain competitive and valuable to the organizations they serve, managers are
challenged to continuously update their personal portfolio of skills and “re-tool” themselves on
an ongoing basis.

The response to this challenge is varied. For aspiring business leaders � typically several
years past the educational experience defined by their business degree programs  a natural
openness to “learning by observing” and self-study is a partial solution. However, in many
disciplines, managers and the organizations they serve recognize the clear need for a more
rigorous educational approach to incremental learning. In general, these individuals fall into
three categories:

– Managers seeking additional skills not covered in their previous formal, degree-based
educational programs (or what was covered is outdated/obsolescent);

– Managers choosing a shift in their functional or industry career focus; and
– Managers with proven expertise in areas where new skill requirements have evolved only

recently (e.g., recent developments in financial reporting regulations in several countries,
and the ubiquitous social media phenomenon).
Given these demands on the part of former business school “customers,” the ideal

prescription for change for business schools at the start of the 21st century lies at the confluence
of 1) the continuous learning needs of individuals in the workforce, 2) the well-accepted core
competency of business schools to teach, and 3) the dependency of businesses on the nurturing
of human capital to sustain competitive advantage. Put simply, business schools need to adopt
lifelong learning as an integral component of their mission. Now is the time for the titans of
business education to shift from a product orientation (graduated students/entry-level
employees) to a services orientation (value-based lifelong learning and skill development). To
cite an analogy, the medical profession is not defined only by its competency to prepare infants
and toddlers for independent life, but rather its broad mission to maintain high quality of health
at all ages of its constituents. Business schools need to embrace a similar purview.
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Commitment to a lifelong focus on the individual, not merely on the matriculation
process that leads to that individual earning a degree, is a complex proposition for business
schools, and it is clearly likely to be sub-optimal if it does not include a meaningful, continuous,
and strategically-focused dialogue with the business community. Comprehensive and timely
awareness of the ever-changing needs of the business community, and particularly its maturing
and diverse human capital asset, is not a priority function at most traditional business schools,
including those whose critical research functions are the engines of innovation and change.
Business schools need to build – and learn to rely upon – more proactive, long-term partnerships
with the business community and incorporate its “voice” in fulfilling their mission.

EEMMEERRGGIINNGG  SSOOLLUUTTIIOONN  MMOODDEELLSS  

Business schools are encountering multiple points of pressure for change. The status
quo is being seriously challenged, irrespective of the issues addressed above. Questions are being
raised outside the academic community about the value of a degree, and the efficiency of
technology is prompting radical change to traditional learning-delivery protocols. In College
(Un)Bound, author Jeffrey Selingo, Editor-at-Large of the prestigious Chronicle of Higher
Education, states “The four-year college experience is as American as apple pie. So is the belief
that higher education offers a ticket to a better life. But with student loan debt surpassing the $1
trillion mark and unemployment of college graduates at historic highs, people are beginning to
question that value.” The competitive landscape is dramatically changing for business schools
and their value proposition.

There are, however, some encouraging signs that business schools are responding to
the future impact of the multiple and dramatic changes occurring in the higher education
industry, and the good news is that, as posited above, the responses are reflecting an expanded
focus on lifelong learning. The more prominent examples can be bundled into three “E”s: 1)
Executive MBA programs; 2) Executive Education Programs (non-degree, certificate based); and
3) e-Learning initiatives.

Executive MBA Programs (EMBA).  The EMBA program is one of the more prominent
examples of a program designed exclusively for mid-career managers (virtually all programs
have minimum work experience admission requirements). The global EMBA Council is a
member-based association of approximately 200 universities administering over 300 programs
in over 25 countries. In a survey conducted by the Council in 2007, for students enrolled in
member university EMBA programs (the typical student profile being an average age of 35-40
years, with average full-time post-graduate work experience of 10-15 years), the positive impact
of the EMBA degree was self-evident:

– Twenty-three percent of the students surveyed reported receiving a salary increase while
enrolled in their respective program.

– Forty-three percent of the students reported receiving a promotion while enrolled in their
program.

– Nearly three-fourths of the students said they “greatly increased their value to their
organization” as a result of their EMBA education.
The last point above from the EMBA Council study is significant. Although the quality and

efficacy of traditional degree programs offered to students preparing to enter the workforce are
important to students and their prospective employers, the EMBA movement is an excellent
example of how a conscious effort to address mid-career educational needs is a powerful value
proposition for both aspiring employees and their employers.

Executive Education Programs (ExecEd).  A plethora of training firms now serve the
educational needs of a business’s workforce. The American Society for Training & Development
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(ASTD), the world's largest professional association dedicated to the field, produces an annual
State of the Industry report on this activity. In their 2012 report, ASTD estimated that, in 2011, U.S.
organizations spent $1,182 per learner on employee learning and development, extrapolated to
$87.5 billion (56%) spent internally; $21.9 billion (14%) spent on tuition reimbursement for
external, employee-self-elected programs; and $46.9 billion (30%) spent with external
firms/vendors. Given that these amounts are U.S. only, the combined estimated amount of
“external” spending ($68.8 billion) is a clear indication of the existence of an enormous untapped
market for business schools globally. And, given the well-accepted perception by businesses that
a primary core competency of business schools is teaching/learning, few would question the
ability of business schools to compete for a significant share of this market. 

The challenge for business schools with ExecEd lies in implementing new paradigms.
ExecEd programs differ significantly from other degree-based programs in the areas of
curriculum content and delivery models. The most common differentiators are:

Cohort Class Structure – ExecEd constituents are often organized into a single group
(often referred to as a “cohort”) at inception and stay together as a group throughout the entire
curriculum. This structure allows for learning activities that are otherwise not practical with
traditional degree programs (because they typically involve a series of courses where each course
is comprised of a different group of students).

Specialized Curriculum – Because of the level of work experience of its participants, an
ExecEd program is typically designed to assure that the depth of the curriculum is controlled,
i.e., not covering elementary or introductory topics already known to the participant or otherwise
of no value to the participant by virtue of their career status; that the breadth of the curriculum
is managed to fit the specific learning objectives; and that the sequence of the curriculum delivery
is efficient, i.e., topics are delivered in a way that learning is incrementally efficient.

Pedagogy – Many studies address the fact that adult learners learn differently than the
typical 18-22 year old undergraduate college student. ExecEd pedagogy is often highly integrated
to assure that program participants are gaining an “executive perspective” of the curricula. In
addition, they learn more efficiently by being far more engaged in the process, self-learning pre-
reading, participant group-based exercises to share disparate experiential knowledge, and
interactive lectures. Business schools are also not typically held to accreditation standards of
“assurance of learning” (e.g., testing and grading) with ExecEd, which is a significant factor in
pedagogical design and options. 

Focus on “Soft” Skills – A common goal of mid-career education is to better prepare
experienced professionals for leadership positions in their current organizations. To effectively
lead others, participants seek/need critical inter-personal skills (e.g., teaming, coaching, conflict
management, giving and receiving feedback, etc.) associated with successful leadership
execution. ExecEd programs understandably place a high priority on incorporating soft skill
development in curriculum design.

Faculty – ExecEd faculty resources are often experienced educators with actual business
experience to augment their academic credentials. Many programs often routinely supplement their
academic faculty with subject-matter experts from the business community. When specific companies
engage a business school to deliver a program “in house,” it is not uncommon for company executives
to co-teach elements of the program with members of the business school faculty.

The primary role of business schools around the world has always been to continuously
replenish the business workforce with future managers. But the pedagogical methods devised
and nurtured for this purpose by the best-of-breed of these institutions are not the panacea for
the needs of the experienced manager/leader pool, a key factor in the explosion of non-academe
service providers in the market. The best solutions to ongoing mid-career development are those



144 Transforming Business, Transforming People

that can, at a minimum, legitimately claim world-class content, design, and delivery, and then
incorporate changes to that content, design, and delivery that address the unique strategic
mandates of the constituency. Business schools are undoubtedly well-positioned to meet this
challenge. But will they choose to do so?

E-Learning Initiatives.  E-learning, manifested primarily in the explosive growth of
“online” courseware and countless new for-profit educational organizations whose business
model depends on the efficiencies and lower capital requirements associated with online delivery,
is sweeping the university landscape. In a recent article in The Economist entitled “The Attack of
the MOOCs” (MOOCs = Massive Open Online Courses), the author states “Dotcom mania was slow
in coming to higher education, but now it has the venerable industry firmly in its grip. Since the
launch early last year of … two Silicon Valley start-ups offering free education through MOOCs,
… the ivory towers of academia have been shaken to their foundations. University brands built in
some cases over centuries have been forced to contemplate the possibility that information
technology will rapidly make their existing business model obsolete.” 

These negative sentiments regarding the future displacement of long-standing face-to-
face classroom learning are pervasive, but the demise of higher education (as we know it) is
generally limited to business schools which ignore the trend completely. As Selingo describes in
his chapter “Five Disruptive Forces That Will Change Higher Education Forever,” specifically his
Force #4: The Unbundled Alternatives Are Improving, “These (online course) alternatives have the
potential to reduce costs and improve the learning experience for students. Unbundled learning
… will not replace the traditional college and diploma anytime soon, but they serve as a great
option for the next generation of students who are accustomed to using technology in their daily
lives and unwilling to navigate the current one-size-fits-all system.” Higher education is not on
the verge of going the way of the buggy whip, Kodak film, or Blockbuster movie rentals, but non-
action will certainly engender this phenomenon as the millennials and future generations ponder
post-secondary education options.

The good news is that the bulk of the legacy institutions of higher education around the
world are embracing the application of modern technology to the learning process and adjusting
their business models to accommodate the trend. An important, but often unheralded,
consequence of this activity is that, in addition to preserving market competitiveness, it is opening
up new vistas for progressive institutions to seriously invest in the shift to a lifelong learning
mission, as recommended earlier in this paper.

TTHHEE  NNEEWW  PPAARRAADDIIGGMM::  RREECCOOMMMMEENNDDAATTIIOONNSS  

It is becoming abundantly clear that the future of higher education is dependent on
adoption of new paradigms, which we believe are in fact centered on the very definition of the
mission and value proposition of the many institutions in the sector that purport to serve the
business community as a source of quality human capital. Their long-term success and � in some
cases � survival is dependent on 1) a commitment to change, and 2) a willingness to embrace a
redefined mission and associated business models. For these institutions, we offer the following
closing recommendations:

– Create priority investments in community outreach. Proactively build new bridges to the
business community and the served community at large. Develop a sharper focus on
asking what businesses need from business schools, listening to what they have to say,
and acting on what you hear. Modify incentive programs and contractual obligations with
faculty to increase their engagement in, and accountability for, the desired outcomes. And
reinvigorate the role of external Advisory Boards in all facets of university operations.

– Increase investment in the “3 Es.” Above, we isolated three emerging models for change
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that are being implemented by many business schools and having a collateral positive
impact on experienced employees and their employers. Continue to give highest priority
to these activities and consider expanding their reach. Explore collaboration with the
various enterprises expanding their role in offering educational credentials to entry-level
and mid-career workforce constituents. 

– Redirect research activities. Revise faculty research directives to encourage a greater
focus on the pragmatic uses of the outcomes. Examples of this at our own institution,
Kennesaw State University, include: 1) Measuring the effectiveness of Sarbanes-Oxley
legislation in the U.S. (directed at regulating the integrity of financial disclosures of
publicly-traded companies) on actually reducing accounting fraud; 2) Examining the
impact � on post-transaction shareholder value � of combining disparate organizational
cultures as a result of a merger or acquisition, and how that impact can be optimized; and
3) Investigating effective changes to common human resources policies and procedures
that are most responsive to generational shifts in the workforce.

– Influence business school accreditation agencies to embrace the lifelong learning mission
of their member institutions. The standards to which business schools are currently held
for accreditation need to expand beyond the quality of their degree programs.
Accreditation agencies are in the best position to influence future competition among
business schools based on the quality of their service to the business community at large
rather than the quality of their products, programs, rankings, or brand.  

– Capitalize on the factors driving change (vs. resisting them). To quote Selingo, higher
education is “a risk-averse, self-satisfied industry.” He goes on to say, “… the higher
education industry is beset by hubris, opposition to change, and resistance to
accountability.” This is indeed a slippery slope for any enterprise. Business school deans
need to lead the change from complacency to excitement about the opportunity to thrive
under a broader constituency and a different set of 21st century market expectations.
Business schools are at an unprecedented crossroads. Inaction will surely encourage

even more discussion and posturing by constituents – and a growing stable of new competitors
– about the value these institutions will create for future generations. In addition, inaction will
likely contribute to further erosion of the financial viability of business schools in the 21st century.
Now is the time to embrace change and preserve the remarkable legacy of the world’s business
schools.
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““PPEERRFFOORRMMAANNCCEE  IIMMPPRROOVVEEMMEENNTT  PPRROOGGRRAAMM  FFOORR  CCOOMMPPAANNIIEESS””  ((PPIIPPCC))  ©©  AANN  IINNNNOOVVAATTIIVVEE
AAPPPPRROOAACCHH  IINN  TTHHEE  CCHHAANNGGEE  MMAANNAAGGEEMMEENNTT  SSCCIIEENNCCEE

DDaann  AAnngghheell
PPhh..DD..

The Institute for Business Administration in Bucharest - ASEBUSS
Polytechnic University of Bucharest

AABBSSTTRRAACCTT::  There is not a “viable universal recipe” in change management science, but some
implementing methods exist, such as: Action Research (AR). An innovative, comprehensive and
practical approach of AR, dedicated to managers and focusing on the re/organization process is
“Performance Improvement Program for Companies” (PIPC), successfully tested since 2001.
PIPC is based on 64 key questions, followed by a Diagnosis Analysis which reveals the “gaps” for
7 main management domains of any company. To “fill the gaps”, PIPC is using 47 selected
management methods. For an easy comprehension, 15 original Study Cases complete the
approach. PIPC’s theory could be taught in a course of 40 hours, but students need 180 hours of
study and practice.

KKeeyy  wwoorrddss::  Adaptation, Action Research, Change, Change Management, Diagnosis Analysis,
Internal Organization, Management Approach, Organization, Performance Improvement,
Reorganization, Science, Scientific.

CCooddeess  JJEELL::  D23, L22,,  M10, O33.

MMoottttoo:: ““Change before you have to”
Jack Welch

IINNTTRROODDUUCCTTIIOONN

The fact is no one likes change, even if it is beneficial. However, people and especially
managers have to solve daily problems, overcoming resistance and motivate change. In this
process, managers use soft skills and hard skills to implement change. 

Soft skills help managers to smooth the process of change and the real secret in this
endeavor is not to change people at all, but to empower and support them to find solutions and
responses to problems. 

The most critical element in any change management initiative is its translation into
reality based on a clear and transparent strategy assisted in the implementation stage by
methods, techniques, procedures, matrices and guidelines. 

For a top/middle manager or for a change management consultant, beyond profound
soft skills that make them understand the nature of culture and the consequences cultural lag
and cultural modeling, one of the key determinants of successful change implementation is to
possess a verified approach, such as, AR and an implementation methodology, such as PIPC. 

AR is a scientific methodology for managing change. It consists of five phases: diagnosis,
analysis, feedback, action and evaluation, as defined by C. Eden and C. Huxham in “Action
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Research for the Study of Organizations” (1996). PIPC is the vehicle with all the necessary
managerial “tools” for implementation of each AR phase.

AA  TTEECCHHNNIICCAALL  PPEERRSSPPEECCTTIIVVEE

Many managers in command economies, such as that of Romania, have sought for a
scientific foundation in their quantifiable decisions. Today, in addition to the soft skills taught in
the Organizational Behavior discipline, still is a hard skills deficiency in the profile of top
management, entrepreneurs or consultants involved in the change management process. The
following figure suggests the approach for a correct alignment of problems in the change
management process, which is conceived on two directions “Guiding” and “Driving”, both of them
starting from the company’s “Vision, Mission and Values”:

Despite dedicated practices for managers, such as: SWOT or TQM, which are “islands”
of practical knowledge in change management, these attempts to reduce the uncertainty of
decisions still lacks a “cook-book” for hard skills. Managers, under the pressure of daily
problems, in their effort of chaotically searching for different hard skills techniques in
management books, usually find different methodologies which either don’t fit the situation or in
the best case scenario, the entire methodology should be adapted to comply with a particular
case. Nevertheless, some approaches are sounder than others, but this situation doesn’t
substitute the need for an organized, condensed and practical “pool” of hard skills guide for
change management.

PP..II..PP..CC..’’SS  HHIISSTTOORRYY  

Learning and understanding management in the communist era was quite impossible.
A young graduate of Polytechnic Institute about 40 years ago was completely unprepared for the
“management life” in a factory. This also happened to me, and I was lucky to be guided by my
father, a renowned shipbuilder engineer, who told me to follow all the professional management
issues encountered and write them down on pieces of paper, such as: the problem, the final
solution implemented and the results. A quarter of century later, more than one thousand of
pieces of paper were gathered from different industries. In 2000, I began a classification process
by topics, realizing that something should be done with this “bunch of knowledge”. Seven
management domains were reveled in this classification process, as a common denominator for
any company: General management, Commercial management, Marketing management, Human
Resources management, Financial management, Quality management and Operational
management. This result led me to the idea that a “cookbook” for change in the management
process might be the capitalization of this experience.
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WWHHAATT  IISS  PP..II..PP..CC..??

PPrrooggrraamm  OObbjjeeccttiivveess:: The main program objective is to prepare top and middle managers,
consultants (transition/bridge/change management), as well as, entrepreneurs (for start-ups
and/or mature businesses) in the process of the company’s re/organization.

SShhoorrtt  ddeessccrriippttiioonn::  A new appointed top/middle manager, interim/transition manager, a
change management consultant or an entrepreneur, (from now on called “Change Manager”-
CM), after understanding the owner(s) wishes, should first begin the process of gathering data
and information about the company’s different problems and by all means the concerns of
employees. 

PIPC provides in this regard, on the seven above mentioned management areas or
departments, 64 key questions to guide and facilitate the process. The CM should ask questions,
record answers and interview employees, to find problems, understand concerns, discover
positions, trying also to learn about employees’ proposed solutions. This is the most important
step to later involve employees in the change management process.

PIPC as a course provides students with interpretations for answers obtained in the
employees’ interviews and “behind” reading the documents received from the members of the
organization. Students are also taught about common mistakes and derailing information inputs,
which could distort the company’s image or create problems in the analysis process. 

After the “Information” phase ends, based on the messages obtained and a carefully
process of answers selection, the Diagnosis Analysis (DA) process begins following a specially
conceived format. This is the moment when for each issue determined by DA to be a “gap” in the
functionality of the company, the CM should propose a solution based on suggested ideas and
employees’ positions. Also, this is the phase when the CM recommends an implementation action
coupled with a managerial methodology to solve the “gap”. As a result, DA provides the “image”
of the company at the moment of analysis, which means that from time to time (3 to 6 months or
no longer than one year, depending on the size and the field of activity of the analyzed company)
is better to repeat the process to find out new “gaps” that might appear caused by internal or
external environmental dynamicity of factors. 

PIPC recommends sharing the information and the solutions proposed by CM in DA draft
with the owner/s, especially for “vision” issues, and with the employees who will participate in
the change process, to determine if the proposed solutions to problems are real and feasible. In
the following steps, CM together with the owner/s and the employees, propose Key Performance
Indicators (KPIs) and determine the benchmarks of the process and the future landmarks for the
development of the company. This way of doing things deeply influence the behavior of employees.
They become aware about the sense of urgency for why change is needed, as well as, making
them “buy in” the process. 

PIPC provides also, a “Tool Kit” (TK) dedicated for CM, a must know for any manager. TK
is composed by forty seven methods, procedures, techniques, matrices and guidelines, carefully
selected over many years of “hands on experience” in different industries, in the private and
public sectors. With this TK, the CM is able to fix all the “gaps” revealed by the DA. In order to
create the necessary work coalition for the process of implementing change, several teams of
employees will be put in place to contribute with their solutions to “gaps”. These teams will have
a special “regime” in the sense of their independency to act for removing barriers, being
encouraged to risk taking and creativity. However, nothing will be changed as a whole until CM
will give the “green light”. 

According to experience, nothing goes exactly as planned, and a lot of unexpected issues
could appear in the change management implementation process. In the final steps, a revised list
of KPIs will be issued, through teams’ effort; also, the “Fine Tuning” step should be carried on to
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clear and adjust the discrepancies appeared in the entire process. These KPIs should be kept
from now on as reference points for the organization, management and employees, until a new
DA will be drafted. This last step includes also evaluation and validation/reinforcement of change
results. 

PIPC, as a “cookbook” for the implementation of AR, could be easily resembled with the
physician’s approach to find patient’s illness and select the cure, as well as, adjusting the
medication along the treatment. In the following table PIPC reveals its 9 step practical approach: 
1. Information, clarification and
Owner (s) Awareness:
• PIPC’s “track record”
• Standard Agreement and
Commitment Contract

2. Information collection:
• Working principles
• 64 Q distribution
• Interviews recorded
• Documents gathered

3. Diagnosis Analysis (DA):
• Analysis
• Recommendations/Solutions
• Sharing findings and “buy in”
employees process

4. Business Strategies – General &
Specific Checking Process for
Owner(s) and Management:
• SWOT (intuitive & calculated)
• Strategy Selection & Mediation

5. Vision – Mission – Scope – Logo
– Fundamental Values (Checking
and Adjusting)
• Owner(s)
• Management
• Implementation Teams creation
and awareness 

6. Gaps Analysis for 7 Fields of
Action, Recommendations and
Decision on KPI.
• Owner(s) & Implementation
Teams awareness
• Implementation Teams action

7. Implementation – use of “TK” -
selection of the solutions from the
47 methods on the 7 domains to
fill the revealed gaps
• Implementation Teams action

8. Implementation Feedback and
KPI reanalysis

9. Fine Tuning  
• Adjustments
• Evaluation
• Validation/Reinforcement

P.I.P.C.’ s Course Curricula 
• Course Introduction
• Team Building & Class Organization by Groups & the Final Project selection by teams

Methods of approaching companies’ re/organization process (I)
• “Common” Management 
• Re/Organization Objectives 
• Re/Organization Benefits
• PIPC - Approach Directions 

Methods of approaching companies’ re/organization process (II)
• Map of the process and the description of each phase.

The First Phase of the Re/Organization Process:
• Specific „ diagnosis analysis” process for Re/Organization – part I and II 
• The “64 Q&A” for the 7 most important domains/departments: explanations for each question and
expected answers - “Details are made up of facts”.

The Phase: “Fill up the gaps”(detected through the specific “ diagnosis analysis” process).
The 47 management Methods/Procedures/Techniques (M/P/T)
The 7 domains/departments focused in the Re/Organization process: 
1. General Management, 
2. Operational Management, 
3. Commercial Management, 
4. Marketing Management, 
5. Human Capital Management, 
6. Financial Management 
7. Quality Management.

• Structure and explanation of 47 selected Methods/Procedures/Techniques (M/P/T), verified and adjusted
to the business environment (a must know for managers in any field of activity); 

• Lessons Learned in the process of the M/P/T implementation (tested and adapted to fit the needs of
different companies, along 37 years of which +20 years in top and middle management of private and
public companies, focusing 9 different activity fields). 
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PPIIPPCC  ggeenneerraall  bbeenneeffiittss::

– Reveals through carefully selected questions and managerial methods a genuine and
practical implementation approach for the AR change process.

– The CM is focused to solve problems, having a verified TK for “healing”. 
– The resistance to change is minimized due to the continuous collaboration (coordination

+ cooperation) between CM, owner/s and employees,.  

PPIIPPCC  bbeenneeffiittss  aass  aa  ccoouurrssee::  

– Understand through a genuine approach the key domains of the 
company’s re/organization management process; 

– Improve decision-making skills and apprehend the linkages among the company’s internal
key domains/departments; 

– Develop realistic strategies, contributing to long-term success of the company;
– Diversify leadership approaches and improve confidence and innovation skills;
– Participation in simulations, discussions and case studies, together with colleagues

coming from different activity fields, creates the advantage of learning new perspectives
as managers, entrepreneurs or consultants.
On the 31st May 2012, PIPC was approved by the Ministry of National Education as

postgraduate course.

CCOONNCCLLUUSSIIOONN

“Change or die” is the common denominator of managers worldwide. Even those
companies with stable economic situations and big market share have to change, sometimes
entirely, to resist and keep ahead with the internal and/or external environmental forces.

The necessity for a change process could occur accidentally or could be planned.
However, in both situations, managers need to be prepared to respond with specific soft and hard
skills to solve the problems. 

There are several approaches to managing change, such as: Lewin’s three step process,
Kotter’ eight step plan, Action Research and Organizational Development. In this regard, PIPC is
an innovative approach for the implementation of the Action Research change process that helps
managers, entrepreneurs and/or change management consultants, to solve problems that need
practical hard skills, as well as, involving employees in the decision process to diminish their
resistance to change. Its importance comes from the practical necessity of managers to have
guidance in the accidental or planned implementation process of change management.
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PPOOWWEERRIINNGG  TTOOWWAARRDD  ““CCUULLTTUURRAALL  HHYYBBRRIIDDIIZZAATTIIOONN””  IINN  PPOOSSTT  AACCQQUUIISSIITTIIOONN  IINNTTEEGGRRAATTIIOONN::  AA
SSIIXX--TTIIEERR  CCOOMMMMUUNNIICCAATTIIOONN  GGAAPP  LLEEAARRNNEEDD  FFRROOMM  TTHHEE  CCAASSEE  OOFF  DDUURRAACCEELLLL  AANNDD  NNAANNFFUU

MMaayy  HHoonnggmmeeii  GGaaoo
PPhh..DD..

Kennesaw State University

EElleennaa  GGhheeoorrgghhiiuu
Kennesaw State University

AABBSSTTRRAACCTT::  The importance of cultural factors as antecedents of post-acquisition conflict has
been recognized in previous research. Nevertheless, there are not many case studies on the post
acquisition integration process of America-based multinational corporations acquiring Chinese
companies. This paper summarizes lessons learned from the integration process after the
Gillette Company, who owned Duracell, acquired Chinese battery company Nanfu in 2003. In 2005,
Gillette was acquired by P&G, and the management of Chinese company Nanfu remains to be
coordinated by American company Duracell. This case embodies the interplay of two national
cultures (Chinese and American), and four organizational cultures (P&G, Gillette, Duracell and
Nanfu). Data from interviews and participant observation with American and Chinese managers
and engineers, and Chinese consumers indicate a complex post acquisition integration process.
The paper proposes a six-tier American-Chinese communication gap in post acquisition
integration. 

KKeeyy  wwoorrddss: Chinese culture, American culture, M&A, conflict style, P&G, Gillette, Duracell, Nanfu,
Post acquisition integration; Cultural differences; Communication gap

IINNTTRROODDUUCCTTIIOONN

Since the 1990s, following the deepening of the economic reform and deregulation of
the Chinese market, acquiring established Chinese companies becomes a shortcut for
international companies to establish a strong position in the China. However, for multinational
corporations (MNCs), mergers and acquisitions (M&A) in China are particularly challenging. To
be successful, MNCs operating globally need to overcome challenges in cultures, languages,
rules and regulations of different countries, different tax systems, different customer bases, etc.
Misunderstanding in communication and culture can lead to conflict and financial losses in post
M&A corporations. 

In 2003, the Gillette Company, owner of the world’s top consumer battery brand
“Duracell,” took over a controlling stake of up to 70% in Fujian Nanping Nanfu Battery Co. Ltd.
located in Southern China. The acquisition gave Gillette a top Chinese battery brand of “Nanfu,”
a state-of-the-art manufacturing plant, and a national distribution network with over three
million retailers throughout China. In addition, the acquisition gave Gillette a dominant position
in China’s battery market since Nanfu accounts for more than 40% of China’s alkaline battery
sales (China Daily Website, 2003). Prior to 2003, Duracell was a minor player in the Chinese
battery market, occupying only 10% of the market place. Two years later, in 2005, P&G acquired
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Gillette. Consequently, P&G controls the majority of shares of Nanfu. Both Gillette and P&G gave
Duracell the leadership power over Nanfu making Duracell the de facto “supervisor” for Nanfu
since its acquisition in 2003. However, in the eyes of the Chinese management team at Nanfu,
Duracell was an inferior competitor, which became the leader of Nanfu; this fact was hard to
swallow. Interview data shows that such mentality from the Nanfu side, and the lack of sufficient
communication between Duracell and Nanfu in post acquisition integration created much
operational conflicts between the two companies. 

“Mergers fail more often than marriages,” said Voigt (2009). While in 2004 divorce rates
were varying somewhere between 40% and 50% in North America and Western Europe, 70% of
M&A were failing to increase shareholder values (Bain & Company, 2004; National Master, 2004).
More recently, a 2007 study by Hay Group and the Sorbonne found that more than 90% of M&A in
Europe fail to reach financial goals. Researchers agree that M&As fail frequently (Dauber, 2011;
Hofstede, 2010; Mohibulah, 2009). Most analysts found the incompatibility between the corporate
cultures of the companies to be the most significant reason for their breakdown (Uljin, 2010). Is
the acquisition of Nanfu by Gillette a smart decision? Are there any intercultural business
communication challenges between the Chinese teams and the American teams after the
acquisition? One of the authors of this paper has conducted an seven-year longitudinal study
from 2007-2013 on the Duracell-Nanfu case and this paper showcases the lessons learned from
this case.

The purpose of this paper is three fold: First, this study focuses on the post acquisition
integration process by analyzing the case of Duracell’s parent company Gillette acquiring Chinese
company Nanfu and its subsequent integration process, in the interplays of two national cultures
(Chinese and American cultures) and four organizational cultures (Duracell, Gillette, P&G, Nanfu).
Second, this paper unveils opportunities and challenges in post acquisition integration in the
Chinese marketplace through the study of the Duracell-Nanfu case. Third, this paper seeks to
unveil cultural elements that contribute to intercultural communication gap between the Chinese
teams and the American teams after M&A. 

LLIITTEERRAATTUURREE  RREEVVIIEEWW

For the purpose of this paper, the terms of “merger” and “acquisition” need to be
defined. An acquisition is defined as one company taking a controlling interest (over 50%) of
another company, regardless of the sizes of the companies (Butler, Ferris, & Napier, 1991). The
term “merger” refers to a combination of equal-sized firms (Haspeslagh & Jemison, 1991), in
which no one party can clearly be seen as the acquirer (S�derberg & Vaara, 2003). Often times the
two terms “merger” and “acquisition” are used interchangeably (Haspeslagh & Jemison, 1991;
Sarala, 2009). Teerikangas and Very (2006) argue that such loose definitions of mergers and
acquisitions have led to an ill-defined focus in merger and acquisition studies. Due to the
considerable overlap in the use of the terms merger and acquisition in previous research, they
are considered here together, merger and acquisition, and the stress is on the combination of
two companies rather than on the control factor. 

OORRGGAANNIIZZAATTIIOONNAALL  CCUULLTTUURREE  AANNDD  PPOOSSTT  MM&&AA  IINNTTEEGGRRAATTIIOONN

The term “organizational culture” entered into the U.S. academic environment in 1979
with Pettigrew’s article “On studying organizational culture”. Prior to Pettigrew’s (1979)
publication, management scholars used the term “organizational climate” to describe those
characteristics of an organization that differentiate it from the others. Hellriegel and Slocum
(1974), summarizing conceptions developed by management scholars, define organizational
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climate “as a set of attributes which can be perceived about a particular organization and/or its
subsystems, and that may be induced from the way that organization and/or its subsystems deal
with their members and environment” (p.256). Several themes emerge from the definition of
organizational climate: (a) characteristics of organizational climate are primarily descriptive
rather than evaluative; (b) the units of analysis are attributes of the organization or specific
subsystems rather than the individuals, and (c) the perceptions have potential behavioural
consequences (Hellirgel & Slocum, 1974). 

Pettigrew (1979) defines organizational culture as an amalgam of beliefs, ideology,
language, rituals and myths agreed upon and transmitted by the majority of employees in an
organization and as a mix of feelings and actions of the organization’s founders.  Thus, regardless
of the variety of definitions, most scholars stress the idea that organizational culture represents
employees’ perception of their immediate work environment. Davis (1984) defines culture as “the
pattern of shared beliefs and values that give members of an institution meaning, and provide
them with the rules for behaviour in their organization” (p.1). Therefore, culture is not only a set
of perception that differentiates one organization from another; it is also a collection of actions,
interaction and behaviours common to individuals belonging to a certain group.

Mergers and acquisitions, unlike monolithic organizations, bring together two groups of
individuals with already established rules of action and interaction. In this context, both groups
have to adapt to each other’s behaviour, understand and accept differences and ultimately adopt
in part or totally the culture of the other group. This process of cultural integration usually
expands over a long period of time and can take multiple forms. Recklies (2001) identifies four
types of cultural integration: (1) cultural pluralism in which both cultures are maintained, (2)
cultural balding in which a new culture is formed by elements of both cultures, (3) cultural
takeover, the most encountered in merger, in which the more powerful company imposes its
culture on the individuals from the less powerful one, and (4) cultural resistance in which both
groups refuse to accept the other’s culture. Cultural pluralism and cultural blending rarely work.
Usually, the result is cultural resistance followed by cultural takeover (Recklies, 2001).

In merged organizations employees from different organizations are expected to
cooperate. Although cooperation is a key for success, it is not at hand. This expectation involves
more than a swift encounter and “civilized” behaviour. It involves common understanding of the
problems and contexts, a shared system of meanings, common language and similar work ethics
(Mohibullah, 2009; Weber & Camerer, 2003).  When “groups of individuals having different cultures
come into continuous first-hand contact, with subsequent changes in the original culture patterns
of either or both groups” they undergo the process of acculturation (Redfield et al. 1936, p.149).
Berry (2006), studying the acculturation process underwent by immigrants, identifies four strategies
of acculturation: assimilation, integration, separation, andmarginalization/ deculturation.

The same strategies of adaptation to a new organization culture were identified in
mergers too (Recklies, 2001). Depending on the perceived attractiveness of the other culture,
employees tend to adopt one of the four paths of acculturation. Those employees manifesting
assimilation or integration strategies find it valuable to adopt the new cultural values. However,
while the former do not preserve their original values, the latter maintain their cultural patterns
as well. Employees adopting separation or marginalization strategies do not find valuable to
interact with the new culture. Yet, those manifesting marginalization consider valuable to
preserve their original cultural traits while those manifesting separation do not (Berry, 2006;
Recklies, 2001). In most of the M&A cases employees tend to adopt the last two types of
acculturation strategies mostly because unlike immigration, which is in general an individual
choice that helps the immigrant to adopt more easily the host culture, the work for a new company
is not the decision of the employee.
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PPOOSSTT--AACCQQUUIISSIITTIIOONN  IINNTTEERRCCUULLTTUURRAALL  CCOONNFFLLIICCTT

When mergers and acquisitions are planned, both companies regard the process as a
win-win situation. However, the road to success after acquisition is not necessary smooth for
many companies. Cultural challenges are always expected in post M&A companies. Three main
cultural factors contribute to the conflicting aspect of mergers: national culture, organizational
culture and market power (Mohibullah, 2009). National culture plays a major role in M&A success
or failure (Hofstede, 2010; Kirkman et al. 2006). In addition, organizational culture represents
another source of conflict. As organizational cultures arise endogenously, through shared
experiences, and are context dependent and idiosyncratic (Weber & Camerer, 2003), the chances
for two different companies to have similar cultures are minimal. Most of the times, the blending
of two homogeneous groups of employees results in negative emotions, decrease of productivity,
absenteeism, increased turnover, misunderstanding of leadership, etc (Pineda & Kummer, 2007,
Weber & Camerer, 2003, Walrave et al. 2010; Kusstatcher & Cooper, 2005). 

Das and Teng (2000) state that M&A have to struggle with three inherent types of tension
that derive from the nature of inter-company collaborations. First is cooperation vs. competition.
When firms are too competitive, mutual trust is destroyed and the alliance is jeopardized; when
they are too cooperative, one partner may gain the knowledge to renegotiate or even terminate the
alliance. The second tension results from the rigidity or flexibility to the marker changes. If the two
companies manifest different approaches of the market changes they may ruin their very reason
d’�tre. The long-term vs. short-term orientation, the third source of tension, is also prone to render
conflicting strategies. While long-term oriented companies stress good working relations, quality
and market endurance, short-term oriented companies look for prompt results. All these inherent
tensions require balance and mutual understanding of the reasons behind them, if the alliance is
seeking to survive. Besides the differences in national or organizational culture that put pressure
on both the acquirer and the target, there are challenges that come with the market position too:
in general, the company that has more market power tends to impose its culture on the one that
has less market power (Pineda & Kummer, 2007; Eppik et al. 2010

All these external and internal factors of organizations render mergers and acquisitions
difficult processes that require thorough planning, cultural awareness and adaptability from both
the heads of the companies and their employees. Such processes are more difficult that they
seem and are contingent upon the national cultures of both the acquirer and the target
companies. The question is what are the specific traits of Chinese and American organizational
and national cultures and how can they be intertwined in such ways that the processes of mergers
and / or acquisition become successful ones? The Duracell-Nanfu case can provide answers to
this question and lessons for future planning of mergers in China. 

Research data support the notion that best practices for post-merger integration of well-
conceived business combinations must give particular attention to the management of the human
assets that all parties bring to the table. “After all, it is people who make a business operational,
who truly serve customers, who bring the organization to life. An employee who is committed to
the company’s success is an enormous strategic asset, one not always fully utilized (Salvador,
Lang & Rumsey, 2011). This paper will summarize the data collected from a longitudinal study on
the M&A case of Duracell and Nanfu, and provide suggestions to overcome Chinese-American
communication gap in post acquisition process. Overcoming such a communication gap is an
important part in the management of human assets in MNCs.

RREESSEEAARRCCHH  MMEETTHHOODD

Although the acquisition of Nanfu by Gillette for Duracell happened in 2003, a literature
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survey showed that there are no extensive and specific investigations on this acquisition regarding
the threats, opportunities and strategies they should adopt in post acquisition integration. In
global business and intercultural communication, case study is a widely used methodology in
sociological science and management when a holistic in-depth investigation is needed. To conduct
case studies in an effective way, many different methodologies have been developed, such as
grounded theory, survey research, focus group or content analysis. Case studies require a multi-
perspective analysis, and thus triangulation of methods is commonly used.  Given the nature of
this study, the triangulation methodology is adopted (Yin, 2003).

– Information from official websites: Nanfu Batteries (www.nanfu.com/en), Duracell
(www.duracell.com), Gillette (http://www.gillette.com), and P&G (www.pg.com). Because
these sites are the official websites of the associated companies, the information is
regarded as highly reliable. 

– Online secondary data from both English and Chinese websites. Though online information
can have credibility issues, the authors strive to use information from well-known and
credible sites. China Daily, the People’s Daily, Sohu Finance, and The Wall Street Journal,
are among those online sources quoted.  

– Interview data: A total of 43 interviews were conducted with top executives and engineers
at both Duracell and Nanfu, as well as electronic store managers and Chinese battery
consumers in 2007, 2008, 2009, 2010 and 2011 in both China and the U.S.

TTaabbllee  11::  IInntteerrvviieewwwwee  ddiissttrriibbuuttiioonn

PP&&GG  AANNDD  IITTSS  GGLLOOBBAALL  AACCQQUUSSIITTIIOONN  OOFF  NNAANNFFUU
AABBOOUUTT  PP&&GG  

The Procter & Gamble Company (P&G) is a global, publicly traded Fortune 500 company,
and the largest consumer packaged goods company in the world. P&G is headquartered in
Cincinnati, OH and has operations in about 75 countries, with a total sales volume of $83.7 billion
USD in 2012 (P&G website, 2013). P&G was founded 175 years ago in 1837 based on a merger
between the companies of Mr. Procter and Mr. Gamble. In 1830s, William Procter and James
Gamble were two young men making soaps and candles in Cincinnati, OH. They made their
products from tallow, a raw material in plenteous supply in 19th Century Cincinnati due to the
city’s prosperous pork industry. Mr. Procter and Mr. Gamble married the Norris sisters. Their
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common father-in-law Alexander Norris suggested them to merge their businesses together to
avoid competing with each other. In 1837, the two brothers-in-law Procter and Gamble signed an
M&A agreement formalizing The Procter & Gamble Company, with combined total assets of
$7,192.24 (P&G website, 2013). P&G owns a total of 50 Leadership Brands, which are among the
world's best-known household names, and they account for 90% of sales and profits. P&G has one
of the largest and strongest portfolios of trusted brands, including Pampers, Tide, Ariel, Always,
Pantene, Bounty, Pringles, Charmin, Downy, Iams, Crest and Olay. Four billion times a day, P&G
brands touch the lives of people around the world. Mr. A.G. Lafley is P&G’s current Chairman of
the Board, President and CEO. P&G acquired the Gillette Company in 2005 (P&G website, 2013). 

AABBOOUUTT  GGIILLLLEETTTTEE

Gillette is a brand of men's and women’s razors owned by P&G.  Based in Boston, MA,
“Gillette” was one of several brands originally owned by the Gillette Company, which was merged
into P&G in 2005. In 1901, Mr. King Camp Gillette founded The Gillette Company to produce safety
razors (Adams, 1978). Adams (1978) summarized the Gillette spirit by quoting from Shakespeare:
“He that hath a beard is more than a youth, and he that hath no beard is less than a man,
(Shakespeare, Much Ado About Nothing. Act II, Scene I).” The Gillette company slogan was "The
Best a Man Can Get". Under the leadership of its CEO Mr. Coleman Mockler from 1975 to 1991,
Gillette was the target of three M&A attempts (McKibben, 1998). On October 1, 2005, Procter &
Gamble finalized its acquisition of the Gillette Company. As a result of this acquisition, the Gillette
Company no longer exists. Its last day of market trading on the New York Stock Exchange was
September 30, 2005. "This merger is going to create the greatest consumer products company
in the world," said billionaire investor Warren Buffett, whose Berkshire Hathaway is Gillette's
largest shareholder with 96 million shares, or about 9 percent of the company (Isidore, 2005).
The acquisition created the world's largest personal care and household products company, P&G. 

In addition to the “Gillette” brand, the Gillette Company also owned other brands,
including Duracell, Braun, and Oral-B, and these other brands are now also under P&G. The
Gillette Company's assets were incorporated into a P&G unit known internally as "Global Gillette".
In July 2007, Global Gillette was dissolved and incorporated into Procter & Gamble's two main
divisions, Procter & Gamble Beauty and Procter & Gamble Household Care (P&G Website, 2013).
Gillette acquired Duracell in 2003.

AABBOOUUTT  DDUURRAACCEELLLL

Figure 1: A Duracell package

Duracell is an American brand product line of batteries and smart
power systems, owned by Procter & Gamble. In the 1920s, scientist Samuel
Ruben met with manufacturer Philip Rogers Mallory. The Rubern-Mallory
partnership, which lasted until Mallory's death in 1975, was the bedrock of
Duracell International. Samuel Ruben's inventions revolutionized battery
technology. In the 1950s, Samuel Ruben went on to improve the alkaline
manganese battery, making it more compact, durable, and longer lasting than
anything before it. At about the same time, Eastman Kodak introduced

cameras with a built-in flash unit that required more powerful batteries in a new size, the AAA.
The new photography-related demand for power put alkaline cells on the map. In 1964, the term
"Duracell" was introduced as a brand. The name is a portmanteau for "durable cell." Duracell
quickly became the world's leading producer of high-performance alkaline batteries. In 1988,
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American multinational private equity firm KKR & Co. L.P. acquired Duracell and took the
company public in 1989 (Duracell Website, 2013). In 1996, Gillette acquired Duracell. In 2005
Procter & Gamble acquired Gillette, and therefore indirectly acquired Duracell. Both Gillette and
P&G give Duracell the authority to coordinate with Nanfu.

AABBOOUUTT  NNAANNFFUU  

Figure 2: Nanfu battery poster featuring Chinese Soccer Star Sun Wen in 1999

Founded in 1958 in Fuzhou, China, Nanping Battery Factory was an
employee-owned enterprise, producing some military products. Then its location
was moved to Nanping, China (Sohu Finance, 2005). In 1987, founder and CEO
Mr. Chen, Laimao found that alkaline batteries would have great market
potential. To strength the factory’s financial background, Mr. Chen absorbed
funding from the Beifu Company, Jidi Company, Xinye Bank and established the
first joint venture in the Chinese battery industry: Fujian Nanping Nanfu Battery
Co. Ltd. (Sohu Finance, 2005).

On September 8, 1999, on the 3rd Investment and Trade Fair in Xiamen, China
International Finance Co. Ltd and Nanfu Battery Company signed an agreement, proposing to
gather 500 million RMB yuan. This strategy was hailed as a “correct” and “strategic” foreign
direct investment (FDI) plan by the Nanping government. Consequently, Nanfu absorbed
investment from Morgan Stanley, The Dutch National Investment Bank, The Singapore
Governmental Investment Company, and established the China Battery Company (CBC), with the
foreign investors holding 49% and Chinese investors holding 51% of all shares. The newly
established CBC holds the controlling power of Nanfu. The Chairman of Nanfu Mr. Yiming Ding
said: “Actually Nanfu did not need additional loans for funding. In the contrary, we had enough
money at that time,” (Li, 2013). Nanfu was persuaded by the local government to attract additional
FDI. Some industry observers said that such an FDI to Nanfu could be compared to injecting blood
to a healthy body. In the next few years, Morgan Stanley gradually purchased shares from multiple
foreign investors, with a total of $42 million dollars. Nanfu reported revenues of around 700
million yuan (US$84.34 million) and a net profit of 99.07 million yuan in 2002, the year before
Nanfu was acquired by Gillette (Sohu Finance, 2005). In the early 1990s, foreign battery products
like Duracell and Energizer accounted for more than half of the Chinese mainland alkaline-
battery market. Nanfu and other domestic battery brands have grabbed market share from the
foreign giants in recent years by offering similar quality products at lower prices (China Business
Website, 2013). Nanfu Slogan was “National Power!” and it endorsed Chinese female soccer star
Sun Wen1 for its image in 1999.

On August 11, 2003, after years of share transfers among various shareholders for Nanfu
Battery Co Ltd, The Gillette Company paid a total of $1 billion dollars to Morgan Stanley, Dinghui
Investments, and Singapore government, and thus obtained all the shares in China Battery
Company (Hong Kong), who owns 72% of the shares in Nanfu Battery Company. This acquisition
marked the time when The Gillette Company officially became the majority owner of Nanfu (Sohu
Finance, 2005). In 2005, P&G acquired Gillette, and therefore obtained the majority shares of
Nanfu. Currently P&G controls 78.78% of shares for Nanfu, while three domestic companies own
the rest of the shares (Cai, 2013).  

PPOOSSTT  AACCQQUUIISSIITTIIOONN  PPOOSSIITTIIOONNIINNGG  FFOORR  NNAANNFFUU  AANNDD  DDUURRAACCEELLLL  BBRRAANNDDSS

Historically, MNCs have focused on China's premium market. However, MNCs sticking
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with a premium-only strategy are increasingly under attack from Chinese competitors with a
compelling offering: fairly reliable products at prices low enough to attract China's growing ranks
of mid-level consumers. Indeed, China's middle market is growing faster than both the premium
and low-end segments. In some categories, the "good enough" space already accounts for nearly
half of all revenues. 

After the acquisition of Nanfu in 2003, Gillette protected both Duracell’s and Nanfu’s
brands in their respective segments, and leveraged cost synergies, economies of scale and
superior distribution to increase operating margins in the country significantly. “The two have
their own product features and brand value. I guess Gillette won’t kill or merge the Nanfu brand
since Nanfu has a number of loyal customers in China,” said Miao Xiushu of Shanghai White
Elephant Swan Battery Co Ltd in 2003. It seemed that Gillette was extremely careful to protect
both Duracell's and Nanfu's brands -- a crucial part of the strategy as Gillette continues to sell
premium batteries under the Duracell brand, and maintained Nanfu as the leading national brand
for the mass market. Dual branding, cost synergies, a broadened product portfolio, economies of
scale, and distribution to more than three million retail outlets in China have paid off for Gillette,
which has seen significant increases in its operating margins in China.

To maintain Duracell and Nanfu each in its position, P&G needs to tame Nanfu’s global
ambition. It is not secret that Nanfu, as the “national power” had dreamed about overseas
expansion. Nanfu was advised by Duracell to focus on the domestic Chinese market, in avoiding
head-on competition with Duracell in the foreign market (Sohu Finance, 2005). For some Chinese
intellectuals, Nanfu’s eventual acquisition by P&G was seen as a tragedy of “National Power.”
Mr. Huang Shuhua of Nanping government denied the fact that the national brand of “Nanfu”
disappeared. It is clear that 1999 was a key year when Nanfu was converted into an international
company with FDI. It was said that Nanfu was forced to seek FDI by the local Nanping government,
even in the context of no additional funding need. Chinese reporters said the Nanping government
opened the door for “foreign wolves to come in.” However, the local government said that Nanfu
is still in Nanping, and it still contributes jobs and tax to the local economy, and that’s good enough
(China Fortune, 2013).

AA  SSIIXX--TTIIEERR  PPOOSSTT  AACCQQUUIISSIITTIIOONN  CCOOMMMMUUNNIICCAATTIIOONN  GGAAPP

In 2003 when Nanfu was acquired by Gillette, Nanfu owned 40% of the market share in
battery products in China. In the perspective of Nanfu team, Nanfu was acquired by Gillette partly
because Duracell could not compete with Nanfu in market share and product price. In 2007,
Duracell only occupied 10% of the Chinese market. However, P&G gave 100% of coordination
power to Duracell to manage Nanfu. Now that Nanfu belongs to Duracell, Nanfu is somewhat
forced to adopt the ‘expensive’ habits of Duracell in purchasing high cost equipment within budget
years. Nanfu’s R&D managers are not happy, however. Nanfu’s purchasing department obliged
to the American will and bought the expensive equipment made in the USA. Nanfu R&D managers
are worried of losing their efficiency in low cost production, but they lack the channel of
expressing themselves, facing ‘powerful’ Americans, who now are the owners. Since the
acquisition by Gillette in 2003, many of Nanfu’s equipments were purchased, but not used (Sohu
Finance, 2005).

Cultural impact is omnipresent in daily communication between managers and
engineers from Duracell and Nanfu. The interview data uncovered a new obstacle that was not
included in the interview guide: a six tier intercultural communication gap between the two teams
from the American and Chinese cultures: directness-subtleness, aggressiveness-modesty,
courtesy-command, different interpretations of concepts, competitive-obliging, and rule based-
‘good-will’ based working atmosphere. The interviews revealed that different belief systems of



175International Conference of the Institute for Business Administration in Bucharest, 2013

Chinese and Americans impact the ways they behave and communicate.

TTIIEERR  ##11::  DDIIRREECCTTNNEESSSS  ((UUSSAA))  VVSS..  SSUUBBTTLLEENNEESSSS  ((CCHHIINNAA))

Gudykunst & Kim (2003) stated: “Having Asian languages as first languages tends to be
associated with communicating in a more indirect fashion when speaking English” (p. 10).
Chinese appears to be subtle and ambiguous in their expression partly because the Chinese
communication style is more high-context oriented (Hall, 1976), with most of the information
embedded in the physical context or internalized in the person, and very little in the coded
message. In Chinese culture, what is most important is sometimes not said and subtlety is valued
as a virtue. On the contrary, Americans are more direct in communication (Gudykunst & Kim,
2003). As a result, subtle meanings that the Chinese try to convey might be ignored or
misunderstood by American partners, and a straightforward expression of the Americans may be
over-analyzed by the Chinese in their subtle mindset. Consequently, the subtleness of the Chinese
communication style becomes a job search obstacle.

Liu, a 38-year-old researcher at Nanfu said: “I think that Americans are more open than
us. It is easy to communicate with Americans because they are direct. They will tell you either they
agree with you or disagree with you frankly.” James, a 42-year-old manager from Nanfu agreed:
“I think Americans are very straightforward. There are less mind games going on.” In summary,
the Chinese have more complex thinking pattern and might conclude a multi-layered explanation
on their American employers’ expressions. With relatively indirect thinking pattern, the Chinese
might face challenges during job interviews. Chinese jobseekers need to be aware of the open,
direct and linear pattern of American communication style.

TTIIEERR  ##22::  AAGGGGRREESSSSIIVVEENNEESSSS  ((UUSSAA))  VVSS..  MMOODDEESSTTYY  ((CCHHIINNAA))

Children learn to be members of their cultures from their parents, teachers, religious
institutions, peers, and media. Once children are old enough to interact with others, peers
reinforce the norms and rules they learned from their parents. This process is termed
enculturation (Gudykunst & Kim, 2003). According to Hofstede (1980), one dimension on which
Asian cultures are different from mainstream American culture is individualism-collectivism.
Mainstream U.S. culture is individualistic whereas Asian cultures are collectivistic. In
individualistic cultures, individuals take precedence over groups. In collectivistic cultures, groups
take precedence over individuals. Consequently, while Americans communicate assertively, the
Chinese tend to be modest in talking about themselves. In a collectivist culture, one is encouraged
to talk about the group rather than oneself. A talkative person with no true knowledge is
sometimes characterized as a: “noisy half-filled vinegar bottle” that is denounced by the public.
Such popular sayings as: “Eloquence may be silver, but silence is gold” (Confucius, sixth century
B.C., Lau, D. C. translator) leave a strong mark in the Chinese mindset. 

The stance of valuing silence and modesty creates a job search obstacle in American
society, where both oral and written communication skills are highly valued. Modest Chinese
colleagues might appear to be humble, timid, or shy. Some Chinese job applicants felt inhibited
in talking about themselves. At corporate meetings, one’s strength is partly dependent on his/her
self-marketing skill. If this skill is underdeveloped for cultural reasons, the job interview might
fail despite superior qualifications noted on paper. In collectivistic societies such as China, people
are hierarchically related and social interaction is strongly defined by age, gender, and social
status. As a result, a Chinese employee would be listening to American employers respectfully
without bragging much about him/herself. This tendency could block the supervisors’ vision in
recognizing Chinese employees’ accomplishments. 
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TTIIEERR  ##33::  CCOOUURRTTEESSYY  ((UUSSAA))  VVSS..  CCOOMMMMAANNDD  ((CCHHIINNAA))

Power distance is another typology in Hofstede’s (1980) five dimensions of cultural
difference. Power distance measures the extent to which inequalities among people are seen as
normal and accepted at different hierarchical layers of a society. On this index, the Chinese
culture scores high while the American culture scores low. The hierarchical Confucian world
order influences the Chinese to practice a command-obey format of communication, commonly
in downward direction when a task is given. Interview data shows that this tendency becomes
obvious when the Chinese are speaking in English. The Chinese might choose a seemingly blunt,
simple, and unpolished command style of speech in interaction, such as: “You should do this!”
“Tell me as soon as possible!” “When will you make a decision?” Such expressions lack etiquette.
On the contrary, in a low power distance culture like the U.S., people strive to treat each other with
courtesy. Individuals typically attempt to address each other as equals in a horizontal, rather
than hierarchical structure. When Americans give suggestions, they strive to be politically
correct: “If I were you, I would…” or “I suggest…” “In my opinion, you might want to consider…”
Therefore, to the Americans, Chinese appear to be blunt and insensitive to word choice. The
Chinese team might offend their co-workers from America by using too much of the command
style of expression.

In 2007, Nick, a 47-year-old engineer from South Carolina, working for Duracell was
sent to Nanping China once every two weeks to work with the Chinese team. Nick complained: “I
am a Southern gentleman, and all throughout my life, nobody has ever given me command about
what I should do. However, I often receive emails from China, starting with such phrases, telling
I should do this, or I should do that.” Chris from Atlanta echoed: “I think Chinese are sometimes
blunt to each other in response. But the Americans would say, “If I were you, I would do this…”
This is more courteous. This might be superficial, but courtesy makes people feel better.” 

TTIIEERR  ##44::  DDIIFFFFEERREENNTT  CCOONNNNOOTTAATTIIOONNSS  OOFF  TTHHEE  SSAAMMEE  CCOONNCCEEPPTT

When foreign-born Chinese come to the U.S., they lack first hand American experience.
Such a deficiency in the American experience posed a challenge for the Chinese and American
teams in interacting with, and completely understanding each other. This gap is difficult to bridge,
even if one strives to read books and catch up. After all, such life experiences construct our
identities and shape who we are. 

Kyle, a 44-year-old manager from Duracell, reminded me that intercultural life
differences may be a global teamwork obstacle: “On my business trips to China, I just feel like I
have very limited common topics with them, such as everyday casual things that you share… I
actually want to catch up with them. However, our different life experiences present different
pictures in our heads for the same word. For example, in China, when they mention ‘lunch,” I
would quickly think of a sandwich or a hamburger, whereas my Chinese colleagues might have
the image of a fish flowing in a hot pot.” Thirty-year-old Mr. Zhen from Nanfu suggested that
American engineers and managers needed to learn more about Chinese culture and respect the
local Fujian culture, in order not to offend people at Nanfu. He suggested: “I think you need to pay
attention to Chinese culture, family, history, our food culture, our respect for elders, and learn
some Chinese language. I enjoy learning about such topics, anyway about America. From these,
you will find lots of common topics with your Chinese colleagues.” 

TTIIEERR  ##55::  CCOOMMPPEETTIITTIIVVEE  ((UUSSAA))  VVSS..  OOBBLLIIGGIINNGG  ((CCHHIINNAA))  CCOONNFFLLIICCTT  MMAANNAAGGEEMMEENNTT  SSTTYYLLEESS

In 2007, when I was doing research in Nanfu, I learned that the conflict management
style difference between the Chinese and Americans is hard to coordinate. Being modest and
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obliging is a traditional virtue in China, while being competitive is a common Western, but
especially American, practice when dealing with conflict. Chinese companies tend to take the
underdog position in international conflict and pay the price for peace (http://www.cww.net.cn,
2006). Ting-Toomey et al., (1991) suggest that these two orientations are based on different
cultural values for identity and face saving. One particular sensitive issue is deciding upon
expenses. Since Nanfu is “supervised” by Duracell, Nanfu is forced to adopt the ‘expensive’ habits
of Duracell, even though Nanfu’s managers would do otherwise.  The purchase of the expensive
U.S. equipment put Nanfu R&D managers in a difficult situation since their non-confrontational
management style together with the perception of “powerful”, “imposing” American behavior
contradicts their principles of non-competing and hierarchy-differing styles of interaction.  

In international transaction and conflict management, if Chinese corporations maintain
an attitude of obliging which results in being sued downing, their Western counterparts will
become even more aggressive. Perhaps the Chinese companies need to take a break from their
modesty tradition and adopt a more competitive conflict management skill. Ting-Toomey (1999)
suggests that these two orientations are based on different cultural values for identity and face
saving.  

TTIIEERR  ##66::  ““RRUULLEE--BBAASSEEDD””  VVSS..  ““GGOOOODD  WWIILLLL--BBAASSEEDD””  WWOORRKKIINNGG  AATTMMOOSSPPHHEERREE

While the American people stick to the agreed rules and procedures, the Chinese people
put more faith in personal relationship than in written rules and procedures. To avoid direct
confrontation or to not lose ‘face’ can mean that decisions are made with no respect of rules.
This is important when doing business with the Chinese. In China, business becomes often
secondary when the good social relationship must be established first. Do not expect a contract
before the social network is established. 

Mr. Zhang, a mid-level manager at Nanfu told me that they are not used to have their
computers checked once a month by a 3rd party, since they perceive this as not being trusted by
Duracell. The managers of Nanfu had to write multiple reports in order to buy company cars,
while in the past, they would just decide quickly with such minor decisions. He told me that in
China to have a luxurious company car can strengthen the “face” of the company and bring
business deals. However, it was difficult for P&G to approve luxury company cars because of
fiscal regulations made in the U.S. The CEO of Nanfu told others: “I am just a professional
manager, I am not a boss.” 

Many emerging Chinese companies operate based on good wills, while standardized
MNCs have a set of rules. A very important aspect in post acquisition integration is the emotional
dynamic between leaders and high-level managers on one side and mid-level managers and
employees on the other side (Cartwright & Cooper, 2000). While CEOs and top-managers perceive
the post-integration cultural challenges as minor issues and most of the times overlook them,
middle managers undergo very stressful periods following the acquisition (Kusstatscher &
Cooper, 2000). Since middle managers are responsible for implementing top-management
decisions, they are the most affected by the organizational change (Cartwright & Cooper, 2000).
Studies have documented that mergers and acquisitions elicit deep emotions such as irritation,
anger, frustration or anxiety about losing career opportunities or even one’s job. 

CCOONNCCLLUUSSIIOONNSS  AANNDD  DDIISSCCUUSSSSIIOONNSS

Most organizational changes generate stress, and M&A represent a particularly stressful
change, given the large-scale nature of this transformation (Cartwright & Cooper, 1992). The
acquisition of the Chinese Nanfu by the American Gillette is a direct result of globalization and the
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road to post acquisition integration of Nanfu and Duracell has not been smooth. However,
individuals from different organizational and national cultures can be trained to overcome
cultural barriers with increased intercultural sensitivity (Hammer et al., 2003; Bennett, 2009). 

Hammer et al. (2003) and Bennett (2009) proposes a series of activities that can improve
the cultural awareness of the employee. Among them is the exposure to different cultures. Some
companies have already established informal rituals such as Friday afternoon lunches or
weekend picnics.  The employees from the acquired company should learn about these practices
and be encouraged to participate.  Another important practice is to offer employees from both
companies the chance to create partnership, such as dyads for a common project. As such, they
have the opportunity to develop a sense of closeness and trust, in overcoming unspoken
animosities usually inherent in the post M&A integration process. Moreover, leaders should
appoint mid-level managers who are culturally sensitive (Hofstede, 2010). 

As most sources of conflict in post M&A integration process are cultural in nature, Fink
(2008) suggested that to increase the chances of mergers’ success one should try to hybridize a
new culture. “[…] hybridization is the process of blending organizational cultures and
management knowledge to transform an acquisition into a new socially viable system with a
sustainable culture” (p. 10).  Tomlinson (1999) said that “hybridity” or cultural hybridization is a
risky notion, as it is inherently associated with reinforcing and contradicting concepts, ideas, and
themes.  However, cultural hybridization is expected to bring positive and desirable effects on
individuals and organizations (Dauber, 2011; Shimoni, 2008). 

This paper reached these goals: First, this study focused on the post acquisition
integration process by analyzing the case of Duracell’s parent company Gillette acquiring Chinese
company Nanfu and its subsequent integration process, in the interplays of two national cultures
(Chinese and American cultures) and four organizational cultures (Duracell, Gillette, P&G, Nanfu).
Second, this paper unveils opportunities and challenges in post acquisition integration in the
Chinese marketplace through the study of the Duracell-Nanfu case. Third, this paper suggests
cultural elements that contributes to intercultural communication gap between the Chinese
teams and the American teams after M&A. Finally, this paper recommends post M&A
corporations to create hybrid cultures so that teams from different corporation cultures and
national cultures can communication more effectively with each other with mutual respect. 

The six-tier communication gap between American teams and Chinese teams
summarized from the Duracell-Nanfu case can provide guidelines for any MNCs thinking of
acquiring a Chinese company, to create a hybridized post acquisition culture. Here is the six-tier
communication gap between the American team and the Chinese team: 

Tier #1: Directness (USA) vs. Subtleness (China)
Tier #2: Aggressiveness (USA) vs. Modesty (China)
Tier #3: Courtesy (USA) vs. Command (China)
Tier #4: Different connotations of the same concept
Tier #5: Competitive (USA) vs. Obliging (China) Conflict Management Styles
Tier #6: “Rule-based” vs. “Good will-based” working atmosphere
The importance of cultural factors as antecedents of post-acquisition conflict has been

recognized in previous research. Nevertheless, there are not many case studies on the post
acquisition integration process of America-based multinational corporations acquiring Chinese
companies. The case study on the Duracell-Nanfu case demonstrates that MNCs need to provide
intercultural trainings for its multinational teams for more effective communication. 
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1 Sun Wen: (in simplified Chinese: ��; born April 6, 1973 in Shanghai, China) is a retired Chinese
professional soccer player. As the captain of the China national women’s soccer team, Sun helped the team
win the Asian Cup in 1991, 1993, 1995 and 1997. Sun led China to a silver medal at the 1996 Summer
Olympics. During the 1999 FIFA Women’s World Cup, Sun scored seven goals and earned the Golden Ball
(top player) and Golden Boot (top scorer) at the tournament. In 2000, she won the FIFA Female Player of
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2002. She is considered a national pride in China. Sun Wen was nicknamed as "Maradona in a skirt" in
China (Hersh, 1999; Beijing 2008 Website, 2008). By associating with Sun Wen, the Nanfu Battery Company
positioned itself well with the national pride, and Sun Wen’s soccer power.
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TTHHEE  NNEEWW  GGEENNEERRAATTIIOONN  AANNDD  NNEEWW  TTEECCHHNNOOLLOOGGYY  ((NNGG&&NNTT)),,  TTHHEE  DDRRIIVVIINNGG  FFOORRCCEESS  FFOORR  TTHHEE
FFUUTTUURREE  BBUUSSIINNEESSSS  MMOODDEELLSS

OOvviiddiiuu  DDîîmmbbeeaann--CCrreeţţaa
PPhh..DD..

The Institute for Business Administration in Bucharest

AABBSSTTRRAACCTT: This paper work addresses the sensitive topic of factors influencing the changes in
the business models after the credit crises, when many theoreticians and practitioners postulated
about the respective change due to the crises. But crises comes and leaves, including the last one,
and today business models changes seems to already have longer history than the last crises
itself (longer than 6 years), and different driving forces, naming new generation of people and new
technology. They are going together in an incredible way, and most probably will revolutionize
the ways of doing business in the following decades, even years – as long as it has already been
started in some sectors, some companies, especially in IT&C, internet and social media networks
related. They have great challenges ahead, but they can create and generate the necessarily
resources to cope with it, and to guide the world and the business life to the next level. 

KKeeyy  wwoorrddss: new generation ( Y and iY generations), new technology and innovation, economic and
financial crises, business models, management and leadership, marketing and habit, funky
business forever, global trends

After the first and the last signs of the Great Credit Crises “launched” in the United States
in 2007 and the more recently and consequently Sovereign debt crises in several EU Countries,
many theoreticians and practitioners simply got hurry to diagnose and predict the end of the
classical way of doing business, and claiming that everything from now on should be changed!
Really? I don’t think so. Or it might be, but not necessarily due to the crises itself.

And I don’t think so, primarily because of the causes generating these crises which
indeed influenced the global economy in the last 6 years, causes that mainly prevail on two things:  

Human weaknesses, the tendency to cheat / to steal on others, to be “smarter” than
others, and than the Regulators and the Rules;

Deregulations everywhere (banking first) and at all levels, macro and microeconomics.
If we talk about human behavior, that’s clear to me (maybe not for everybody, yet?) that

people in general and even educated people, gaining more and more money and power in time,
can have the tendency to steal, to gain even more and to break the rules, to avoid them, legally if
possible, but illegally too, if no other way… the temptations can be high and the greed is part of
the human nature.

There are already tones of materials about fraud investigations and proves related to
big business names in the business world, few actually going to bankruptcy or simply disappeared
from the business world, even before the Great Credit American crises (Enron, WorldCom,
Parmalat, Arthur Andersen – Audit and Accounting Consulting giant out of the former big 5 or 6!
nowadays there are just big four!), not mentioning anymore the “champions” of the Credit crises
(Bear Stern, Leman Brothers, Merrill Lynch, AIG).
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Clearly again, the deregulations “helped” human behavior in doing that way, and this
has become possible also in time, most probably because those from the private businesses
succeeded in convincing the others, working for the governmental institutions, to relax the rules
in everybody’s benefits ! In other words, people educated and with power from both private
businesses and from the Regulatory bodies dealt to each other, realizing that everybody will win
on o short to medium term. Who cares for longer term, because nobody still lives forever!?      

This way at a macro level, Americans decided to pump up printing money in the economy
via poorer banking system after the crises starting, and Europeans waked up when the western
banking system collapsed, and consequently the financiers of the more than normally indebted
several UE countries simply disappeared. Europeans didn’t initially want to print money, but on
the other side, the other alternative, to borrow in South from the North seemed to be saturated
as well. Germany and other Nordic countries do not want to lend Greece, Spain, Portugal, Cyprus,
Italy, Ireland anymore, without getting money back sooner than later. And UK is threatening for
couple of years now, with EU exit..

But not aiming to analyze the macro-level, and just limiting at what we live and what we
do know until now, we’ve just been seeing what happened at micro-level, the corporate one, in
banking sector as well, and any other economical legal entity to manufacture and/or just sell
some products and/or services on various markets. At this level, deregulations to whom the main
exponents of this sector with private hands, contributed a lot with their financially strong lobby
arms, took place more and more also inside the corporate environment. How was that possible
? By weakening the corporate governance, by concentrating more power in a fewer and fewer
groups of top executives.

As of 2012, 43% of S&P 500 boards currently separate the role of CEO from that one of
Board Chairman, a slightly increasingly percentage, especially after years 2007 – 2008, according
to PwC 2012 Annual Corporate Directors Survey. Still there is a long way to the British model or
“fashion”, whereas 95% of the companies have this top management duality. Generally speaking
97% of the European executives believe the role should be split, even though it seems that
companies having such way of segregation of duties lowered ROE by 5% versus companies with
the same person on both positions (*.  

This trend has been observed by many analysts too, as for example David Callahan in
the Blog of Demos underlining recently that “A CEO Shouldn’t Also be Chairman”, exemplifying
the cons arguments with dramatic facts in cases like Enron, Worldcom or Merrill Lynch. 

*) Rethinking the CEO-Chairman split, by Jessica Klein, Business Guide, Business And
Finance Resources

This corporate governance recommendation of top management roles split,  however
seemed to contrast again with the immediate financial results of the respective companies and
thus we face again and forever the risk – return dilemma ! Should we then look at aannyy  cchhaannggee  ffoorr
tthhee  ffuuttuurree  ttoo  ccoommee ? Not much – I do believe – from this point of view.

Nouriel Roubini after being one the most sounded voice in predicting the Great Credit
Crises in US well before 2007, few years later just wrote it down together with Stephen Mihm,
“Crisis Economics: A Crash Course in the Future of Finance”(*, whereas underlines the
inevitability of the recent crises like many others in the past, in the business and world history.
Even more, he predict again that there will be more such as crises in the near future, especially
whether the Financial and Regulatory authorities would not seriously take protective actions,
rules and regulations against abuses.  

That means we should not worry more than normal about the future of the business, nor
should we dramatize, unless we wish to continue the illusory free ride we lived with, just before
crises coming. In other words, if we try and succeed in rebalancing the always risk – return
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dilemma and thus overcome the main causes that boosted the crises we can continue doing
business and live endless.

In the same time we shall not forget, nor ignore the always human nature and behavior
that merely will require a watch dog supervision, control, rule and regulation to be respected.

If we can live with that and we accept it, we’re saved, if not, we’re dead and we’re not
going to survive to more and more challenges we’re facing with, in this 21 Century already!

TTHHEE  AADDVVAANNCCEEDD  TTEECCHHNNOOLLOOGGYY  &&  IINNNNOOVVAATTIIOONN,,  EEMMOOTTIIOONNAALL  IINNTTEELLLLIIGGEENNCCEE

Having said this about the crises, including the most recent one, let’s see what’s really
changing the way of doing business for years already now, and much more in the years to come.

Did the internet change the way of doing business in the last 20-25 years? Definitely yes,
especially when thinking at E-mail and communication speed increase and meetings efficiency,
at groups communication and video conferences, plus the creation of the global universal library
with everything inside and continuously up-dating. Then it was born Yahoo, Google and other
similar hard to imagine media and global news network, universal searching engines and
communication tools for the whole Planet.  

*) Nouriel Roubini, Stephen Mihm, “Crisis Economics: A Crash Course in the Future of
Finance, 2010, by the Penguin Press, USA

What about Facebook, Twitter, and the other social networks that already developed for
years again the simply socializing fashioned tool into a most used working tool as well, by the new
generation!? Young generation of employees in many areas of Microsoft don’t use E-mail anymore
for their daily communication and working together, rather than Facebook, a widely common
used social network! They probably already consider E-mail old fashioned.

Actually it’s an entire story about Y generation and their way of doing their jobs, that
influence and change the way of companies they are working for, in doing business from now on.
And it’s not just about the IT&C companies, or generally the high-tech ones, it’s about more and
more in various areas of business, as the generations of employees are replacing one another.
Even the Y generation is already enriched by the iY generation that’s already knocking at the labor
market, even younger and proportionally technology addicted (didn’t you see more and more
baby’s with electronic toys in their arms? iPhone, iPod, iPad, iBook, tablets, etc )  

What these new generations are doing differently? Many things, because they were born
with technology and lived with it on a daily basis, well ahead of thinking about businesses. For
them technology it’s a way of life, it’s part of their life, they could not live without it anymore. They
needs to stay connected. Then what and how this can change the classical business models? Well
folks, in various ways, because:

– the Y generation, that one born since ’83, it seems that it can be the first one in the world
and business history that can do what they want to ! (*quoted Vlag Bog, HR Director,
Microsoft Romania, in a recent HR Conference in Bucharest about “CEOs and
organizational culture: what makes it or breaks it ?”)

– “they work with passion, because they likes what they do and how they do, and for this
generation for the first time in the history of business there is no clear separation between
business life and private life, they suggests the ccoonnttiinnuuuumm  wwoorrkk  ––  lliiffee  ccoonncceepptt !

– being all time connected they works in teams, they communicate continuously, sharing
information about everything they are interested to, give direct and immediate feedback”,
because that’s the way they grew-up and played in the social networks environment.

– “they are straightforward, with high leadership expectations, but we refer to a highly
democratic leadership style, a one that will put pressure on reduction levels of hierarchy
and making leadership and organizations more horizontal than ever.
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*) Vlad Bog, Y Generation – New Leadership Generation, at Hart Conference HR Strategic,
CEOs and organizational culture: what makes it or breaks it? Bucharest, May 2013

– also the new generation is pretty result oriented and efficient, driven by the so-called
ROWE (result only work environment), they are looking for diversity and appreciate it,
value it, and for social responsibility.”

So, it results a superb combination between emotional intelligence of the new
generations that not are just coming, they are already here, inside companies, changing the
environment and the way of doing business, and the technology and innovation that actually
created these new generations ! 

It seems that in the following 12 years, 75% of the total labor force will consist of people
from the Y and iY generations. That dramatic change in the structure of the labor market will
change the organizations and the way of doing business, in fact the business models. 

Thus I can agree with Adrian Stanciu in his article called “In the trap of the own illusory
system”(*, when he’s saying that our management system used today is still obsolete, being
pretty similar with the one settled by Henri Fayol, a French miner engineer at the end of the 19th

century! I don’t agree with Mr. Stanciu when he’s saying that actually the management it’s not a
science, even though probably not a fundamental one or not an intrinsic one for the humanity
history. 

I can have my opinion about this and that is if the management is not a science, nor the
economics overall it’s a science, or finance, or accounting. Actually there are also questions about
accounting, since its birth, attributed to Luca Paciolo hundreds of years ago, but it is hard to not
recognize economics and management as sciences, even though they are based on empirical
research and observation. Or just because of that, there are also other sciences that are based
on observation and empirical research, but with more scientific recognition and I believe this is
valid for all related human behavior and human nature, in the entire history. Some says
management it’s an art, agree! It can be an art too, depending on the virtuosity of practicing it,
actually many sciences and scientists are arts and artists respectively, as well as many managers,
but not all managers for sure!

Without getting into polemics with anybody here, at last what we know is that economics
and management appeared since the very beginning of the world, simply because human beings
needed to live, to survive and could not without. The development of the humanity could not
happen without economics and management, even tough we talk about management of wars or
management of a healthy society and civilization development, empires and kingdoms. What
about their economics? A lot, gentleman! 

*) Adrian Stanciu, “In the trap of own illusory system”, Cariere, leadership journal
magazine, June 2013, no. 197, pag. 12

So, we can thank to Monsieur Fayol for structuring and probably firstly putting in place
important principles about management functions like predictions and planning, forecasting,
ordering, coordinating and control, as other much more famous economists and sscciieennccee  ppeeooppllee
predecessors did with economics (Adam Smith, David Ricardo, J. M Keynes, Joseph Schumpeter,
Karl Marx, Frederic Engels). But Henri Fayol did nothing more than conceptualize and transform
in theory what he lived in business, practicing as a mining engineer and then acting as a manager
of the biggest industrial French mining company for 30 years, of course not minimizing at all his
merit of being among the first who did it! 

Does that means then Mr. Fayol invented the management ? I believe is too much to say
that, and actually he was more focused on business administration, like other engineers and
managers (Benjamin S. Graham) in the same period (19th century), when others really created the
scientific management theory (Henry Gantt, FFrreeddeerriicckk  WWiinnssllooww  TTaayylloorr – whose name became



203International Conference of the Institute for Business Administration in Bucharest, 2013

over time generic – Taylor-ism, Frank and Lillian Gilbreth, Max Weber). But again, is not that
important for my work here, who wrote it down first about management principles, nor finally if this
is a science or not (it can be a never ending story with pros and cons). Really important is that after
the occurrence of economics in theory, it did appear the theory of management too, and since then,
millions and hundred of millions people are taught about management and its principles, are
learning about various methods of management and various types of management:

– General Management,
– Finance & Accounting Management, 
– Production & Operations Management,
– Marketing & Sales Management,
– HR Management, 
– Strategic Management, 
– International Management,
– Competition Management, 
– Supply Chain management, etc..

Now, coming back to the article about the trap of our own illusory system, I agree with
the main idea that today’s business cannot be governed by the same methods and principles used
over hundred years ago, but that’s not just because of unpredictability of the business onwards
anymore, but also because of and due to the nneeww  YY  ggeenneerraattiioonn  ooff  ppeeooppllee and due to the nneeww
tteecchhnnoollooggiiccaall  ppoossssiibbiilliittiieess  aanndd  iinnnnoovvaattiioonn. Not due to the last crises, as I already mentioned at the
very first of this material.

The more and more difficulties for accurate predictions and forecasts in the last years
showed up – again I need to say – mainly due to the recent crisis that seriously affected the whole
world of business and life. Actually it can be considered September, 11th, 2001 one of the
important moments of getting into a more uncertainty Era than before, even though I personally
couldn’t imagine that time the long term impact of that tragic event, and its amplitude over
business and life on a global scale on ward. 

Then if we try to simplify the overall context, without considering the effects of the recent
crises – which will pass anyway sooner or later – we can conclude that we’d not blame the high
weaknesses of planning anymore. Not underlining that harder or not, I cannot see businesses
without planning and forecasting ever! Even though that’s clear businesses will need more
flexibility and capacity to adapt to faster changes and challenges, and this is already happening
mostly because of the technology penetration and changing of workers generation, as mentioned
earlier.

The very good think is the fit between the new generation, the Y one and the iY that will
soon follow, and the changes in managing businesses nowadays and foreseen by more and more
analysts, like Adrian Stanciu explains in his article. So let’s see the few fit characteristics:

As long as companies will suffer dramatic transformations, pushed by the new
generations of employees and new generation of technology as well, companies will become
more horizontal than today and yesterday’s vertical hierarchy. 

CCoommmmoonn  cchhaarraacctteerriissttiiccss YY  ggeenneerraattiioonn  aanndd  ffoolllloowweerrss MMaannaaggiinngg  bbuussiinneessss  cchhaannggeess

Decentralization style * *

Aligned values, not rules Not imposed anymore *

Common values adherence * *

Emotional intelligence * *

Manager changed role to
Leader

* *
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More and more organizations will work with less managers and supervisors, diminishing
bureaucracy, smoothing processes, and cutting costs. They can easily then generate important
savings for business, rise productivity and business can be easier linked to results. New
generations playing and communicating, then working in social networks, are already used to
work in teams that are predominantly high results oriented. Managers can become more
facilitators, moderators, like professors in business schools or coaches, but they should have
then get and accumulate exceptional lleeaaddeerrsshhiipp characteristics:

1. Firstly they should be recognized informally by their group of people, team, etc.. and
respected accordingly;

2. They should have been seen and accepted as models by the others, due to their balanced
character and attitude, integrity, but openness and transparency, social popularity as well;

3. It seems they should be much more leaders then managers, than in past, as some
managers already many years ago named some pretty junior supervision positions as
team leaders. This inoffensive finding that time, for those too young to be called managers,
can become nowadays a more effective and by purpose tool, for 

new fashioned way of leading businesses.
There already are for decades different levels of leadership, that might corresponds to

different level of leaders, depending on age, business and life experience, and mostly to the level
of education, maybe really erudition, the degree of social exposure and native skills, of course.
See Jim Collins levels of leadership in his extensive research about it, just recently evocated by
exciting presentation done by Prof. K. Harmon, from the Kennesaw State University, at the already
mentioned HR Conference in Bucharest, May 2013, about CEOs and organizational culture. 

But also this is changing nowadays under the two forces pressure, that I just emphasized
till here (new generations and new technology), with the just above mentioned characteristics of
the new and future leaders.

Besides leadership, what about mmaarrkkeettiinngg? I don’t what to get into any marketing theory
and/or demonstration, especially not being a marketing specialist, but I liked a lot the book and
the theory based on research of Dr. Neale Martin, who has helped companies adjust their strategic
marketing to overcome with the fast technological change since 1995. He developed and updated
some marketing principles after studying cognitive psychology and neuroscience that suggests
that most of human behavior is driven by unconscious habits. 

Could we imagine that 95% of the people, customers behavior marketers ignore?(*
Probably not. But that’s the reality and the new challenge and paradigm for the new Y generations
of workers and leaders, after realizing it. 

The power of social networks created new habits, that were facilitated primarily by the
birth of the Internet. Then Companies like YouTube, MySpace, and Facebook could born at their
turn, and then exponentially develop and create new habits for people, but especially for the new
generations of people. Did you hear about social media? Not for decades for sure. 

And on the other side, new managers and team leaders should rethink their approach to
their customers, if they wish to still sell something to them. Actually they need to understand
how their customer’s brain works, such way that their products and/or services become a habit
for buying rather than a conscious decision anymore.

Thus technology and new generations of people changes leadership of the organizations,
can change marketing the companies will approach more and more, what else? Maybe the
markets!

In order to reach a more documented answer, I was happily reviewed Funky Business of
the Swedish professors Kjell Nordstrom and Jonas Ridderstrale, and more their up-dated FFuunnkkyy
BBuussiinneessss  FFoorreevveerr, published in 2007(**, whereas they could review themselves their originated
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research work for an almost decade time period (2000 – 2007).
*) Neale Martin, Habit, 2008, by Pearson Education, Inc. Publishing as FT Press, New

Jersey, USA
**) Funky Business Forever, How To Enjoy Capitalism, Kjell Nordstrom and Jonas

Ridderstrale, Bookhouse Publishing 2007, Stockholm, Sweden 
What’s their findings in the first (almost) decade of the first century of the third

millennium and how they fit with my topic here? (As trends, changes and challenges for the world
and for the business). The most relevant ones for my paper work are (to not forget, they reviewed
the first their work before the Great Credit Crises came and the consequent financial and
economic troubles world wide) the follows:

* most of the world goods and services became cheaper world wide, except raw
materials, mainly as a result of BRIC countries fast growing and thus developing a larger low to
mid class people; these countries accounts roughly a half of the world population of 7 billion
nowadays, and they produce cheaper and consumes accordingly; that’s amazing to see how
generic and branded products are sold together, ones nearby the others, sometimes even luxury
brands, with very different prices;   

* is growing the proportion of women in society life and in business, as a consequence
of technology moving from brawn effort to brain effort, and as a need to utilize everyone in society;
Social media and new generations of young people most probably will integrate even faster and
broader woman everywhere, and from down up;

* people live more and more single in their houses, the weight of single person
households grows dramatically toward 50% (in Stockholm is 64%!); Can you then imagine the
opportunity of the virtual environment life and communication, why not doing business too, for
this growing trend of life ? The more people become more isolated, the more the need for
socializing, for belonging to a community, because this way the human being developed, isn’t it?
So people may come back to the roots, by leaving in various organizing communities, even though
under the virtual world, grace to NT (new technology)… we cannot live otherwise as human
beings, and that’s the main explanation of the huge success of virtual social networks;

* the urbanization process will continue, rising the number of big metropolitan areas in
the world and the number of population for each such as conglomeration; in 20 years more than
60% of the world population will live in cities; Thus the incredible crowding areas seems to
become really impossible to live anymore (I’m just thinking at logistics and transportation, and
even though Japanese are already projecting new cities inside cities – have you heard about their
giant Pyramid Project? – there are already many people and jobs in the world that’s not require
daily trip to the office and back ); There will rise dramatically – I do believe – these remote control
jobs in the near future, both due to the highly necessity, and due to our two driving forces ahead!
(NG&T, new generation and new technology); not mentioning about silence need for individuals,
more difficult to gain in cities; 

* fun sells, there are more and more interest in having fun in the working time, but in
shopping time as well as in many other actions (visiting science museums – I might add – or when
travelling, and not just by long distance flights, but inside cars too); does this fit with NG&T
foreseen reality ? Perfectly match! They grew like that…

* competition became generic, beyond same industries and similar companies, for the
same customer’s pockets and accounts, and here the distinguished Swedish authors of Funky
Business Forever could not predict how this will have been dramatically boosted by the crises
coming after 2007, that I do agree here, that “helped” this trend (generic competition); The
temptations for the NG grew exponentially in the last 20 – 30 years mainly due to NT (new
technology), will continue to do so in the future, enhancing – if you wish – the famous financing
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concept of “opportunity cost” to “opportunity time” as well, or simply saying what I choose to do
now with my money and my time ?

* America’s power still leading the world, due to non stop innovation spirit and
regenerating capacity, again confirmed by the recent credit crises originated there, but rapidly
exported abroad. How they can always do that? Because of the “working combination” between
their democracy and freedom in life and in business too! Everybody is attracted by that
environment, but not everybody is very welcome there, somehow talents and genius are invited
over there and encouraged, stimulated to create, to innovate, as well as serious and hard working
people; Is America prepared for the changes brought by NG&T forces in changing the business
model? Of course, no doubt about it, as long as all big names of NT Era are born and developed
there. 

* specialization on the next level, that separates big companies than smaller ones, the
first just exploiting what the others creates; seems to be more productive and efficient for
everybody this way – here the Y generations fits perfectly well until they will occupy 30-40 % of
the big companies employees, what about after ? Probably big transformations at the corporate
level too, multinationals should then adapt and adjust their model of managing giant
corporations, and the small innovative and flexible companies, the “brain and soft providers” for
the giants will run like fish in water;

* we’re all capitalists ! Investing in pension funds, in insurance protection for life, cars,
houses, business interruption or management liabilities (!?), in stocks and bonds, mutual funds,
more and more people and institutions, organizations altogether becomes owners, but this
actions multiply indefinitely and makes everybody investor. Companies thus transform
themselves in depersonalized entities, each and everyone being backed up by other and other
investors. Something wrong here ? Yes! It’s exactly one other way facilitating the great credit
crises, that the authors of Funky Business Forever probably didn’t even think about just before
2007, when they published this new version; So, as I said much earlier in this paper, we should
be more careful now at rules and regulations, at corporate governance principles, in spite of
NG&T fashion and transformations or just because that, otherwise the future financial and
banking crises can kill the humanity at all.

* 6-7 years ago, Kjell Nordstrom and Jonas Ridderstrale observed and confirmed the
interactivity of everything, from communication to pleasure, being everything possible in the
virtual environment, when can be mixed up any crazy combination of things and people
relationship, “where patients Google their symptoms before visiting the doctor”. Where are we
now? Far away and we’re going probably to fly soon and even to teleport ourselves sometimes not
very far… We can work remote from home, have video conf and presentations with more people
in the same time across more continents, we plan vacations on-line and can buy almost
everything as such, we already can live pretty comprehensively without getting off our houses. 

DDiissccllaaiimmeerr: this is not an apology for this way of life, it’s just a reflection of the facts
about what we live nowadays, and a personal thought about where the trends can get us in the
near future, based on other’s research and published materials.

* freedom “given” by the new society might be accompanied by less social assistance
and care, thus by more self-responsibility needs; this might come in contrast with the teams
working preference of the NG specs, but who knows ? It really depends on the continuum work –
life concept, belonging to these new generations, and to their pursued consistent belief, of
working and living in teams, in friendly groups that share good and hard times together, helps
each other in private life as well as in the working projects; 

* in close meaning with the precedent point, global market capitalism heavily criticized
and blamed by many theoreticians and citizens around the world after year 2000, it’s in essence
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a tough system, a machinery mechanism based on competition and general or particular
validated performance, but without soul; this means that for the welfare of our future society,
besides people helping to each other as they do work together, NT is required to create or to
adjust the proper institutions and values that can cope with the future realities;    

* “E-(motional) Business” revealed also due to the science limitation in answers and
guarantees in the XX Century, and these limitations will last forever… what can be accompanied
by rational decisions ? The emotional ones, even though emotions and imagination are not in the
regular dictionary of business language. But it works, and it works so well, then can definitely
differentiate from your competition. What made Apple the most valuable company in the world
before Steve Jobs die? The unique combination between high tech and advanced visionary spirit
on one hand, and the touchy-feely and sensitivity appeal design of Apple products on the other.
The new level of supreme customer satisfaction is being in love with what they buy, thus creating
between sellers and buyers that kind of loyalty called by Dr. Neale Martin, Habit! No randomly
coincidence, similar with Dr. Martin’s findings, neuroscience research shows the brain’s limbic
system, which dictates our feelings, is much powerful than the neo cortex that controls intellect.
So emotions have priority in our decisions to buy (and not just in buying behavior), before logic.
Nice and not necessarily, and I’m not referring here just at buying decisions, even though this
might be enough to fail or to win, or to even go bankruptcy sometimes. 

Well, I did complete the wonderful findings of the famous writers of Funky Business and
FB Forever – during presenting them – by my thoughts and conclusions, by my ideas coming from
the other’s researchers and authors as well as I did mention them, that NG&T are the driving
forces for the future business models and life. 

They created – if I might say so – to one each other, meaning NT created NG of people,
these kids growing with it, and sub sequentially new young generations embraced it and
furthermore developed NT and will continue to do so, and this it might be just the beginning. I
cannot forget one statement of Dan Bulucea, one of our graduates at ASEBUSS Business School,
who’s managing for few years Google business in Romania, at one of his recently presentation to
our Alumni: “it would be truly adventurous to hazard myself in predicting where technology can
get in the following 3-5 years”…great news ! What about longer?

CCOONNCCLLUUSSIIOONNSS

So, what do we have all in all? Unpredictability, freedom, flexibility, more individual
responsibility, emotions versus logic and altogether, interactivity, but more on-line, innovation
on-going and the need to continuously adapt and adjust ourselves to changes (technological and
human).

Really this is what can happen in the near to far future? We cannot know for sure, our
graduate from Google just expressed his good sense of decent human brain limitations for these
forecasts, but let’s see what others predictions might be as global trends?

We were lucky hosting one year ago here in Bucharest, Professor Adrian Done, from
IESE Business School in Barcelona, when he presented a summary of his most recent book called
““GGlloobbaall  TTrreennddss,,  FFaacciinngg  UUpp  ttoo  aa  CChhaannggiinngg  WWoorrlldd””((*. 

*) Adrian Done, “Global Trends, Facing Up to a Changing World”, Palgrave Macmillan,
2012, London, UK

I’m not going to present it here, of course, but it would be worth to see the validation or
not of the findings and conclusions in this paper work up to now, after seeing others research and
filtering it throughout my judgments and ideas about the future of the business. 

After a concise overlook over his findings, what do we get? Professor Done confirms the
uncertainty environment of the global economy in the 21 century, underlining the risks of the



208 Transforming Business, Transforming People

huge amount of global public debt and its consequences, depending where are we living?..
Geopolitical power shift toward BRIC countries seems to account them more and more

in the near future, and consequently less others…Always some were luckier than others…
But how these shifts can happen? They already began, and together with population

growth, NG&T works for them too! Indians and Chinese are so many, and many of them very tech
skilled and talented, so easy to go to the next level of development. Individual and socio-
economical. More and more young generations from these countries and generally from the
emerging markets group of countries, are going in Western countries for studies. The 21st Century
might bring new amazing inventions like the 20th Century did with cars, air transportation and the
internet, to mention just a few.

The existing developments can rapidly reach their limits and new and other things can
then replace the old habits, the “old fashioned E-mail” way of internet communication, and many
other challenges that new generations are facing with (climate change, water and food for more
people on the Earth, education & demographic changes – to over 9 billion people by 2050 – war,
terrorism and social unrest, energy resources, health, natural disasters).

Getting into details with all these problems of 21st Century, that did not start quietly at
all (war, terrorism, social unrest, piracy, corruption, governance failures, etc), we can easily
become very pessimists, but let’s see the positive side of the story: the challenges and
opportunities the new generations and technology have in front of them. They can change
together the world and the business models their own way, cope with the new changes and
challenges and succeed. Professor Done book is exactly about these changes, using as examples
changing the civilizations when the time comes (the end of the samurai Era, after fire guns took
the battle conflicts lead).  

But the human beings passed throughout many changes and challenges during its
history and have the resources to further do it in the future as well, naming mainly the technology
which seems to become the second nature of the new generation. That’s the engines without we
cannot hope anything, but having these self generating forces, the rest is just fine tuning,
hopefully! I didn’t say, piece of cake.

My bet: The Y and iY generations can do this just by being itself globally.
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