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Between globalization and internal stability, the
resistible internationalization of the Renminbil

XavierRICHET*
Emeritus professor of Economics, Jean Monnet chair ad personam

University Sorbonne nouvelle, Paris

Abstract: China's RMB is becoming a major international currency. It has joined major
international currencies and intends to continue its growth although it has not yet become
a fully convertible currency. Its share in world trade, reserves remains limited. On the
one hand, the increase in its international use is increasing, on the other hand the decline
in trade,the accumulation of internal problems - decline in GDP growth, growing
domestic debt - are leading the Chinese authorities to push back the opening of the capital
account, to control interest rates. Social stability has become a priority.
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1. Introduction

For more than two decades, we have witnessed the rise of China. It now accounts for 15% of
global GDP, almost 12% of world trade. By pursuing an international strategy that some people
call expansionist, it weaves its web around the world, around it, in Eurasia, in Africa, on the
margins of Europe, but also in Latin America. The commercial and financial flows induced by
this strategy are still denominated in dollars. China, following its commercial successes, to its
overseas operations intends to promote the use of its currency, the Renminbi, both as commercial,
investment and reserve currency.

Which goals does China pursue by pushing the internationalization of its currency?
Two objectives can be envisaged:

- contribute to the architecture of a new global financial system in which a pool of reserve
currencies, including the Chinese Yuan, predominate, or

- develop a Sino-based international financial system that competes with or operates in parallel
with the international monetary system with the aim, among other things, of weakening the dollar
(and the Euro?)

Recently the economic context has changed with the return of protectionism that disrupts global
trade flows, the “trade war" against China accused of forced transfers of technology, non-
compliance with the law, intellectual property theft, dumping practices. US measures (drastic
increase in tariffs, control of Chinese investments, prohibition of the sale of sensitive
technologies) hinder trade, affect international value chains, impact capital movements.

Another important factor is related to the decline in economic growth in China (Figure 1) and the
increase in the ratio of indebtedness / GDP to almost 300% today.

Chinese officials are today balancing two conflicting goals: pursue a strategy that promotes trade
and investment and international expansion of the RMB and engage in the adoption of economic
policies to revive activity, stabilize the economy at the cost of greater debt.

2. RMB, the coming currency

With China's increasing economic weight in recent decades (GDP, trade, capital flows), the role
of the Chinese Yuan, the Renminbi (RMB), occupies and is expected to occupy a position in the
future. growing in size worldwide. Its place is still limited in comparison with the two dominant
currencies ($, €) and the others (£, Yen) which count in world trade as well as in official foreign
exchange reserves (IMF, Central Banks). In 2016, a sign of its growing place, the RMB has been
officially integrated into the basket of currencies that make up the IMF's artificial currency Special
Drawing Rights. In recent years, the Chinese authorities, along with many national central banks,
have established swap centers in different parts of the world. Many Chinese investments outside
the country are now denominated in RMB, notably through the Belt and Road Initiative project
launched by President Xi Jinping in 2013. Previously, Hong Kong became the first financial
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center to issue bonds denominated in RMB outside China (Dim sum bonds) followed by other
financial markets, particularly in Asia and Europe.

Figure 1: Chinese GDP growth rate
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However, the Chinese and international domestic financial markets on which Chinese and foreign
institutions operate (companies, banks) remain compartmentalized. At the domestic level the
capital account is only partially released, interest rates remain administered, and the exchange
rate is also heavily regulated despite the adoption and widening of bands of fluctuation. The
development of an off-shore RMB market is gradually developing, but its links with the domestic
market are through complicated and highly controlled channels in order to avoid excessive
differences between the different markets. The exchange rate remains partly linked to major
currencies, particularly the dollar, even if the pegging incorporates, by weighting them, other
currencies of countries with which China exchanges.

The internationalization of the RMB, its recognition as an international reserve currency is an
objective of the Chinese authorities even if the current environment seems less favorable. First of
all, there is a significant gap between the growth in trade volume, capital movements and their
settlement, which are still mainly denominated in dollar, including transactions carried out at the
domestic level (investment, exports).

Can the internationalization of the RMB continue to grow, its exchange rate become more
flexible, evolve into wider bands, or even float? We are not there yet. Several factors are holding
back the growth of the internationalization of the RMB and its role as a reserve currency. At the
international level, we can cite the hegemony of the dollar and the privileges that are associated
with its role, the uncertainties regarding international trade following protectionist measures, the
"commercial war" initiated by the United States against of China, the resulting contraction of
trade. At the domestic level, the decline in Chinese growth officially stands at 6.2% (it would
actually be less than 3as its level is politically decreed (Pettis 2019), the growth of debt fueled
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(right



by central government, provinces, non-financial enterprises, financial institutions, etc. which now
stands at more than 300% of GDP (the largest share going to non-financial firms), the very low
level current account (0.5% of GDP). China uses policies to support economic activity through
the adoption of favorable credit policies, the lowering of reserve requirements for small banks,
the issuance of bonds by the provinces, the distribution of subsidies to businesses (favoring the
state sector) increases the financial debt and does not contribute to reduce the opacity of the
financial system of the country whose reform is regularly mentioned by the Chinese authorities
but which may prove difficult to implement.

3. The advantages of a reserve currency for China

Why internationalize the RMB and make it a reserve currency?

It is for China the recognition of the place in the world economy acquired during the last decades.
China, in addition, can reap significant benefits in terms of the cost of financing. It is also a way
to reduce the advantage that the United States derives from the hegemony of the dollar, to
participate in a pool of currencies whose transaction costs would be minimized. The use of RMB
for Chinese exporters and importers would help reduce the exchange rate risks they face.

Box 1: What is an international currency?

An international currency is a currency that is held and used outside the currency area where it is issued,
including by non-residents. International currencies must fulfill three functions: (i) be a unit of account, (ii)
a store of value and (iii) a medium of exchange within and outside the currency area where it is issued. In
particular, an international currency must be used both for official purposes (foreign exchange reserves
denominated in the currency, use of the currency for foreign exchange interventions and as anchoring for
other currencies) and private (invoicing of trade, denomination of financial products, private investment).

There are several factors that promote the international character of a currency:

» the economic size of the country issuing the currency, its role in world trade and the volume of its financial
markets;

* the financial, economic and political stability of the currency area where the currency is issued and the
ability of the monetary authority to achieve its price stability objectives;

« the liquidity and depth of the financial markets so that the volume of transactions is sufficient for each of
them to have a low impact on prices;

« convertibility for current and financial operations, with a removed degree of capital account openness.

Source: Trésor-Eco (2013)

It also reduces the exposure of the Chinese marketable securities sector to changes in the dollar
value, especially in the event of a fall in the dollar supply. Finally, the internationalization of the
RMB allows Chinese domestic operators to borrow local currency in different markets.

The Chinese currency fulfills the four attributes (Figure 2), both private and public, of a
convertible currency as defined by McKennon, but with different intensities in its different
functions. The RMB is still unattractive despite its strong growth in recent years. Most of the
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world's non-performing economies remain tied to the dollar. In 2015, 62% of countries in have
their currency indexed to the US $, 60% of developing countries borrow in this currency; 30% of
countries have their currency indexed to the €. Central banks, on the other hand, hold more than
60% of their currency reserves in US $.

The RMB has quickly become a reference currency (IMF), restrictions on its use in trade, in
international investment are gradually lifted. The RMB is now a commercial currency (RMB trade
value). RMB-denominated trade rose sharply from 2% in 2010 to more than 15% from 2015,
mainly in trade with developing countries. Regarding the investment currency aspect, the launch
of the RMB offshore market in Hong Kong in 2010 was an accelerator with the appearance of a
variety of products: dim sum bonds, investment bonds, equity products, exchange traded-funds,
currency derivatives. At the same time, the Chinese monetary authorities have put in place an
elaborate mechanism and specific institutions to circumvent unification and confrontation in a
real offshore and onshore supply and demand markets through the establishment of the Qualified
Foreign Institutional Investor program. At the same time, the Chinese authorities have gradually
expanded the use of RMB as commercial and investment currency for Chinese exports and non-
commodity imports. In the BRICS alliance, the creation of the New Development Bank, which
has a majority of Chinese capital, is a means of increasing the use of the RMB by granting loans
denominated in the Chinese currency. The ambitious Belt and Road Initiative, launched in 2013
by the Chinese president, is also an important vehicle for expanding the use of RMB globally.

The most important function, on which the Chinese authorities are very circumspect today, is the
RMB's reserve currency dimension. The total convertibility of the RMB, announced several
times, is no longer on the agenda even if progress has been achieved. Several central banks have
purchased still modest amounts of RMB, but to become a global reserve currency, the RMB
should be accepted internationally for investment, financing, payment, and as reserve currency.
To date, we are still far from the level of liquidity and depth of the RMB market to reduce
transaction costs. We are still far from the opening of the capital account needed to unify the
foreign and domestic markets of the Chinese currency.

Specialists (Eichengreen, 2017) recall the historical experience of domination, cohabitation and
then expansion of the dollar against the British pound. Whereas the United States had become the
world's leading economic power since 1870, the pound remained the reference currency for
several decades thanks to the network effect of the pound (the international reference currency).
It is the opening of the US domestic market that facilitates the international growth of the $
market. For these specialists, the cohabitation of several convertible currencies is possible, as the
cohabitation of the $ and the € shows today. A system with several dominant currencies would
be more stable with several issuers sharing the burden of generating safe and liquid assets in times
of crisis (Smart, 2018).

Figure 2: The RMB and the 4 key attributes of a convertible currency according to
McKinnon

Private | Official

1.Medium of exchange (immediate payment/settlement)

International payment Bilateral currency swap
Trade settlement

FDI and ODI

2. Store and value (Banking and research)
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RMB assets held by overseas institutions within | IMF COFER9
China

Quotas

RMB’s turnover in FX market
3.Unit of account (Invoice and peg)

Trade invoice in RMB | Special Drawing Rights valuation
4. Standard of deferred payment
Private bonds | Sovereign bonds

Source: Natixis (2018)

4. The slow internationalization of the RMB

Following the reforms introduced since the 1980s, the opening of China has led to a strong growth
of its foreign trade. The export-led growth model has unfolded in different stages (Box 2)
involving different accumulation patterns, on the one hand, and foreign exchange rate, on the
other.

China's monetary policy remained unchanged between the years 1991 and 2005. The exchange
rate remained pegged to the US $ at the rate of 8.18 RMB to the dollar; a wider daily fluctuation
band was introduced followed by a revaluation of the Chinese currency. At the same time,
attempts to open up the capital account were undertaken through the establishment of channels
between the Chinese financial centers and the Hong Kong financial center by creating the first
offshore RMB market. The Chinese authorities have continued to promote the use of RMB for
Chinese merchandise exports and non-commodity imports. China has swap agreements with
many financial markets including developed countries. Several European financial centers have
become RMB bond issue centers. Finally, several central banks (including those of Great Britain,
France, Italy) now include the Chinese currency among their foreign exchange reserves.

Box 2: China's neo-mercantilist growth model

Basic accumulation model Upset accumulation model Towards a more exposed
accumulation model?
1980-2001 2002-2008
2008-
Low wages, abundant labor, Rising wages and social Wages up, tension in the labor
expenditures. market, wage growth,

robotization

Greater  social protection.
Increase in wages> increase in
productivity

Mass production of low value- | Production of higher value- | Production of higher value-added
added goods added goods, assembly of | goods incorporating domestic
imported inputs. input benefits, integration into
international ~ value  chains,
internationalization of Chinese

firms through the acquisition of

10
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Role of incoming IDEs in the
upmarket.  Transfer  (often
forced) of technology

Relocation of low VA and
intensive low-skilled
productions (Cambodia,
Vietnam)

assets in advanced economies
(market research, technology).
Securing  supplies of raw
materials (Asia)

Soft fiscal constraint (political
financing),

Soft budget constraint (political
financing) but appreciation of
the RMB; Expansionary fiscal
and monetary policy after 2008

Soft fiscal constraint (political
financing), distortions in access
to finance between state and non-
state firms. Maintaining strong
subsidies to state investments

Excess balance of payments

Excess balance of payments

Excess balance of payments but
current account close to zero

Numerous barriers to entry
(prior to WTO accession)

Reducing barriers to entry,
maintaining barriers in strategic
sectors (finance)

WTO Membership, Inbound
FDI inflows

Supply Policy: Modernization of
Firms, Regulatory Change, but
Support to State Firms

Demand policy: stronger
competition in mature markets,
refocusing on the domestic
market. End of growth model
driven by exports; increasing role
of  investment-led growth
policies

On November 30, 2015, the IMF granted the Chinese currency the status of reserve currency; On
October 1, 2016 the RMB joined the €, ¥, £ and US § in the basket of currencies that make up the
Special Drawing Rights (SDRs). To date, the RMB's share is still very small by relative to the
major reserve currencies (Figure 4) in relation to the dominant currencies, the dollar and the euro.

The creation of new banks with significant Chinese holdings in Asia (Asian Infrastructure
Investment Bank) as well as in the context of BRICS (New Development Bank) is an important
lever to promote the use of the RMB and to avoid resorting to the US dollar. The ambitious BRI
project initiated and driven by China is also a way to promote the international use of the Chinese

currency.

5. A dirty float? From pegging to managed floating

The exchange rate of the RMB remains closely monitored. The current system is a BBC (Band,
Basket, Crawling) floating type. It is determined by a range of fluctuation (Band) which is

11
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widening more and more: it has gone from more at least 0,5% in 2007, to plus or minus 1% in
2012 to establish since 2014 in a range of plus or minus 2%. At the same time the currency is
pegged to a basket of currencies (Basket), composed of more than twenty currencies but which is
strongly influenced by the main currencies of the countries with which China trades: $, € and
Japanese Yen (Figure 3). Finally, depending on the tension in the currency markets, monetary
authorities may resort to incremental adjustments (Crawling).

Figure 3: Currency Weightings in China Foreign Exchange Trade System (CFETS) RMB
Index

Hang Kang Dollar

Australian Dollar

Source: Bloomberg

6. Arbitration between internationalization and deleveraging: a brake on the
internationalization of the RMB

In the early 2010s, the most optimistic analysts announced that the convertibility of the Chinese
Yuan would occur during this decade. Despite efforts to both support its internationalization and
reduce the control of the capital account, the RMB still remains a relatively small currency at the
international level (Figure 4) both in trade, reserves, financing of economy.

The change in economic conditions (decline in activity, impact of the trade war and domestic
structural constraints (increasing debt, default risk of financial institutions) have a direct impact
on the internationalization of the RMB whose depreciation has recently accelerated.

Several factors are behind this reversal (Steil & Smith 2017):
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During the period 2005-2013, the RMB appreciated by 36.7% against the $. Since it has lost more
than 11% of its value despite support from the Chinese Central Bank (PBoC) to support the
currency, pushing investors to abandon the currency.

The fall in the RMB reflects the slowdown in Chinese growth driven by debt and the accumulation
of default risks despite the policies of stabilizing the level of non-performing loans (NPLs) in the
Chinese banking sector. These bad debts reached $ 220 bn in 2016

Figure 4: Share of reserve currencies (in%o)

Major currencies’ share of world foreign exchange reserves A Snapshot of International C|,.|rr|3r||:‘t‘|I Use
f allacated resarves Share of total

m Dollar 3
WUSD
EUR

terling - e
== Reaminbi Other
. 80| mJPY
II e
5 RMB

40
' 20

Source: FT, UniCredit

FX tumover Global payments FX resernves International debi

Sources BIS, IMF; RBA, SWIFT

In order to control decline of the RMB exchange rate, the Chinese authorities limited, in 2017,
the conversion of the RMB into dollars, in particular by reducing the possibilities of acquiring
firms abroad to curb the capital outflows of the companies, making the repatriation of capital
more difficult for foreign investors. Short-term economic stability outweighs exchange rate
flexibility.

A third factor that helps explain the weakness of the RMB is that China has exhausted its export
potential. The export volume of more than 15% in 2015 is beginning to decline.

The fourth explanatory factor is the contraction of globalization (Richet & Vercueil, 2019).
Capital flows in the form of purchases of shares, bonds, direct investments, loans decreased by
2/3 from 11.9 trillion to 3.3 trillion $ between 2005 and 2015. Protectionists measures
implemented here and there lead to raising customs barriers. Merchandise trade is also declining,
shrinking by 10% between 2011 and 2015. China is losing market share in a declining global
market.

These factors have a strong impact on the future of the RMB, its international role, especially as
a reserve currency that today represents only 1% of the world's reserves.

Today, the priority for the Chinese government is to support economic activity in order to boost
growth on the one hand, to tackle deleveraging, the two objectives may be contradictory (Xu Bei
2018). At the same time, the government must fundamentally restructure the banking system

13



nnnnnnnnnnnn

today in great difficulty, and even for some (Pettis, 2019) in bankruptcy. The recovery of the
economy in China is generally based on the adoption of Keynesian policies by supporting
infrastructure financing providing limited returns, pushing the duplication of businesses without
prospects for future profitability, by opening up the credits widely, especially to state-owned
firms. This soft budget constraint leads to increased indebtedness and misallocation of resources.
Deleveraging itself produces (or should produce) an opposite effect by theoretically making the
budget constraint harder (credit squeeze, higher reserve requirements, higher interest rates).
However, it is not the case. Financial repression means that the state can continue to finance
unprofitable investments by drawing on available savings, including household savings. The risk
for China is the possibility of entering a long period of stagnation of its growth

Figure 5: Current Chinese Debt Distribution (in Tril $)
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The objective of economic stability (in fact social stability) will mobilize the efforts of the Chinese
leaders to the detriment of the objectives of internationalization which remains a prerogative. The
strategy around the BRI project aims precisely to rely on it to continue to develop the dimension
of exchange and investment currency, notably by finding outlets for Chinese companies with
overcapacity (Richet 2019) thanks to loans repayable by borrowing countries. receivers of
investments. This strategy is not without risk (see the losses recorded in Venezuela which amount
to $ 23 bns).

The fact remains that the internationalization of the RMB is based on a strong growth of the
Chinese economy, the only condition for permanently establishing the Chinese currency as a
reserve currency. In China, opinions differ on how to achieve or approach total convertibility
(Otero-Iglesias, 2018). A first current suggests the opening of the economy, the end of the
monopoly of state enterprises, the profound restructuring of the banking system; the strengthening
of the RMB's position in the Asian region (like the € in Europe). Another, more "illiberal"
approach is also considered, less market-oriented, as long as the country maintains other key

14
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determinants for internationalization such as a large economy and stable macroeconomic
framework and enhanced network externalities.

7. Conclusion

The internationalization of the RMB is proving harder than expected despite the promising start
of the Chinese government's efforts. To date, it represents only 1% of world reserves. Growth as
a currency of exchange and investment continues. The measures taken by the Chinese government
to protect themselves from speculative capital movements, curbing the capital outflow of Chinese
firms have had a negative impact on the appreciation of the RMB. Economic stabilization (revive
growth without increasing debt) and financial (restructure the financial system, reduce the risk of
default) now outweigh the goal of internationalization of the RMB.

What futures for the Chinese currency?

Abandon the internationalization of the RMB and withdraw from the international money market?
This does not seem conceivable because of the importance of China and the project of its leaders
to increase its power at the international level.

To develop its financial market, to transform itself into a market economy, to liberalize the
exchange system by opening the capital account. This scenario is not on the agenda in the
immediate future. It would imply that important structural and institutional measures are taken
for restructuring the financial system, end of financial repression, unification of domestic
financial and monetary markets with international markets.

It remains the perpetuation of the current status quo, keeping the domestic market in the hands of
the State, on the one hand, with the structural imbalances that characterizes it and on the other
continuing to expand the RMB as a trade and investment currency. Eventually, the authorities
could seek to drive a wedge into the hegemony of the dollar by creating financial instruments
(derivative in raw material).
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Abstract: Decades after the establishment of the first modern agricultural cooperative
in Bulgaria, we observe a continuous increase in its number, then we see a decline until
nowadays. We have identified three historical periods for this development: pre-
socialism, socialism and post-socialism. In periods, when the members’ satisfaction is
higher, we notice an increase of the cooperatives’ number and vice versa. In each period
the relation between members’ satisfaction, cooperative values and principles, on the one
hand, and existing and operating governance structures, on the other hand, differs
seriously.

This paper is concentrated on reasons for this development and tries to evaluate the
influence and application of the governance structure and cooperative values and
principles on members’ satisfaction. In our research we argue that the members’
satisfaction is higher when the governance structure of the cooperative fits with the

cooperative values and principles.

! This research is conducted within the project “Innovation Models for Farms Competitiveness Increase in

Bulgaria” financial grant from Nacional Science Fund, Ministry of Education and Science, contract Ne JTH
15/11 from 18.12.2017
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The methodology of the research comprises qualitative and quantitative methods. The
qualitative method includes in depth interviews, observations and narrative analysis. We
use Analytic Hierarchy Process (AHP) as an instrument for quantitative valuation of
governance structures, according to the cooperative values and principles as a criterion,

and will use it to measure the members’ satisfaction in each historical period.

Key words: agricultural cooperatives, cooperative values and principles, governance

structure, members’ satisfaction.

JEL codes: Q13

* kraskostenarov@yahoo.com
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1. Introduction:

Despite the deep historical roots of the Bulgarian modern agricultural cooperatives
and some decades of a continuous increase in their number, we observe a decline until
nowadays. We identify three historical periods for this development: pre socialism,
socialism and post socialism. In periods, when the members’ satisfaction is higher, we
notice an increasing number of cooperatives and vice versa. In each period the relation
between members’ satisfaction, cooperative values and principles and existing and
operating governance structures differs seriously.

The aim of this paper is to evaluate the impact and the application of cooperative
values and principles on members’ satisfaction as a main reason for the observed decrease
of the number of cooperatives (Figure 3).

The research proceeds from the assumption that the satisfaction of cooperative
members is closely related to the practical application of the cooperative values and
principles. If the cooperative values and principles are accurately followed, then the
members’ satisfaction increases and the cooperative enterprise is more sustainable. When
some cooperative values and principles are not applied, the members are not satisfied and
that can explain the decrease in the number of members and cooperatives over time.

Historically, the cooperative development in Bulgaria can be divided into three
periods:

* First period (pre-socialism) - from the establishment of the first cooperative in
1890 to 1944;

« Second period (socialist) - from 1945 to 1989;

* Third period (post- socialism) - since 1990.

In our previous studies we have found (Boevsky, 1., 2007; Sarov, A., Boevsky, I.,
2016a, b; Sarov, A., Boevsky, 1.,2017) some strong relations between members'
satisfaction and cooperative values and principles and their reflection in the cooperative
governance structure. On this basis, we claim that members' satisfaction is higher when
the cooperative governance structure corresponds to cooperative values and principles.

For each of the periods we will construct a hypothesis that we will try to measure
and prove in the empirical part of the study.

H1: The pre- socialist period applies the cooperative values and principles to the
greatest extent. Because of that, the members’ satisfaction is high and the cooperatives
are developing positively and the member is in the focus of the cooperative governance

structure.
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H2: The socialist period is characterized by values and principles that lead to
compulsory membership and centralized cooperative governance structure, which
focuses on the needs of communist party and communist government. Thus, the member
got only the role of endorsing the decisions of the communist party and its government
which is why the members’ satisfaction went to the lowest level. This is one of the
reasons, why members abominate this type of organization, which also reflects on the
negative image of the cooperative in the post-socialist period.

H3: The post- socialist period practically applies in low degree the values and
principles (even though they exist on paper and are presented in the cooperative
governance structure and try to change the focus formally on the member, but informally,
the focus is on the chairman and his management team), which is why the members are
not satisfied and their number decreases as the number of cooperatives.

We use Analytic Hierarchy Process (AHP) as an instrument for quantitative
valuation of the cooperative values and principles and will use it to measure member’s
satisfaction in each historical period.

Our paper is structured as follows. First, we begin with description of the periods
and values and principles that are followed. Second, we describe the methodology and
apply the AHP method to measure the members’ satisfaction. Finally, we discuss the
results and make conclusions.

Barton (1989) distinguishes the cooperative values and principles between four
classes of principles: Rochdale, Traditional, Proportional, and Contemporary. Based on
Barton’s classification we assume that the Bulgarian cooperatives use the following
values and principles:

* Pre-socialism period — combination of Rochdale principles with the values and
principles from Friedrich Raiffeisen and Wilhelm Haas;

» Socialism - "socialist” principles;

* Post-socialism - Traditional principles.

2. First period. Pre- Socialism - from the establishment of the first cooperative in
1890 to 1944

The first modern agriculture cooperative in Bulgaria was established in 1890 in
the village of Mirkovo. In Bulgaria, unlike Western European countries, cooperatives are
established in the villages. Since its beginning, the cooperatives have emerged to meet
the needs of their members and operate as full-purpose cooperative (incorporating both

financial and non-financial products and services into their business operations). The
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initiators for the cooperative establishment are not the common people, these are the
educated people. Leading role is played by the village mayor, the teacher, the priest.
Remarkable was the influence of the German cooperative system on the Bulgarian
cooperative law and Bulgarian cooperative development. In fact, Bulgarian cooperatives
follow a combination of Rochdale principles with the values and principles from Friedrich
Raiffeisen and Wilhelm Haas, which are summarized below:

1. Self-help,

2. Self-responsibility,

3. Self-management,

4. Volunteer management (without payment),

5. Democracy,

6. Equality,

7. Equity,

8. Solidarity,

9. Decentralization,

10.  Independence from the state,

11. Political and religious neutrality,

12.  Economization,

13. Voting is by members on democratic basis (one-member-one-vote);
14, Membership is open;

15. Equity is provided by patrons;

16. Equity ownership is share of individual patrons is limited;

17. Net income is distributed to patrons as patronage refunds on a cost basis;
18. Dividend on equity capital is limited;

19. Exchange of good and services at market prices.

These values and principles underpin the first Bulgarian cooperative law as well
as the internal and external cooperative governance structure. The member is in the focus
of the internal and external governance structure (see the left side of figure 2) and it is
build down-up. The decisions comes and are made from the owner-members in the
general assembly or from their representatives in the other governing bodies in their favor,
usually without agency problems (Figure 1). For consulting and assistance of one, more
or all operative cooperative governing bodies, the owner-members establish an advisory
board as an informal element of the internal governance structure. Usually, members of

the advisory board are educated people from the village that do this job voluntary.
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Figure 1. Extended innovative cooperative internal governance structure
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With their successful implementation of the values and principles and their
operations, the cooperatives gained the trust and the satisfaction of their owner-members.
In 1944 the number of the agricultural cooperative is 2,160 with around 2,000,000
members. These numbers show that every rural Bulgarian household is a member of
minimum one cooperative.
3. Second Period. Socialism - from 1945 to 1989

During this period the cooperatives are restructured in TKZS. Based on the
cooperative theory of Marks and Lenin, the restructuring is applied compulsory and
violently. Compulsion, pressure, violence and centralism become the main values
underpinning the communist cooperative low and corresponding government structure

(see the right side of figure 2).
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While in the pre-socialist period, the member-owner (in red) is in the focus of the
activity of the cooperative and its governance structures, in the socialist cooperative and
its governance structure, the focus is changed and is no longer on the individual member.
It is on the communist party and on the communist state. The governance structure is
reordered from down-up to top-down. We identify the following values and principles:

1. Compulsory membership
State-sponsored and state-controlled
Authoritarian management
Party Dependence
Party Control
Equity ownership is share of state
Concern for Party
Net income is distributed to state

© 0o N o 0 bk~ w DN

The benefits are for the state

10.  Nationalized private property

The autonomy of the cooperative is lost, whereby the governing bodies of the
communist party-and the communist state only dispose of the land and the distribution of
income. Another important feature is the members’ placement at the bottom of the
governance structure, i.e. their voice is no longer needed, they are practically not included
in the cooperative governance. They are instrumentalised and only used as the labour
resource of the production unit as well as entity for affirmation of the communist party’s
decisions. The function of the General Assembly has been completely seized by the party
secretary as an executive of the communist party and communist state. Thus, the
cooperative governance structure is practically merged with the communist party and
communist state.
Figure 2. A comparison between pre socialism and socialist cooperative

governance structure.
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4. Third Period. Post -socialism - a period of democratic change since 1990

Since 1989 political changes have taken place in Bulgaria in all spheres of the
socio-political life. The changes also affected on the Bulgarian cooperatives, giving a
political and economic opportunity for the development of a new type of cooperative
governance structures. Figure 3, 4 and 5 represent the traditional model of cooperative
governance structure from the post socialist period. The common between these three
structures is that all of them have General Assembly, Supervisory Board and Board of
Directors. The last chooses the Chairman, the Manager or both. That structure has become
a problem through the years because the Board of directors enters into an unregulated
relationship with the Chairman or the Manager or (as shown on figure 5) a group of
members creates informal structures and coalitions. In an effort to prevent the negative
impact of these informal relationships, has been introduced changes in the legislation.
The new and innovative governance structure is shown in Figure 6. According to the new
governance structure the Board of Directors, the Supervisory Board and the Chairman are

directly elected by the General meeting? Assembly.
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Figure 3. A cooperative governance structure during post socialist period:
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Cooperative values and principles during this period generally follow the
cooperative values and principles of the pre-socialist period. For this reason, we will not
list them in detail, as they have already been shown when presenting the pre-socialist
period.

In the period 1992-1996 there was an increased in the number of agricultural
cooperatives, with the increase being over 140% (Graph 1). In 1997-1999 there was a
stabilization. Since 1999, the number of agricultural cooperatives has been decreasing. In
2005, only half (1525) of those operating in 1998 was still functioning. In the period
2005-2016, they gradually lost their attractiveness and continued to reduce the number of
agricultural cooperatives. During these years, over 50% reduction was recorded, with
only 767 cooperatives remaining in operation in 2016. This is the result of the
membership drop caused the dissatisfaction of members due to the failure to respect the

cooperative values and principles.
Graph 1. Dynamics in the number of agricultural cooperatives in Bulgaria
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5. Methodology

The Analytic Hierarchy Process (AHP) is part of multi-criteria approach as a
decision-making model constructed for synthesis of information. Its main benefits are
when one has to solve problems that does not have clear quantitative measure, especially
when the problem is related to social elements, subjective opinions, etc. The application
of the model can be complicated and often requires a complex methodology.

The AHP together with Analytic Network Process (ANP) were introduced and
their theoretical frame were developed by T. Saaty (Saaty, 2001). Historically and
logically the AHP is the first model that appears (Saaty, 1980). AHP can help with
weighing of various alternatives according to a set of criteria, when the influences
between alternatives and criteria are hierarchical. At the top of the hierarchy is the
decision-making goal (Figure 7).

Figure 7: Analytic Hierarchy Process
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Sours: T. Saaty (Saaty, 2001)
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When evaluating the influence of the criteria, it is necessary to make pairwise

comparisons between them. In fact, we create a matrix where the criteria are used as rows

and columns. These comparisons are made on a scale from 1/9 to 9, where 1 means that

both criteria have equal influence on the alternatives, 9 means that the criteria on the row

has very strong influence and the factor on the column has no influence, 1/9 means that

the criteria on the column has very strong influence and the criteria on the row has no

influence. In table 3 are summarized possible scores and their explanation for the

estimation of the elements.

Table 3: The scale for estimation

Numerical Intensity of Definition Explanation
Importance

1 Equal Importance Two activities contribute
equally to the objective

2 Weak or slight

3 Moderate importance Experience and judgement
slightly favour one activity
over another

4 Moderate plus

5 Strong importance Experience and judgement
strongly favour one activity
over another

6 Strong plus

7 Very strong or | An activity is favoured

demonstrated importance | very strongly over

another; its dominance
demonstrated in practice

8 Very, very strong

9 Extreme importance The evidence favouring
one activity over another is
of the highest possible
order of affirmation

Source: (Saaty, Vargas, 2006)

The next step is to make pairwise comparison of the alternatives according every

criterion. The process is visualized on figure 8.

Figure 8. The process for pairwise comparison of the alternatives according

every criterion.
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Altertive Alterntive Alternative
1 2 3

Source: (Saaty, Vargas, 2006)

During the process of the application of the AHP model, we first define the
alternatives. In the recent study our purpose is to evaluate the three historical periods that
are described in the text above. This is the reason we use the tree periods as alternatives:

Table 4. Alternatives of the model

Alternative 1 Pre- socialism
Alternative 2 Socialism
Alternative 3 Post- socialism

Source: own table

Second, we have to define the criteria. We would like to evaluate the historical
periods (alternatives) according the cooperative values and principles and we are going
to use the cooperative values and principles, which we identified and described earlier in
the paper. The values and principles that we are going to use as criteria are shown in table
5. The reason we choose these seven values and principles as a criterion is because they
are a combination of basic values and principles that the cooperatives are trying to apply.
We also limit the number of values and principles up to 7, because if we use more values
and principles the amount of the questions in the questionnaire will grow dramatically.
So, at the end we choose the most important combination of values and principles
according to the authors of the study (table 5) and continue the application of the AHP
method.

Table 5. Criteria of the model

Criterion 1 One Member — one vote
Criteria 2 Voluntary and Open Membership
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Criteria 3 Non-interference from the state

Criteria 4 Self-help and Solidarity

Criteria 5 Democratic Management and Member Control
Criteria 6 Member Economic Participation

Criteria 7 Proportional remuneration

Source: own table

The next step is to create a questionnaire that the experts have to estimate the
pairwise comparison between alternatives according to every criterion. The estimates
were done by six experts independently and the results are calculated based on the
averages of the estimates. The experts that participate in the research are independent
experts. That means that we are not using members or member of the governing bodies
of the cooperatives because, from our preliminary conversations, they do not possess the
necessary knowledge in historical aspect to make justified estimate. That fact was a
surprise for us, so we decided to question only experts with proven knowledge about
cooperatives.
6. Results

After the estimation we take the averages of the pairwise estimates from the
experts and create the cluster matrix. The cluster matrix gives the weights of the different
criteria (table 6) and is used to calculate the final results. According the experts’
estimation, the principle Democratic Management and Member Control has 21.7%
weight and is the most important for the cooperative development. The second important
principle is Self-help and Solidarity with 16%. All the other values and principles that
take part of the research have weight between 10.2% and 14.2%

Table 6. Cluster matrix

One Member — one vote 13,6%
Voluntary and Open Membership | 14,2%
Non-interference from the state | 10,2%

Self-help and Solidarity 16,0%
Democratic Management and

Member Control 21,7%
Member Economic Participation |10,5%
Proportional remuneration 13,8%

Source: own table
The final results from the calculations of the AHP model are presented on figure
9. The result after applying AHP classifies the alternatives in percentage terms, with the
sum of the individual scores being 100. We can observe, which of the alternative best
suits the values and principles used as criteria. Subsequently, we will use the results to

confirm or reject the hypotheses made at the beginning of the study. According to the
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expert estimations, Pre- socialist period corresponds to the greatest extent to the
cooperative principles and values — 54%. Post- socialist period with 37% corresponds
less. And finally, the Socialism period corresponds only 9%. As noticed in the beginning
of the study the research assumption is that the satisfaction of cooperative members is
closely related to the practical application of the cooperative values and principles. When
we have higher % that corresponds to a higher level of members’ satisfaction, because
the values and principles are applied in high degree.
Figure 9. Weights of the alternatives (historical periods)

Pre socialism
54%

Socialism
9%

7. Comments of the results

We can conclude that the hypothesis 1 is confirmed by the results. The pre-
socialist period applies the values and principles of cooperatives to the greatest extent
(54%), which is why the satisfaction of the members is high and the cooperatives are
developing positively. That result is also influenced by the practically applied governance
structure that is shown on figure 1.

During the socialist period the values and principles were applied in a very low
extend and as a result, the members’ satisfaction was very low. That confirm the second
hypothesis H2. These results are logical, because the period is characterized by values
and principles that lead to compulsory membership and centralized cooperative
governance structure. Thus, the cooperative’s focus is on the needs of communist party
and communist government. The member has only the role of endorsing the decisions of
the communist party and its government. This explains, why the members’ satisfaction
went to the lowest level.

The result for the post- socialist period with 37 % is well below the estimation of

pre- socialist period. That means that cooperative values and principles are not strictly
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applied. Although they exist in the legislation and are presented in the cooperative
governance structure. However, this result shows that only the existence of formal
cooperative governance structures is not sufficient for effective implementation of the
cooperative values and principles. Furthermore, informal governance structures and
coalition in the operative cooperative governing bodies can change the focus of the
cooperative enterprise’ operations from the member-owners to these informal structures
and coalitions. That is the reason, why the cooperatives do not perform well in the last
decade. In this way we can consider that hypothesis 3 is confirmed. In fact, the number
of cooperatives has a strong growth at the beginning of the post socialist period (graph
1), which continues about 8 years. We can explain that growth with the initial enthusiasm
in the farmers and cooperative members. After that, the number of cooperatives slowly
decreases for the last about 20 years. The main reason for that is the low practical
application of the cooperative value and principles. The initial enthusiasm is expired and
the cooperatives cannot make use of it and gain growth. The members start to see the real
problems — that the cooperatives serve mainly for the purposes of the management team

(informal structures and coalitions), not for the individual cooperative member-owner.

8. Conclusion

Our study shows the importance of the cooperative value and principles for the
members’ satisfaction in the Bulgarian agricultural cooperatives. Furthermore, we
observe it is not sufficient to have them embodied in the relevant cooperative law and in
the cooperative governance structures but to implement them into practice for gaining
member’s satisfaction. In socialist and post- socialist periods, the agricultural
cooperatives have the characteristic of pseudo-cooperative. Same economic groups or
political actors, as well as mixture of these both set up only pro-forma the cooperative
values and principles and the cooperative governance structures to make their own profit

or strengthen their powerful positions.

34



¢

MONETARY RESEARGH CENTER

References:

Barton, D.G. (1989). “What is a cooperative?,” In: D.W. Cobia (ed.) Cooperatives in
agriculture Englewood Cliffs, NJ, Prentice Hall, pp. 1-20.

Boevsky, 1., Laurinkari, J. (2017). Die Zukunftsperspektiven des Genossenschaftswesens
als Teil der Sozialwirtschaft - Grundstrukturen des Genossenschaftswesens am Beispiel
BulgariensEuropéischer Hochschulverbund, Wismar, Deutschland.

Boevsky, 1. Sarov, A. (2017a). "Governance Structure in Bulgarian Agricultural
Cooperatives”, in Proceeding Scientific Conference "The Role of Family Businesses for
Sustainable Rural Development” (22 and 23 February 2017) Plovdiv: pp. 129-140.

Boevsky, 1., Sarov, A. (2017b). Cooperative Governance - Challenges and Perspectives:
Proceeding Scientific Forum The XXI Century Business - Trends and Challenges,
UNWE, Sofia, pp. 366-377.

Hanisch, M. (2003). Property Reform and Social Conflict, Shaker, Aachen. Berlin,
Humboldt-University, Diss.

Ministry of Agriculture and Food (2019), Agrostatistics.
Saaty T. L. (2001). The Analytic Network Process. RWS Publications: Pittsburgh, PA.

Saaty, T., Vargas L. (2006). Decision Making With the Analytic Network Process:
Economic, Political, Social and Technological Applications with Benefits, Opportunities,

Costs and Risks, Springer.

Sarov, A. (2016). ,,Innovations in the Governance Structure of Agricultural Production
Cooperatives in Bulgaria®, Proceeding 147th EAAE Seminar ‘CAP Impact on Economic
Growth and Sustainability of Agriculture and Rural Areas’, Sofia, Bulgaria, October 7-8,
2015, pp. 149-155.

Sarov, A., Boevsky, 1., (2018). ,,Governance Structures Of The Agricultural Co-
Operatives In Bulgaria — Concepts And Practices”,,One World Many Cultures”,
Bydgoszcz, Poland, Roczniki Ekonomiczne Kujawsko—Pomorskiej Szkoty Wyzszej W
Bydgoszczy. PL, 11(2018), pp. 215-231.2.

35



¢

MONETARY RESEARGH CENTER

Lebanon: Monetary stability despite the economic crisis

(in French)

Nabil TANNIR
UPJV, MUBS Lebanon

Abstract: The exchange rate is one of the most important economic indicators that determine
the internal and external economic situation of the country. In this context, we will study the
stability of the exchange rate in Lebanon despite the existence of economic crisis and other
problems and charges that contribute to the deterioration of this exchange rate. This reality in
Lebanon led me to propose this study, and to raise issues that led us to real hypotheses
explaining this economic and financial situation. For this, we will examine the role played by
the Bank of Lebanon in protecting the Lebanese pound by highlighting the monetary policies
adopted. On the other hand, we will study the role of the banking sector in the stabilization of
the exchange rate, and finally we come to the external factors among which we consider the
possibility of the existence of political pressures to save the Lebanese pound.

Therefore, we find that the Central Bank of Lebanon defines a fundamental objective of its
work, which is to stabilize the currency of the pound, not to expose it to risk and reverse its
deterioration through successful policies, in particular monetary policy. In addition, we
consider the role played by the banking sector through commercial banks, considered as the
economic life of Lebanon and the main assistant of the central bank in the implementation of
its policies. | will use my analytical approach, descriptive approach and historical approach,
in which I will collect information, reports, data, evidence, tables and analyses to achieve the
results. scientific requirements. In addition, I will rely on a questionnaire that I will prepare to
investigate the opinion of economists and financiers on the problem. In conclusion, | will
analyse the results of my research, from my point of view, to try to answer the problems posed
by this study.

Finally, in my research summary, it is considered that the factors of influence are purely
monetary, the Bank of Lebanon playing a more important role: the commercial banks and the
confidence of the Lebanese in their currency.

Key words: Exchange rate, monetary stability, Central Bank, economic crisis, commercial
banks, economists, financiers.

JEL code : E58
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1 Introduction

Le taux de change est 'un des indicateurs économiques les plus importants qui déterminent
la situation économique interne et externe du pays. Les pays du monde s’efforcent aujourd’hui
de maintenir leur taux de change et donc de le stabiliser a des niveaux proches des principales
monnaies, car le taux de change joue un rdle important sur la performance financiere,
commerciale et économique. En plus, il détermine le statut de I'état économique mondial. Cette
interdépendance économique a amené les pays du monde a paniquer afin de préserver leur
situation monétaire et financiere, afin d’atteindre la croissance économique souhaitée.

Dans ce cadre, nous allons étudier la stabilité du taux de change au Liban malgré I'existence
des crises économiques et d’autres problémes et charges qui contribuent a la détérioration de
ce taux de change. Cette stabilité questionnable montre I’importance de cette étude qui va
essayer de révéler les causes principales de la stabilité du taux de change a la lumiere de toutes
les problemes persistantes. En réalité, il existe une corrélation entre la situation économique et
la situation monétaire de I'Etat. En effet, toute détérioration économique affectera tous les
secteurs, y compris le secteur monétaire et le taux de change.

Cette réalité au Liban, m'a amené a proposer cette étude, et a soulever des problématiques
qui nous ont conduit a des hypothéses réelles expliquant cette situation économique et
financiéres. Pour cela, nous examinerons le réle joué par la Banque du Liban pour protéger la
livre libanaise en soulignant sur les politigues monétaires adoptées. D'une autre part, nous
allons étudier le role du secteur bancaire dans la stabilisation du taux de change, et finalement
nous venons sur les facteurs externes parmi lesquelles on considere la possibilité de I'existence
des pressions politiques visant a sauver la livre libanaise.

Au début, je connaitrai le taux de change et le profil de la situation économique et financiére
du Liban, puis je parlerai de la Banque du Liban et de son role dans le maintien du taux de
change, du réle du secteur bancaire et des facteurs politiques internes et externes.

Par conséquent, nous constatons que la Banque centrale du Liban définit un objectif
fondamental de son travail, qui consiste a stabiliser la devise de la livre , a ne pas I'exposer au
risque et a inverser sa détérioration par le biais de politiques fructueuses, en particulier la
politique monétaire, qui est a la base de cette stabilité. De plus, la banque centrale participe au
maintien de la monnaie afin de parvenir a la stabilité monétaire pour certains objectifs
politiques internes ou externes. En plus, nous considérons le réle joué par le secteur bancaire
par le biais des banques commerciales, considérées comme la vie économique du Liban et
l'assistant principal de la banque centrale dans la mise en ceuvre de ses politiques. Cela signifie
que plusieurs facteurs externes contribuent au renforcement de la lire et a sa non-détérioration.

Je m'appuierai dans mon étude sur l'approche analytique, l'approche descriptive et
I'approche historique, dans lesquelles je collecterai des informations, des rapports, des données,
des éléments de preuve, des tableaux et des analyses pour atteindre les résultats économiques
scientifiques requis. En plus, je m'appuierai sur une questionnaire que je préparerai pour
enquéter l'opinion des économistes et des financiers concernant le probleme posé. En
conclusion, janalyserai les résultats de mes recherches, de mon point de vue, afin d'essayer de
répondre aux problemes posés par cette étude.
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2 Situation économique et monétaire du Liban

Avant de se propager dans les détails de I'étude, nous devons introduire la situation de
I'économie libanaise, du taux de change et d'autres sujets dont nous pourrions avoir besoin dans
nos recherches.

2.1 Définition du taux de change

Le taux de change nominal est le prix auquel les deux monnaies sont échangées, soit par le
biais du mécanisme d’offre et de demande sur les marchés des devises pour les pays qui ont
libéralisé les taux de change de leurs monnaies nationales, soit directement par décision des
autorités monétaires des pays dont les gouvernements continuent de contrfler les taux de
change[1].

Le taux de change réel est le taux de change qui mesure le pouvoir d’achat extérieur de la
monnaie nationale, ¢’est-a-dire son pouvoir d’achat par rapport a des biens étrangers, et le taux
de change nominal est divisé par le taux de change permettant la parité de pouvoir d’achat. Ce
dernier est defini comme le produit de la division de la valeur monétaire d'un panier de biens
dans le pays en devise étrangere par la valeur monétaire du méme panier sur le marché intérieur.

2.2 La situation économique libanaise récente (2018-2019)

Tout le monde s’interroge sur la situation économique, financiére et monétaire au Liban, qui
vit une crise financiére et économique. La crise semble étre imminente et menace d'un
effondrement financier et économique. Le Fonds monétaire international (FMI) a déclaré que
I'économie libanaise est sur une voie non viable, ce qui nécessite une action urgente et un
resserrement des finances publiques.

En ce qui concerne le PIB du Liban, celui ci sera representé dans la figure 1 ci-contre, dans
laquelle la crise économique est trés évidente en observant les valeurs décroissante du PIB dont
la chute en 2011 a été causée par la crise syrienne.
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Figure 1: Taux de croissance du PIB.

Le début de 2018 a enregistré une poursuite des faibles taux de croissance du secteur réel
de I'économie nationale. Les rapports de certaines institutions financieres internationales,
dirigées par la Banque mondiale et le Fonds monétaire international (FMI), indiquent qu'en
2019, I'economie libanaise souffrira des effets des tensions politiques, qui continuent de peser
sur l'activité économique. Selon la Banque mondiale, la crise syrienne depuis 2011 a eu un
impact négatif sur tous les secteurs économiques du Liban. La croissance n'a pas dépassé 2,5%
depuis 2012, contre 8% en 2009 et 2010. L'économie libanaise a cr( de 1,8% en 2016 et de
1,3% en 2015. Le FMI a estimé la croissance économique réelle du Liban a 1,2% en 2017, et
devrait atteindre 1,5% en 2018 et 1,8% en 2019. Ces faibles chiffres sont principalement dus
aux répercussions persistantes des crises politiques et sécuritaires régionales sur les niveaux de
confiance dans le pays et sur le secteur immobilier, le tourisme, les investissements et les
activités commerciales.

Les statistiques du département central des statistiques font apparaitre une hausse de l'indice
des prix inflationniste de 5,19%, a 104,14 en février 2018, contre 99,00 le méme mois en 2017,
alors que le prix de toutes les composantes de l'indice augmentait. Au fur et a mesure que
I'inflation augmentait, la pression augmentait en raison de la hausse des prix mondiaux des
produits de base et de la dévaluation du dollar par rapport a l'euro, entrainant une hausse
significative des prix a lI'importation.

Selon les statistiques du ministere de I'Industrie libanais, les exportations ont diminué de
2,11% d'une année sur l'autre. Quant au secteur immobilier, il est tombé a environ 20%, ce qui
a conduit certains promoteurs immobiliers a se tourner vers d'autres pays, tels que Chypre, qui
trouvent une demande d'achat libanaise.

La figure 2 ci-dessous montre la balance commerciale du Liban pour I'année 2012 jusqu'a
I'année 2016.
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Figure 2: Balance commerciale libanais.
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Selon la Banque du Liban, les prix de I'immobilier ont chuté de plus de 10% en 2017, alors
que le PMI indique que la confiance du secteur privé dans l'instabilité politique continue d'étre
affectée.

Le taux de chdmage a augmenté de 36% a 42% chez les 18-24 ans et Les indicateurs
industriels ont révélé la fermeture de quelque 388 entreprises entre 2012 et 2015 sur les 2 365
entreprises employant environ 78 000 personnes.

3 Ingénierie financiere de la Banque du Liban: un moyen financier, monétaire et
économique

La Banque du Liban est la Banque centrale libanaise. Elle a été créée le 1°" ao(t 1963 mais
son véritable démarrage a eu lieu le 1* avril 1964. La banque est actuellement dirigée par Riyad
Salameh, qui a été nommé meilleur gouverneur de la banque centrale du Moyen-Orient en
2005. La banque est responsable de I'émission de la monnaie libanaise. La stabilité monétaire
au Liban et I'organisation des transferts de fonds maintiennent l'intégrité du secteur bancaire et
controlent et déterminent les lois. La banque a lancé un plan quinquennal de réduction de la
dette libanaise, dont la succursale principale est a Beyrouth et possede des succursales a Aley,
Baalbek, Bikfaya, Jounieh, Nabatieh, Saida, Tripoli, Tyre et Zahlé.

Au cours des trois derniéres décennies, le monde a connu une nouvelle innovation de
civilisation qui a incité les Etats a s’occuper de deux intermédiaires essentiels: I’argent et la
critique. Une nouvelle science, "l’ingénierie financiere", est apparue. Cela s’agit du
développement et de I’application de la technologie financieére, qui comprend des aspects
théorigues, des méthodes quantitatives et des produits financiers[2].

Depuis sa création en 1963, la BDL suit de pres les développements qui ont lieu sur la scene
locale et internationale, tout en ce concentrant sur son objectif principal, a savoir la stabilité
monétaire. Sur le plan international, le monde des finances a été téemoin de changements majeur
résultant de la mondialisation rapide du secteur bancaire et des missions exceptionnelles
confiées aux institutions bancaires et financieres, telles que la lutte contre le blanchiment de
capitaux et la corruption. en outre, les crises successives qui ont secoué les marchés émergents
ont incité le comité de Bale pour supervision bancaire a adopter de nouveaux principes
directeurs, plus connus sous le nom de Bale 2 et qui ont été progressivement appliqués par le
Liban a 2008. Sur le plan national , l'objectif principal de la BDL continue a étre le
renforcement de la confiance dans la livre libanaise et le maintien de la stabilité monétaire,
étant donné que cette stabilité est la clef de voute pour la réduction de l'inflation, la stabilité
des prix, la baisse de taux d'intérét et une croissance économigue soutenue.

Apres la définition de la Banque du Liban va aborder, nous parlerons de son role et c’est la
le base de cette recherche, ou la Banque du Liban et les politiques adoptées sont le plus
important de la stabilisation du taux de change et ont émergé des politiques de sauvetage
adoptées par la banque.

Le Conseil central, dans le cadre des pouvoirs conférés a la Banque du Liban par cette loi,
a les pouvoirs suivants:

1. Définit la politigue monétaire et de crédit de la Banque du Liban

2. Etablit les regles pour I'application de cette loi
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Détermine, a la lumiére de la situation économique, le taux d'escompte et le taux
d'intérét des crédits et des notes de la Banque du Liban dans toutes les mesures relatives
aux banques.

"La Banque centrale, du général, a pour mission de conserver des liquidités afin de garantir
la base de la croissance économique et du statut social, et plus particuliérement la mission de
la Banque centrale [3]:

Sauvegarde de la sécurité de la monnaie libanaise,

Maintenir la stabilité économique,

Maintenir l'intégrité du systéme bancaire,

Développer le marché monétaire et financier”, le gouverneur de la Banque du Liban a
expliqué le mécanisme et les objectifs de I’ingénierie financiere a travers les supports
écrits et visuels, les données, les entretiens et la télévision."

3.1 Mécanisme approuvé et ses résultats

3.1.1 Les étapes

Les détails et les étapes de I'ingenierie financiere, qui ont été appliqués au second semestre
2016, peuvent étre définis comme suit:

1.

3.

La Banque du Liban a procéde a un échange avec le ministere des Finances libanais,
qui a notamment obtenu des obligations en euro-obligations emises par le ministere des
Finances d'une valeur de 2 milliards de dollars, les intéréts allant de 6,25% sur six ans
a 6,85% sur 13 ans. De la méme valeur en livres libanaises de son portefeuille.

La Banque du Liban a vendu ses obligations en euro et a émis des certificats de dépot
en dollars d’une valeur d’environ 11 milliards de dollars aux banques commerciales,
contre de nouvelles entrées de dollars transférees hors du Liban par la banque.

La Banque du Liban appliquait un taux d’intérét de zéro pour cent pour les titres en
livres libanaises (bons du Trésor et certificats de depdt) détenus par les banques
commerciales dans leurs portefeuilles, d’une valeur équivalente a la transaction de la
deuxiéme étape (euro-obligations et certificats de dépdt en USD). Egalement payer la
moitié de la valeur des produits d'intéréts immédiatement (qui sera réalisé pour les
banques et les institutions financieres a I'échéance et d'une valeur totale d'environ 9,600
millions $), et apres ce sujet de traitement & déduction volontaire a I'intérieur des termes
des avantages de valeurs décotées par 50% pour la Banque du Liban.

Conformément aux dispositions de la troisiéme phase, les obligations de I’Etat libanais, que
la Banque du Liban avait précédemment réglées pour les banques précédemment achetées a
I’Etat, ont été inscrites a son actif en contrepartie de 1"utilisation de certains éléments de passif
inclus dans son budget. Ainsi, la Banque du Liban n’a pas utilisé de fonds publics pour financer
cette ingénierie, et n’a pas non plus porté de fardeau.

3.1.2 Les résultats
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Cette ingénierie financiere a de multiples objectifs et dimensions, et son impact a été
surveillé en mettant en évidence les résultats suivants:

1.

Tout d'abord, renforcer la banque étrangere d'actifs en devises du Liban, de la prémisse
que l'obtention d'un budget solide est nécessaire pour maintenir l'intérieur et a I'extérieur
de la stabilité de la confiance, et donc son impact positif sur la stabilité du taux de
change et taux d'intérét. Grace a I'ingénierie financiére, les avoirs en devises de la
Banque du Liban ont atteint le niveau record de 41 milliards de dollars, ce qui donne
une stabilité a la livre libanaise et aux taux d’intérét.

Le renforcement du capital des banques, ou la Banque du Liban a chargé celles-ci
d'affecter le produit du mécanisme d'ingénierie financiére a la deuxieme tranche de son
capital.

Augmenter les liquidités en monnaie locale, afin de garantir les besoins de financement
du secteur public et le colt optimal. L'ingénierie financiere a réussi a atteindre cet
objectif grace a la croissance des dépdts, qui se situait a 2,5 pour cent apres l'ingénierie
financiére, par rapport a 0,9 pour cent depuis le début de I'année et jusqu'en Avril 2019.
il a connu une croissance annuelle des dépots dans une année forfaitaire 2016 a 7,2 pour
cent.

Améliorer le statut de la dette publique en réduisant son cofit. L architecture financicre
de la Banque du Liban a entrainé une baisse des taux d’intérét des obligations du Trésor
a5 ans de 6,74% a 5%, ainsi que du taux d’intérét des dépodts a long terme et des dépdts
en livres libanaises. 9% a 8,4%. Afin d'améliorer le statut de la dette publique, le succes
de cette opération renforcera la confiance dans les euro-obligations libanaises.

Améliorer la situation de la balance des paiements en adoptant les moyens d’accroitre
la demande intérieure et la productivité, favorisant ainsi la croissance et le
développement.

Améliorer la cote de crédit du Liban.

3.1.3 Prochaines étapes

Il faut améliorer la compréhension du délicat équilibre de la politique monétaire
représenté par la Banque du Liban.

En dépit de tous les négatifs qui flottent a la surface de la scene libanaise, il ne faut pas
négliger le fait trés important, souvent négligé, et que le Liban se caractérise par sa
capacité a des secteurs internes des finances publiques et privées, sans avoir recours a
des fonds externes ou aide.

Nous estimons que 1’évaluation de ’ingénierie financiére devrait étre fondée sur des
critéres objectifs au moyen d’une analyse colits-avantages. En un coup d'ceil, il est clair
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que cette ingénierie a produit des résultats pratiques pour toutes les parties prenantes et
n'a pas engendré de fardeau ni de codts pour la banque centrale ou le gouvernement.

4. La perspective générale devrait étre corrigée en fonction des faiblesses et des
déséquilibres réels de la situation économique au Liban.

Ces initiatives et politiqgues monétaires, traditionnelles et non conventionnelles, exécutives
et organisationnelles, servent toutes a servir la stabilité politique si elles sont baties sur elles.
L'exigence de stabilité politique est de parvenir a I'immunité économique. La volonté politique
de saisir les opportunités économiques, de rationaliser la volonté et de mettre en ceuvre la
planification stratégique et la renaissance est toujours disponible.

Il en ressort que 1’objectif de la Banque du Liban est de maintenir la stabilité¢ du taux de
change au Liban car cette politique donnera confiance aux investisseurs du Liban, de la livre
libanaise et de I’économie libanaise, Cela était évident grace aux permis du gouverneur de la
Banque du Liban ces derniéres années, Salameh a dit: " La livre libanaise est stable et le restera.
En juin 2017, la Banque du Liban a consolidé ses réserves en devises. Cela confirme que la
Banque centrale a les moyens, comme elle le dit toujours, d’assurer la stabilité de la monnaie
nationale. L'écurie de la livre libanaise taux de change renforce la confiance dans I'économie,
renforce les achats pouvoir et contribue a la stabilité de la structure des taux d’intérét ", Salameh
a déclaré aux participants a une conférence sur les PME a la BIEL[4].

Salameh a répété : "Les évenements douloureux dans notre région et la guerre en Syrie ont
nui affecté la croissance économique au Liban, qui a également eu un impact négatif difficultés
économiques et financiéres dans les pays ou le travail libanais. Les préts bonifie sont permis
de maintenir une croissance positive de Liban, en raison de leur effet sur la demande locale ",
a déclaré Salameh[5].

Il est donc clair, que la Banque du Liban s‘appuie sur des politiques économiques a grande
échelle visant a stabiliser le taux de change en termes d'indicateurs importants de I'économie
libanaise, ce qui a lié I'effondrement économique du Liban directement lié a la détérioration du
taux de change libanais.

4 La relation entre le secteur bancaire et la stabilité du taux de change au Liban

Le secteur bancaire libanais comprend 69 banques réparties entre 45 banques commerciales,
16 banques d'investissement a moyen et long terme, des banques a moyen et long terme, cing
banques islamiques et trois banques bancaires privées. En termes de propriété, outre les
banques libanaises, le secteur bancaire libanais est I'un des plus grands secteurs bancaires
arabes et internationaux en termes de taille de I’économie nationale, avec un actif total de 370%
du PIB nominal a la fin de 2014. Produit intérieur brut, préts a environ 177% de celui-ci.

Le secteur bancaire libanais est stable et financierement sain. Il joue un réle clé dans
I'économie nationale, ou les banques dominent toujours le systéme financier du pays, en tant
que principal bailleur de fonds des particuliers et des institutions. L’activité bancaire dans son
ensemble est soumise a la loi sur le commerce (1942) et a la loi sur la monnaie et le crédit
(1963). Les banques et autres institutions financiéres au Liban operent sous la supervision de
la Banque du Liban, la banque centrale, qui est l'autorité monétaire régissant le travail des
banques dans le pays. La Banque centrale autorise la création de nouvelles banques, définit le
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domaine d'activité des banques, dresse le portrait des actifs de la profession et impose les regles
de précaution qui devraient étre adoptées par le secteur.

L'organisme de réglementation est representé au sein du Comité de contrdle bancaire, créé
en 1967, qui surveille l'activité des banques et veille a la bonne application des lois et des
réglements. Les progres réalisés par le secteur bancaire libanais depuis plus d'une décennie a
éte atteint sans I'efficacité de la réglementation et de surveillance est juste et approprié pour
chacun de la Banque du Liban et de la Commission de contrble des banques, et sans une
collaboration étroite avec I'Association des banques au Liban.

La Banque du Liban a concentré ses efforts sur la mise en place d’un secteur bancaire fort
et résistant, capable de supporter de lourdes charges pendant la phase de reconstruction et de
construction. La présence d'un secteur bancaire moderne et moderne au Liban lui permet
d'atteindre son objectif premier qui consiste a restaurer son r6le de centre financier, bancaire et
économique aux niveaux régional et international.

Le secteur bancaire a la capacité de résister aux chocs et aux crises, et de surmonter les
chocs financiers, quelles que soient leur nature et leurs causes, et constitue un refuge régional
sOr pour des investissements stables et rentables. Figure 3 représente la relation entre l'actif
des banques et le taux de croissance économique.
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Figure 3: Relation entre le total des actifs et le taux de croissance économiques.

Enfin, comme indiqué précédemment, la Banque du Liban utilise le secteur bancaire comme
un outil trés important pour controler la liquidité, les taux d’intérét et d’autres indicateurs
permettant de stabiliser le taux de change. Mais aujourd’hui, la performance des banques est
affaiblie par la pression exercée sur elles pour financer le secteur public et les conditions
financiéres de certaines banques, qui ont conduit a une faible performance des banques ces
derniers temps, mais nous ne pouvons pas étre faibles car c’est toujours le secteur le plus fort
du monde.

5 Le réle des secteurs économiques libanais dans le maintien du taux de change

Les secteurs économiques libanais sont presque absents, ou seuls deux secteurs principaux,
la banque et les services, sont controlés: le tourisme est entré dans ces deux secteurs, mais la
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situation en matiere de sécurité et le risque élevé qui régne au Liban ont nui a l'efficacité du
secteur du tourisme. Seulement 20% de leurs performances économiques, les secteurs
économiques ne permettent donc pas de contrdler le taux de change, mais cela est dd a la
politiqgue monétaire adoptée par la Banque du Liban.

Il convient de noter que le cycle économique au Liban n’est pas sain, contrairement a la
stabilité du taux de change, ce qui confirme ce que fait I’Etat libanais en séparant 1’économie
de la situation financiére et monétaire.

6 La politique intérieure et étrangére et son role sur le taux de change

Le Liban a un systeme politique complexe, plus sectaire que politique, ou il gouverne les
partis politiques directement et partage le butin avec insolence, mais nous ne pouvons pas
cacher qu'il existe une décision politique claire de ne pas sous-estimer la situation économique
et financiére du Liban en raison des intéréts des hommes politiques. Au Liban, ou il occupait
une place prépondérante lors de la formation du gouvernement, par crainte de I’effondrement
de la livre libanaise, dont il a été question récemment. Outre les facteurs politiques externes
qui veulent la stabilite financiére et économique du Liban en raison de ses interéts au Liban.

Il est clair que parallélement a la politique monétaire de la Banque du Liban, il existe une
décision politique visant a protéger le Liban économiquement et financierement et a I'empécher
de faire faillite, comme en témoignent les sacrifices consentis par les hommes politiques au
début de 2019 pour former un gouvernement sans tenir compte des sieges ministériels. La livre
ne tiendra pas grand-chose si elles ne forment pas le gouvernement.

7 Conclusion de la partie théorique

A la fin de mes recherches, je me permettrai d'analyser ce que jai dit, d'un point de vue
économique, car je suis un economiste.

En tant qu'économiste, nous allons commencer par un certain nombre de faits et de faits
dans lesquels on peut énumérer les éléments suivants de maniere simplifiée, en dehors de la
complexité des chiffres:

1. L’augmentation des intéréts se répercute négativement sur le colit de la dette publique,
ainsi que sur le colt de ’emprunt du secteur privé, qui ont un impact négatif sur la
croissance économique.

2. Les banques souffrent d'un manque de liquidités en livre libanaise du fait que la majorité
de leurs fonds sont investis dans des bons du Trésor libellés en lires, par le secteur
public disposant de grosses sommes d'argent et par le secteur privé disposant de
mandats plus petits[6].

3. Le grand intérét que la Banque du Liban offre aux banques libanaises en échange de
ses dépdts a contribué a la consommation de ses capacités, en plus des pressions
financiéres auxquelles elle est confrontée pour faire face a de nombreux avantages.

4. En raison de la transformation des actifs des banques en crédits du secteur public, les
banques ont perdu leur réle d'intermédiaire dans le cycle normal de [lactivité
économique et ont été affectées par la situation financiere difficile et fragile du secteur
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public, qui a eu une incidence négative sur leur situation financiere et leurs flux de
trésorerie.

5. Le Liban atteindra bientdt une phase de déficit budgétaire total, en raison du
déséquilibre entre les importations et les dépenses, qui menacerait completement la
stabilité financiere, ce qui est spécifiguement mentionné dans le sixiéme paragraphe,
ou la difficulté de la situation financiére rencontree par les politiciens pour accelérer la
formation de Gouvernement.

La Banque du Liban n'arrétera pas la politique de soutien de la livre, comme le prétendent
certains, et insiste pour intervenir sur le marché afin de maintenir le taux de change fixe de la
livre libanaise, quoi que cela nécessite de consommer sa réserve actuelle de dollars et de
devises. En outre, la taille de la réserve monétaire détenue par la Banque centrale est
importante, confirmant ainsi la capacité de la banque a faire face a une crise qui dure plusieurs
semaines, pas seulement une crise passagére, sachant que la réserve d'or augmentera a son tour
les facteurs de confiance. Nous ajoutons ici que 65% des dépdts Au Liban, le dollar est exprimé
en dollars, ce qui signifie que les déposants qui peuvent transférer leur argent de la lire au dollar
ou a une devise étrangére constituent la minorité. Le relevement des intéréts bancaires sur les
dépdts en livres libanaises a séduit de nombreux déposants, bloquant leurs comptes pendant de
longues périodes. 1l a ajouté que les conférences internationales qui se tiendraient pour soutenir
le Liban ne pourraient que renforcer le climat général positif.

\

En conclusion, j’ai trouvé des réponses raisonnables a une hypothése de recherche: la
Banque du Liban s’efforce de maintenir la livre libanaise, en plus du secteur bancaire, qui est
le principal atout, en plus du role politique et de la décision politique libanaise et internationale
de préserver le Liban et de ne pas le mettre en conflit. Trouve en elle.

A cet égard, nous critiquons la politique financiére de la Banque du Liban et de I’Etat
libanais dans son ensemble, dans la mesure ou elle accorde la priorité a la stabilité des échanges
financiers et non a un cycle économique normal, et au fait qu’elle creuse la dette du Liban au
lieu de recourir a un plan économique et financier productif. Mais j'avouerai que la politique
monétaire a fait son devoir au cours des deux derniéres décennies et a réussi a preserver la
valeur de la livre libanaise, avec 750 000 employeés payes en livres libanaises. Mais est-il temps
que lautorité politiqgue contréle le déficit et les finances publiques et déplace le cycle
économique au Liban, mais le mouvement économique augmentera-t-il le niveau des échanges
au Liban ou la séparation de I'économie du taux de change restera-t-elle sous le contréle du
Liban?

8 Partie practique: Questionnaire concernant le sujet adressé

Aprés avoir collecté les informations, les indicateurs et les articles, et pour confirmer la
validité des résultats, j'ai développé un formulaire scientifique que j'ai distribué a un échantillon
de 20 personnes. Ce formulaire composé de 15 questions nous fournit les informations
nécessaires pour confirmer nos recherches scientifiques et confirmer les résultats.

Le questionnaire comprend 15 questions, divisées en deux sections, un département
économique, un département financier et un échantillon approuvé par des économistes et des
financiers, afin de connaitre le point de vue financier et économique a propos du sujet.
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J'ai posé des questions sur le role de la Banque du Liban et des banques commerciales et sur
la vigueur de la livre libanaise, ainsi que sur la monnaie des comptes financiers, ou la majorité

NTER

des participants étaient calculés en livres libanaises.

Une fois la distribution complétée et remplie, j’ai classé et traité les résultats, puis j’ai utilisé
SPSS pour analyser ces résultats de manicre a ce que 1’étude soit purement scientifique. Les
résultats de ce formulaire seront présentés et analysés ci-dessous, afin de les faire correspondre

a la réalité, a nos études et a notre problématique.

8.1 Résultats:

Les questions utilisées dans la questionnaire distribuée seront attachées en fin de cette étude.

J'ai compilé les résultats, les ai préparés, les ai traités et les ai inscrits sur la base, et je
placerai les résultats de chaque question en fonction de I'occupation sur un tableau et un
dessin circulaire comme présenté ci-contre:

Q1.
Occupation
Fréquence| % |% valide | % cumulé
Valide | Economie 10 50.0 | 50.0 50.0
Finance 10 50.0 | 50.0 100.0
Total 20 100.0| 100.0
Q2:
Quielle devise utilisez-vous pour vos
comptes bancaires?
Fréquence| % |% valide | % cumulé
Valide | L.L. 15 75.0 | 75.0 75.0
L.L.et USD 1 5.0 5.0 80.0
USD 4 20.0 | 20.0 100.0
Total 20 100.0| 100.0
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Qa:
Sur une échelle de 1 a 5, a quel point faites
-vous confiance a la livre libanaise?
Fréquence| % |% valide |% cumulé
Valide | Assez Bien 3 150 | 15.0 15.0
Bien 4 20.0 | 20.0 35.0
Tres Bien 10 50.0 | 50.0 85.0
Excellent 3 15.0| 15.0 100.0
Total 20 100.0| 100.0
Q4.

Sur une échelle de 1 a 5, dans quelle mesure pensez
-vous que les banques commerciales contribuent a
la conservation de la valeur de la livre libanaise?

Fréquence| % |% valide | % cumulé
Valide | Tres faible 1 5.0 5.0 5.0
Assez Bien 4 20.0 | 20.0 25.0
Bien 8 40.0 | 40.0 65.0
Treés Bien 4 20.0 | 20.0 85.0
Excellent 3 15.0 | 15.0 100.0
Total 20 100.0| 100.0
Q5:

Le taux d'intérét du marché (10%) est-il conforme

aux indicateurs financiers?

Fréquence| % |% valide|% cumulé
Valide | Non 14 70.0 | 70.0 70.0
Oui 6 30.0 | 30.0 100.0
Total 20 100.0| 100.0
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Pourquol la livre libanaise ne s'est-elle pas effondrée lors de |a crise financiére
mondiale de 20087

Pourquoi la livre libanaise ne s'est-elle pas
effondrée lors de la crise financiere mondiale de 2008~
Frég.| % |% valide |% cu
Valide | Politiques financierset| 13 | 65.0 | 65.0 65
moneétaires appliquées
par la BDL.

A cause des réserves 7 |350| 350 10(
de la BDL en Or et

en devises étrangers.
Total 20 [100.0| 100.0

A cauge des polth 3
I frenetrs of ateiares
apphguezs par o BOL
A cauge des réserves de la
EIBDL en Or e en devisex
Slrargers.

Q7 . Quel est I'effet de I'aggravation de la dette publique sur la livre libanaise?
B Déresciation

W nfichen

Quel est I’effet de I'aggravation de la dette
publique sur la livre libanaise?

Fréquence| % |% valide |% cumulé

Valide | Dépreciation 14 70.0 | 70.0 70.0

Inflation 6 30.0 | 30.0 100.0

Total 20 100.0| 100.0

Pensez vous que la livre libanaise s'effondra dans la péricde a venir?

Qs8:

Pensez vous que la livre libanaise s'effondra
dans la période a venir?

Fréquence| % |% valide | % cumulé
Valide | Non 17 85.0 | 85.0 85.0
Oui 3 15.0| 15.0 100.0
Total 20 100.0| 100.0
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Qo9:
L'agrégat monétaire, est-il capable de fixer
le taux de change?
Fréquence| % |% valide | % cumulé

Valide | Non 7 35.0| 35.0 35.0

Oui 13 65.0 | 65.0 100.0

Total 20 100.0| 100.0
Q10:

Est-ce que la base de I'offre et de la demande

détermine-t-elle le taux de change?

Fréquence| % |% valide | % cumulé
Valide | Non 3 15.0 | 15.0 15.0
Oui 17 85.0 | 85.0 100.0
Total 20 100.0| 100.0
Q11:

Pensez-vous que la présence de réfugiés
syriens au Liban contribue a déplacer et a

dynamiser le cycle économique?

Fréquence| % |% valide | % cumulé
Valide | Non 11 55.0 | 55.0 55.0
Oui 9 45.0 | 45.0 100.0
Total 20 100.0| 100.0
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Leur présence, joue-t-elle un réle dans |a stabllisation de la livre lib ise?

Wrion
Boui

Q12:

Leur présence, joue-t-elle un réle dans la
stabilisation de la livre libanaise?
Fréquence| % |% valide | % cumulé
Valide | Non 16 80.0 | 80.0 80.0
Oui 4 20.0 | 20.0 100.0
Total 20 100.0| 100.0

Q13 . La banque centrale contribue-t-elle a la stabilisation de la livre libanaise?
Wi

La banque centrale contribue-t-elle a la
stabilisation de la livre libanaise?

Fréquence| % |% valide |% cumulé

valide|oui| 20  [100.0| 100.0 | 100.0

Q14:

Existe-t-il une décision politique intérieure ou extérieure de stabiliser le taux de
change malgre la situation #conomique du Liban?

Hrian
Eou

Existe-t-il une décision politique intérieure
ou extérieure de stabiliser le taux de change
malgré la situation économique du Liban?
Fréquence| % |% valide | % cumulé
Valide | Non 1 5.0 5.0 5.0
Oui 19 95.0 | 95.0 100.0
Total 20 100.0| 100.0
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Tableau croisé d'occupation:

Dans quelle mesure pensez-vous que les banques commerciales contribuent a la
conservation de la valeur de la livre libanaise?

% dans Occupation

dans quelle mesure pensez-vous que les
banques commerciales contribuent a la
conservation de la valeur de la livre

libanaise?
Faible Bien Total
Occupation Economie 30.0% 70.0% 100.0%
Finance 20.0% 80.0% 100.0%
Total 25.0% 75.0% 100.0%

Graphique a barres

dans quelle
mesure
PENSEZ-VOUsS
que les
bangues
commerciales
contribuent a
la conservation
de la valeur de
la livre
lihanaise?

W Faible
[ Bien

Effectif

Economie

Finance

Occupation

Test de khi-deux appliqué sur la question 3:

HO: I'occupation n'a pas d'impact sur la réponse a Qs
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Deux variables qualitatives et n<30 => Fisher exact

Tests du khi-deux
Signification
asymptotiqu | Sig. exacte | Sig. exacte Point de
Valeur ddl |e (bilatérale) | (bilatérale) | (unilatérale) | probabilité :
khi-deux de Pearson| 1.333% 4 .856 1.000
Rapport de 1.726 4 .786 1.000
vraisemblance
Test exact de Fisher | 1.631 1.000
Association linéaire | .655P 1 418 553 277 117
par linéaire
N d'observations 20
valides

p-value >0.05 => on ne rejette pas HO => 'occupation n'a pas d'impact sur la réponse a Qs

9 Conclusion

Enfin, jarrive a la fin de cette recherche et dispose de suffisamment d'informations pour
répondre aux hypothéses grace aux informations obtenues dans la premiére section et au
formulaire.

Les économistes et les financiers s'accordent pour dire que la Banque du Liban joue un rdle
primordial dans le maintien de la stabilité au Liban, ce que confirment les efforts déployés par
le gouverneur de la Banque du Liban au début de 2019 pour apaiser les marchés financier et
monétaire.

Jai également constaté qu’une grande partie des Libanais utilisaient la lire, et non les autres
monnaies, comme monnaie de leurs comptes bancaires et de leurs transactions, entre autres, ce
qui renforce et renforce la livre libanaise et fait sa part.

Bien entendu, le secteur bancaire joue un réle important dans le maintien de la livre libanaise
tout en donnant les meilleurs économistes aux politiques économiques et monétaires.

Il était clair que le taux d’intérét était une différence entre élevé et acceptable, les Malaisiens
estimant que le taux d’intérét était normal alors que les économistes le considéraient comme
inacceptable et devraient étre réexaminés.

Ils ont également qualifié la présence syrienne de fardeau économique et financier pour le
Liban, son économie et ses finances.

Comme tout le monde a souligné que le taux de change ne va pas s'effondrer dans un proche
avenir et j'insiste sur le fait que le taux de change est stable et n'atterrira pas de pres ni de loin.
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Enfin, dans mon résumé de recherche, il est considéré que les facteurs d'influence sont
purement monétaires, la Banque du Liban jouant un r6le plus important: les banques
commerciales et la confiance des Libanais dans leur monnaie. Ici, je compte sur de nouveaux
horizons pour développer et approfondir cette recherche. Quels sont les chiffres de la balance
des paiements? Est-il affecté par les changements globaux et les bourses mondiales? Rdle de
la bourse? Le role de tous les indicateurs pouvant étre inclus dans mes analyses et études.
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1. Introduction:

Internal migration is an important demographic process that negatively affects a
country's demographic balance. It can be both voluntary and forced. In the first case, the
migration of people from the village to the city is due to socio-economic reasons. In the
second case, people are forced to leave their homes and move during natural disasters and
conflicts (eco-migrants and displaced persons). The problem can be considered in a
regional context and highlight a number of trends that are relevant for the Autonomous
Republic of Adjara. The reduction of the population of regions is importance for ensuring
demographic security, both for using the potential of economic development and for the
population in the regions adjacent to the state border. Since the internal migration flows
are large, this can lead to an increase in labor flows from the regions. In addition, in the
case of vulnerable groups, such as displaced persons and eco-migrants who live in
different municipalities, additional problems arise in terms of integration resettlement.
According to experts, the control of internal migration processes was practically
destroyed in the post-Soviet period. The movement of the population within the country
is no longer controlled; accordingly, the issue is less studied in the scientific direction.
Management of internal population flows caused by armed conflict, socio-economic and
environmental problems requires more attention from the state. It is especially important
to develop and implement policies that encourage the use of accumulated human and
financial resources for sustainable development, which will allow local residents to stay
in their places of residence. This will affect not only urbanization / emigration trends, but
also general macroeconomic indicators, income levels and living standards.

For a country's demographic balance, the demographic process is the most important
— the internal migration, during which residents voluntarily or forcibly leave their homes
and move to a new place. The main reasons for voluntary migration are improved social
and economic conditions as well as better education, and in case of forced migration
people are forced to leave their homes in the event of natural disasters and conflicts (eco-
migrants and internally displaced persons).

These trends may lead to a depopulation of the rural population - a gradual drain of
so-called intelligence, which is likely to be driven by the migration of the more motivated
and educated part of the population from the villages and small towns to the big cities.
Stopping the downward trend in the number of populations in the regions is crucial to
ensuring demographic security - both to exploit the potential for economic development
in the regions and to maintain population in the areas adjacent to the state border. As the
internal migration flows are large, they are expected to increase. This could lead to more
outflows of workers from the regions.

The reasons for the external and internal migration processes are mainly economic
factors, therefore, it is important to analyze them in the context of the broader social and
economic development of the country. The management of population movements within
the country caused by armed conflicts, socio-economic and environmental causes needs
more attention. It is especially important to develop and implement policies that
encourage the usage of sustainable economic environment for creating human and
financial resources accumulated as a result of migration, which will enable local residents
to stay in their places of residence and will affect urbanization / emigration trends.
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In recent years, a lot of people have come from rural to urban areas, which is related
to the low income from agriculture. In order to meet the needs of the family, to receive
an education, they do not have to pay for land, so economically active members of the
family come from the countryside to the city in search of suitable employment. Thereby
competing with the local labor market. The reason for moving from village to town may
also be a family split. It is well known that the highlands of Adjara have long been
characterized by high birth rates (three or more children) and homesteads are often
insufficient for family distribution, so moving from village to town for this reason is quite
frequent. At various times, surveys by different private foundations have revealed that the
main area of activity of Khulo population is agriculture, the population is mainly occupied
with livestock and different cultures. However, due to the lack of sufficient financial
resources, they find it difficult to sell the crops, so they mainly produce agricultural
products for their own consumption. It should also be noted that “50.9% of the population
of Khulo receives only a subsistence income from agriculture, and the share of households
that easily meet their needs is very small, 1.6%.” (Social,.. 2016). Therefore, the motive
for migration is high, if we add the danger of ecological disasters, the reasons for
emptying the villages are serious enough.

In view of these problems, the Parliament of Georgia adopted the Law on the
Development of Highland Regions on July 16, 2015. The purpose of this law is to identify
benefits for stimulating the socio-economic progress of the mountainous regions, which
will ensure the well-being of people living in the mountainous regions, raising their living
standards, promoting employment, improving their social and economic status. The law
provides for the following social benefits: supplement to pension, 20% of the pension
provided by law, a supplement is appointed for those employed in the medical institution
who receive remuneration from the state budget, who are paid from the state budget —
double amount of the state pension for doctors, the state pension for nurses, providing
heating for 6 months a year, also pay 50% of the monthly electricity bill (not exceeding
100 kwWh). The Social Assistance category also includes monthly allowances for first and
second children in the amount of GEL 100 for one year, and for the second and next child
in the amount of GEL 200 for two years. 35% of the supplement to the salary is given to
teachers employed in the public schools of the mountainous regions and 50% of
supplement is paid to teachers employed in the special education program. As for tax
exemptions, a person permanently residing in the Highlands is entitled to income and
property tax exemptions under the Tax Code. In addition, an entrepreneur who is granted
the status of a high-mountain settlement enterprise in accordance with the legislation of
Georgia shall be exempt from taxes for the term and in accordance with the Tax Code of
Georgia. (10 years after granting a status).

The economic effects of this law are not yet known even on the fourth year after
the "Mountain Law" came into force. According to the information obtained, research is
mainly concerned with obtaining social benefits, but it is difficult to talk in terms of
stopping economic impact and stopping internal migration which is the subject of our
next study. Although emptying the villages has always been the subject of debate and has
been the issue of the agenda — in demographic and economic terms, despite government
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intervention, people from highland areas still flow to the city every year, and this process
seems almost impossible.

The object of our research is Khulo, one of the highlands of Adjara, Georgia, and
we have obtained information from the Census Bureau based on the 2014 census.
Population is divided into three age groups: 0-17 age group, 18-64 years-old and over 65
years of age group. As it turns out, 18-64 age group, i.e. working asset, prevails in the
general population, however, because of lack of jobs, this category comes from the village
to the city. Most of the migrants throughout Georgia are settled in Adjara, followed by
Kvemo Kartli, Guria, Samtskhe-Javakheti. As for the Autonomous Republic of Adjara,
the biggest number comes here. Batumi, then Kobuleti, Khelvachauri, Shuakhevi and
Keda. In our research we identified two target groups and sought to find out the economic
situation of each after the migration. The first group - internally displaced persons, ie eco-
migrants, and the second group - voluntarily displaced persons. In the framework of the
survey we applied to Khulo Municipality and the Ministry of Health and Social Affairs
of the Autonomous Republic of Adjara. We asked for information about eco-migrants. A
total of 111 eco-migrant families have left the Khulo municipality in 2016-2019. Each
family received material assistance or was provided with a living space. The Government
of the Autonomous Republic of Adjara aids eco-migrant families in three areas:

1. “The program of providing eco-migrants with safe housing” of the Ministry of
Health Care, which provides GEL 25,000 in financial support for the purchase of
safe homes.

2. Providing financial support for the construction of dwellings on geologically
sustainable land area owned by eco-migrants.

3. Distribution of living spaces in social houses.

As we can see, the satisfaction of IDPs is really a matter of government care, the
ways in which assistance is differentiated, but whether they are able to adapt socially,
economically, psychologically to the new housing area and whether they have migrated
to the country and the region in the long run is a positive outcome for the region. Given
the current difficult economic conditions, it is difficult to say, so we consider it important
to continue our research in this direction.

The second target group of our study is people who voluntarily leave the village,
the main reasons for leaving their village are unchanged, though a small number of
respondents do not rule out returning. Most of them are satisfied with internal migration
and do not see the need to emigrate in the short term. It should be noted that rural-to-
urban populations who do not compete in the local labor market for various qualifications
go to work in another region of Georgia or move to a neighboring republic for a short
period in Turkey.

In order to investigate the social effects of tax benefits, local residents of Khulo
were surveyed. The study was conducted in June - September. The result is the following:
The majority of respondents are 31-40 years-old (24%), followed by 51-65 years-old
(21%). Then 41-50 years (20%), 26-30 years and over 65 (11% -11%), young people 16-
20 years (4%). Both sexes were interviewed, most of them male (75%), female (25%),
most of the respondents were married (80%).
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The number of family members is also interesting: most of their families consist of
more than 5 members (40%), 5-member families (23%), 4-member families (15%), 3-
member families (12%), 2-member families (8%). As for education, the majority of
respondents have general secondary education (63%), vocational (11%), higher education
(23%). Most of the respondents by profession have no profession (52%), lawyer (18%),
engineer (17%), teacher (9%), doctor (2%).

Figure 1. Source: Survey materials

Education
70% 63%
60%
50%
40%
30% 23%
20%
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Medium general Professional-technical Student Higher
Figure 2. Source: Survey materials
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One of our tasks was to study the validity of a so-called the “Mountain Law”, the
examination of whether the population is aware of this law, whether they enjoy the
benefits of the law, how they evaluate the operation of the law, whether this law is one of
the conditions for improving their economic situation and a contributing factor to
population growth. The analysis of the results showed that the overwhelming majority of
the population is well aware of the Mountain Law (98%) and not (2%). This law provides
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for various types of social benefits (utilities, pensions, wages, child benefits) for the
population at large (61%), and 100% of respondents enjoy communal benefits.

Figure 3. Source: Survey materials
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Figure 4. Source: Survey materials
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Most of the respondents positively assess the law and believe that their material
situation has improved since the enactment of this law (88%), with only a small number
believing that this law does not change anything (12%).
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Figure 5. Source: Survey materials

Do you think your material condition has improved since
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According to the survey, also as a result of the interviews taken at the site, it can be
said that the tax losses are negligible compared to the social and economic effects,
moreover, it can be assumed that the long-term social and economic effects will exceed
tax losses, because this law creates income on the spot, improves the material condition
of the population, which in turn will improve the socio-economic conditions of the
population, and in this case, the state will reduce the budgetary expense it has in the form
of other social insurance or assistance.
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Janos Kornai and Xavier Richet
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Abstract: Both scholars, outstanding thinkers of the last fifty years, contributed greatly to the
understanding and explaining the nature of the economic phenomena occurring in the
contemporary highly developed capitalist countries.

Janos Kornai (until 1945 known under the surname of Kornhauser) is an outstanding
expert on contemporary economy and Xavier Richet broadens and deepens the theory of the
international economic relations. The scope of research of both scholars are complementary to
each other and thus the topic of the paper. The paper focuses on scrutinizing how the
theoretical-comparative analysis of economic systems of Janos Kornai and the theoretical-
empirical approach of Xavier Richet enrich the European economic thought of the 20" and 21%
century.

Janos Kornai presents his views with relations to some aspects of sociology, political
philosophy and ethics. Kornai is known for being the coauthor (together with Tamas Liptak) of
the article published in “Econometrica” journal in 1962, cf: Janos Kornai, Tamas Liptak: A
Mathematical Investigation of Some Economic Effect of Profit Sharing in Socialist Firms.
“Econometrica” 1962, No. 30 (1), pp. 140-161. Edmond Malinvaud, a French co-editor of the

journal, accepted the article as written in the language of modern economy.

Key words: Janos Kornai, Xavier Richet, Thomas Liptak, economic system, paradigm, profit,
state, rationality, China, the Silk Road, anti-equilibrium
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I. Economic views of Janos Kornai

Janos Kornai defended his doctoral dissertation on the subject: "Excessive centralisation
Overdecentralization in Economic Administration’, which has been published by the European
Commission's Directorate-General for Economic and Social Policy, and which is based on an
experiment in Hungarian light industry. Oxford University Press in 1959. By publishing this
work, Kornai became a part of the trend of publications in Western Europe, such as:
Administration Behavior, a story of decision processes in business organization (1947) by
Herbert Simon, or The Nature of the Firm (1937) by Ronald Coase.

Janos Kornai introduced economic categories into the theory of socialist economics, such
as the realm and the regulatory zone, pressure and suction, the economy of shortage and the
mild and severe budgetary constraints. These issues have been put forward in a new way to
address a number of issues related to the development and functioning mechanism of the
economy! that are not sufficiently clear. The analysis of some price theories from the point of
view of the proportions occurring in the process of extended reproduction should also be treated
as very original and formulate "two-channel" prices as a result of this concept?.

It is a matter of great importance to define the economic role of the state. As Janos Kornai
points out, the myth that the categories and criteria of the monetary economy and the
competitive pricing mechanism were sufficient to solve the problems of economic practice must
be decisively rejected. This does not mean rejecting the logic of the market economic order, but
only a primitive interpretation of the meaning of this logic.

Janos Kornai's scientific achievements draw attention to what is sustainable from the
point of view of the theory of economy during the transformation period, as well as to what is
variable in the process of economic development. This is what Kornai's big contribution to the
science of economics is all about.

As we know, the content of the management process expresses the aspiration to the
functioning of the economic role of the state within the framework of the market mechanism.
As a result, in the place of the economy, there is a shortage with a mild budget restriction, which

is based in particular on in the sphere of investment with non-price signals, a limited economy

! Kornai Janos: Anti-Equilibrium : teoria systeméw gospodarczych : kierunki badan [Anti-equilibrium,

z oryginatu w jezyku angielskim ttumaczyli Janusz Beksiak, Urszula Libura i Zofia Wiankowska]. Panstwowe
Wydawnictwo Naukowe (1951-1992). Warszawa 1973, ss. 519.

2 Kornai Janos: Niedobér w gospodarce [Economics of Shortage, przet. (z ang.) Urszula Grzelonska i Zofia
Wiankowska]. Panstwowe Wydawnictwo Ekonomiczne, Warszawa 1985, ss. 822.
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started to develop by demand. It is an economy guided by a price signal, with all the
consequences this entails®.

At the same time, the question of making the economy more marketable began to be
addressed not only in the goods and services market, but also in the labour and capital markets.

According to Kornai, the greatest economic dilemmas are connected with the problem of
economic growth and the underlying investments. This is a fundamental change in relation to
the past. The basic criterion of the investment process should be the prospectively determined
demand, including the demand on world markets. The main burden of the issue has shifted - in
accordance with the adopted system assumptions: from the state's activities to the activities of
companies. This results in a change in the directions of investment and the nature of growth. It
has expanded and gained a different character in comparison with the previous period, the
financial problems, namely. The passive role of money was transformed into its active role, the
new position of the Central Bank. A network of commercial banks was created, there was a
budget deficit of a permanent nature (for example, in relation to to Poland), the stock exchange
started to function.

All this together, in Kornai's opinion, should be considered and evaluated from the point
of view of long-term economic development needs, because it is expressed in the following
terms in analyses and actions, the basic criterion of rationality. The market as an institution,
apart from its many undoubtedly advantages, which no rational economy can do without, also
has many disadvantages, which must be taken into account. The main point is that it causes a
stratification of the following in its actions and the polarisation of society in every sphere and
in every field, and therefore also at international level.

When presenting the transformation programme in Hungary at the beginning of the 1990s,
Kornai analysed the results of the transformation, i.e. its achievements and shortcomings®.

Kornai states the following:

— it has been observed that with the progress of restructuring, the share of industry in global
output is decreasing and the share of services is increasing,
— the greater the share of the private sector in production, the more difficult it is to collect

taxes,

% Kornai Janos: Niedobér w gospodarce [Economics of Shortage, przet. (z ang.) Urszula Grzelonska i Zofia
Wiankowska]. Panstwowe Wydawnictwo Ekonomiczne, Warszawa 1985, s. 455 i nastepne.

4 Kornai Janos: Przemiany posocjalistyczne i panstwo: refleksje na tle wegierskich problemdw finansowych.
,,Gospodarka Narodowa” 1993, nr 3, s. 1.
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— the more effective the ownership changes are, the greater the risk of budgetary problems,

— the transition period entails a specific financial trap when macroeconomic stabilisation is
achieved, other important problems such as tensions in public spending and the danger of
budget deficits continue to arise.

Kornai states that "rapid and certain solutions can only be proposed by economic
dilettants or political fraudsters"®.

Il. The role of the state in the economy and coordination mechanisms

according to Janos Kornai

Janos Kornai's scientific output is marked by a book entitled The Road to a Free Market
Economy. It has been translated into sixteen foreign languages. The reader's attention will
continue for a short time in the book entitled The Socialist System (1992). This book, in turn,
should be read in English. It presents the way contemporary economies operate due to the
specificity of coordinating mechanisms of action. Kornai called the first mechanism
bureaucratic coordination. It means is a hierarchical vertical relationship between superiors and
subordinates. Instructions and commands are signals sent from the top down the desk of a
bureaucratic structure. Collaboration is characterized by loyalty to superiors and fear of
punishment. The second coordination mechanism is the market. It is a horizontal relationship
between sellers and buyers. The main signals are prices. Material profit is the motivation. The
third coordination mechanism is called associative coordination. It is a horizontal relationship.
The personification of this coordination is self-government or civil society. These types of
coordination exist in all societies, but their intensity varies from one period to the next®.

Kornai conducted an analysis of state institutions and their role in the economy in a
different way than is generally done, specifying a misunderstanding of state institutions. He

did, that it notes, as it travels the world, that excessive admiration for institutions is cultivated

° Kornai Janos: Przemiany posocjalistyczne i panstwo: refleksje na tle wegierskich probleméw finansowych.
»Gospodarka Narodowa” 1993, nr 3, s. 1.

6 Kornai Janos: The Role of the State in a Post-Socialist Economy , Warsaw 2002 : Leon Kozminski Academy of
Entrepreneurship and Management, p. 6.
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the state. He considered the views cultivated by the liberal Chicago school to be exceptionally
puristic. Economists at this University take a position negating the necessity of the state in the
economy. Kornai speaks about this scientific community in this way: "The purist approach from
Chicago is rather unique. It has several limitations’.

I11. Professor Janos Kornai PhD in Honoris Causa at the Cracow University

of Economics, Poland. June 19, 2008

Professor Janos Kornai, a well-known Hungarian economist, received an honorary
doctorate from the Cracow University of Economics. The award ceremony took place on
19 June 2008 in Krakow. Janos Kornai is a Harvard professor, researcher and insightful
observer of economic life. Kornai contributed to the preparation of the theoretical
transformation of the socialist economy and was an active participant in debates on the
transition to a market economy. Kornai has devoted many efforts to understanding the key
problems of the transformation period, i.e. privatization, macro-stabilization and welfare state
reforms.

Professor Marek Belka in a review of Professor Kornai's scientific output stated that
"(...) Kornai's greatest achievement is that his concept and concepts: buyer market, seller
market, soft budget constraint, shortage economy and many others, entered so deeply into our
thinking that no one would ever think to support himself with quotations from his work. Like
Mr. Jourdain of Moliere, who spoke prose, to him very often, without thinking about it, we say
Kornai”®.

Professor Jerzy Hausner emphasized in his laudation that "Professor Janos Kornai with
his works, analyses and theoretical concepts had a huge impact on the understanding of the
systemic weaknesses of the socialist economy and contributed significantly to its
transformation™®.

The winner of the Honoris Causa award himself spoke in his lecture titled Dole i niedole
badacza / The Dole and the Pain of the Researcher: "If young researchers are afraid of the

torments associated with a researcher's career, they should leave tera. However, if they are

7 Kornai Janos: The Role of the State in a Post-Socialist Economy. Distinguished Lectures Series n. 6. Warsaw,
16 November 2001, p. 6.

8 Professor Janos Kornai PhD in Honoris Causa at the Cracow University of Economics, Poland. June 19, 2008.
https://uek.krakow.pl [Access: 15.11.2019].

® 1dem.
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prepared for such a career, they should take into account the misfortunes and great, special and
incomparable feelings of joy that a researcher's career brings. Believe me, it is worth the
effort10.

Janos Kornai served as President of the Econometric Society, President of the European
Economic Association and President of the International Economic Association. He is a
member of the Hungarian Academy of Sciences and five other academies. In recognition of his
scientific achievements, he received the highest Hungarian awards. He is a recipient of foreign
awards, including the Seidman's Award in the USA, the Humboldt Award in Germany and the

Order of the Legion of Honour in Germany.

V. Janos Kornai's participation in disputes and discussions on the economy
of the breakthrough of the 20th and 21st centuries

One of Janos Kornai's famous books is Dynamism, Rivalry, and the Surplus Economy.
Two Essays on the Nature of Capitalism, which appeared in the Polish edition (Dynamism,
rivalry and excess economy. Two essays on the nature of capitalism), is a development of the
issues permanently present in Kornai's work. The author compares economic systems, their
efficiency and ability to modernize. It is known that the economy of shortage in the sense of
Janos Kornai is a system in which shortages occur in a common way. There may be surpluses
in it, but they are transient. The economy of excess is a mirror reflection of the economy of
shortage. This basic thesis defended by Kornai is accompanied by two other important
observations. The first is that there is no choice between the economic state of equilibrium and
the state of imbalance; we are doomed to choose between different states of imbalance; the
second, innovation, is a feature of excess and is disappearing in the economy of shortage. These
claims are crucial, according to Kornai, precisely now that the fundamental principles of the
market economy are under discussion. It is important to stress that Kornai does not prove that
the capitalist economy has only advantages. It describes its weaknesses, for example the
inability to make full use of labour resources and production capacity. He considers, however,
that these weaknesses cannot be eliminated without undermining the positive characteristics of

an economy of this type and undermining its innovation and dynamism.

10 1dem.
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However, according to Roger Edward Backhouse, "In order to achieve a sufficient
concentration of ownership to make management accountable to shareholders without creating
great inequalities, shares should be distributed among investment funds in which all citizens
would be involved. Economists such as the Hungarian Janos Kornai, who claimed that the State
should carefully take good care of their assets until they are sold to a new middle class at a real
market price, are deemed to be misguided. No government could afford to implement a
stabilisation programme that would impose difficulties for more than a short period of time:
voters would accept a short period of sacrifice, provided they were sure that it would not last
long. The pace of privatization was extremely important: speed and scale are much more
important than, for example, privatization revenues”*!.

An important role in Janos Kornai's latest work is played by an article entitled The System
Paradigm Revisited: Clarification and Additions in the Light of Experiences in the Post-
Socialist Region [(Acta Oeconomica 2016, 66 (4), part I, Il, I11]. It was published in Polish
under the title Revised system paradigm. Explanations and additional elements in the light of
the experiences of the post-socialist state.

The author of this paper meets the interests of researchers dealing with comparative
economics, comparative political science and sociology and contemporary historians, highly
qualified employees in financial institutions, international organizations who analyze and are
deeply convinced of their importance changes taking place in post-socialist countries.

The author emphasizes that he uses the opposition of economic categories: capitalism
versus socialism in a descriptive and positive sense. These terms have already appeared among
others in the ideas of Pierre-Joseph Proudhon and socialism in the works of Henri de Saint-
Simon. The term capitalism was disseminated through Marx’s main work, Capital (Volume I,
Volume 11, Volume I11). They were also used by numerous critics of socialism, such as Ludwig
von Mises and Joseph Schumpeter. At present, they are constantly recurring in the statements.
It is extremely interesting how Kornai explains the reasons for the infrequent use of the term
"capitalism” in modern times. He writes the following: “There are several reasons for avoiding
the term "capitalism”. Former communists feel ashamed that their activity has now resulted in

capitalism. German economic politicians after World War 1I, sensing the anti-capitalist

11 Backhouse Roger Edward: The Puzzle of Modern Economics. Sience or Ideology? University of Birmingham
and Erasmus University Rotterdam. Cambridge, Cambridge University Press 2010, p 41. Zainteresowanie
dokonaniami naukowymi Kornai'a przejawia od dawna Paul Anthony Samuelson. Patrz na przyktad : Paul
Anthony Samuelson: For Plan to Reform Socializm, Listen to Janos Kornai. “Christian Science Monitor”,

4 April 1990, p. 7.
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sentiment among a large number of voters, decided that it would be sensible to give the deserved
system a new name: the social market economy. Conservative populists are also reluctant to
call their actions an institutional effect, capitalism, because they would prefer to be seen as
opponents of doing business for profit, opponents of banks and capitalism”!2,

Kornai uses the term paradigm in the sense of Thomas Samuel Kuhn to modify it
accordingly: he speaks of a systemic paradigm by specifying the main and side features. This
is how the revised system paradigm came into being. Kornai uses the term 'great system' to
replace the earlier scientific term ‘production method'. He built two theoretical constructs that
he called types and equipped them with features that distinguish two types from each other and
show what is common to many individual processes in each country of the same type.

Kornai's observation that national statistics on ownership transformations are highly
incomplete and sporadically performed is valuable. He says that "nowhere do national statistics
calculate and publish data on production volume according to the criterion of ownership or
share of total output sold at prices set administratively. It is surprising that only non-
governmental institutions in a small group of countries deal with ownership relations and
radical transformation of coordination mechanisms, although these are basic requirements for
system change. Prestigious international organisations regularly publish comparative data on
production, international exchange and finance, but in my opinion they do not pay sufficient
attention to ownership transformation and the importance of bureaucratic and market
coordination”?2,

Kornai, as an insightful researcher, rightly pointed out that statistics omits the most
important economic criterion, i.e. the ownership criterion. Publicity is not entirely in line with
the interests of the owners. We are talking about private and capitalist ownership. This is how
Janos Kornai's important thought can be recapitulated.

Jacek Tittenbrun, a well-known Polish sociologist and professor at Adam Mickiewicz
University in Poznan, has devoted many of his publications on ownership relations and their

importance in the process of system transformation in his books to his several-volume book Z

12 Kornai Janos: Zrewidowany paradygmat systemowy. Wyjasnienia i dodatkowe elementy w swietle
doswiadczen parstwa postsocjalistycznych. ,,Zarzadzanie Publiczne” 2017, No 3 (41). Uniwersytet
Ekonomiczny w Krakowie, Wydawnictwo Naukowe SCHOLAR , s. 9-10.

13 Kornai Janos: Zrewidowany paradygmat systemowy. Wyjasnienia i dodatkowe elementy w swietle
doswiadczen panstwa postsocjalistycznych. ,,Zarzadzanie Publiczne” 2017, No 3 (41). Uniwersytet
Ekonomiczny w Krakowie, Wydawnictwo Naukowe SCHOLAR, s. 15.
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deszczu pod rynne: studium polskiej prywatyzacji, (4) tomes I, II, III, IV, Zysk i S-ka
Publishing House, Poznan 2007.

Janos Kornai presents his reflections on certain aspects of sociology, political philosophy
and ethics. Kornai is known for co-authored an article written with Tamds Liptak in the journal
Econometrica in 1962, see Janos Kornai, Tamas Liptak: A mathematical Investigation of Some
Economic Effect of Profit Sharing in Socialist Firms. "Econometrica™ 1962, No. 30 (1), pp.
140-161. Edmond Malinvaud, the French co-publisher of the journal, accepted the article for
publication as written in the language of modern economics.

In an article by J. Kornai, T. Liptak: Two-level Planning, Econometrica, a method was
used which breaks down large problems of linear optimisation into sub-problems. This
distribution simplifies and solves the general problem of coordinating economic decisions so
that decentralised economic operators can achieve the global optimum - see Janos Kornai,
Thomas Liptak: Two-level Planning, "Econometrica”, 1965, Vol. 33, No. 1, pp. 141-169.
Published by: “The Econometric Society”.

Following the publication of Thomas Piketta's book Capital in the 21st Century, Paris
2013, a handful of comments on the book were presented by Janos Kornai in a study entitled
Janos Kornai: What is Capital in the 21st Century?

Also Grazyna Musiat in co-authored with Mirostaw Lubszczyk are the authors of a text
entitled: Thomas Piketty on the problem of capital in the 21st century [W:] Discussions on
capital yesterday and today, Scientific Editorial Grazyna Musial. Scientific work. Publishing
house of the University of Economics in Katowice. Katowice 2019, pp. 83-98.

Kornai addresses the following problems: the development of productive forces and
technical progress, the dimensions of inequality and the source of wealth, ways of obtaining
large wealth, inheritance of wealth, types of motivation, contradictions, dilemmas and action
plans, predecessors in the history of economic thought. The task that Piketty set for himself is
to describe and explain the relations prevailing in the sphere of division. Kornai extended the
context of the analysis and included other areas of the process of social reproduction in the
scope of the study. In his book, Piketty appealed for "the restoration of the question of division
of its proper place in the centre of economic debate". Kornai further explains that he deliberately
uses Marx's terminology (productive forces, production relations), since these expressions can

easily be translated into the terminology used by other schools of economics.
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As we know, in economics the problem of the laws of science that it discovers is
important. Kornai argues that Marx in Capital does not use the expressions "fundamental right"
or "fundamental a contradiction”. According to him, these terms derive from the teaching of
political economy aimed at the interpretation of the content of the Capital. Kornai reports that
Debraj Ray has criticized the concept of the "fundamental right” as formulated by Piketty*.

Kornai notes that in Piketty's book Capital in the 21st century appears in the index of
names and surnames only once Hayek's name, and in general he does not use Piketty with the
huge contribution he made to the science of economics and to the theory of the development of
capitalism in particular Joseph Alois Schumpeter.

The scientific output of Janos Kornai is very interesting in terms of its content. All the
works are well written from the methodological point of view. Although the title does not
contain the word methodology, in fact it is a theoretical and methodological study. They have
the highest scientific status. The most important book publications of Janos Karnai are as
follows: Overcentralization in Economic Administration; Mathematical Planning of Structural
Decisions; Anti-Equilibrium; Rush versus Harmonic Growth; Economics of Shortage; Growth,
Shortage and Efficiency; Contradictions and Dilemmas; The Road to a Free Economy. Shifting
from a Socialist System: The Example of Hungary; Vision and Reality, Market and State: New
Studies on the Socialist Economy and Society; The Socialist System. The Political Economy of
Communism; Highway and Byways. Studies on Socialist Reform and Postsocialist Transition;
Struggle and Hope. Essays on Stabilization and Reform in a Post-Socialist Economy; Paying
the Bill for Goulash-Communism; Welfare, Choice and Solidarity in Transition: Reforming the
Health Sector in Eastern Europe; By Force of Thought. Irregular Memoirs of an Intellectual
Journey; From Socialism to Capitalism; Dynamism, Rivalry and the Surplus Economy: Two

Essays on the Nature of Capitalism.
V. Research problems undertaken by M. Xavier Richet

M. Xavier Richet is interested in international economic relations, globalization and

regionalization'® of the world economy, economic problems of the Chinese economy.

14 Debraj Ray (2015). Nit-Piketty: 4 comment on Thomas Piketty’s Capital in the Twenty First Century. CESifo
Forum, 16 (1), 19-25, http://www.cesifo-group.de/DocDL/forum1-15-focus3.pdf.

15 An in-depth analysis of socio-economic processes in Europe in discussions conducted from the point of view
of the history of economic thought is contained in the publication by Nikolay Nenovsky. Nikolay Nenovsky:
Economic Discussions at the European Periphery. Bulgarian Economists During the Great Depression .

72



¢

MONETARY RESEARGH CENTER

One of the main factors contributing to the globalization of economic life is foreign direct
investment. These investments are the most visible effect of the progressive globalization of
the world economy. Over the past thirty years the sectoral (industry) structure of foreign direct
investments has undergone significant changes, these investments have been shifted from the
raw materials sector; since the 1990s, over 50% of foreign direct investments have been
transferred to the services sector. There has been an increase in the attractiveness of certain
countries as places for allocation of foreign direct investments, in this number especially to
China.

The concept of globalisation also means an increase in various types of connections
between various entities of international life and mutual, most often asymmetrical impact in all
spheres of society, from the internationalisation of markets and capital to finance and culture.
There is a concentration of the activities of multinational companies. The majority of
international corporations have their headquarters, i.e. they come from economically developed
countries. Almost half of multinational and transnational corporations have their headquarters
in five most economically developed countries, i.e. the USA, France, Japan, Germany, Great
Britain. It should be noted that the value of international trade turnover equals only 2% of the
value of international capital flow. Capital flows on a global scale are disconnected from actual
investments and this poses a serious threat to the functioning of the modern world economy.
The deformation of international financial transactions has so far progressed because it is not
subject to regulation.

Xavier Richet's scientific work allows us to understand various aspects of economic life
at local, regional and global level. One of Richet's earlier books was devoted to the issue of "the
plan and the market"!, a topic which is famous in the theory of economics. This problem
aroused great interest among economists in many countries, including Poland (Edward

Lukawer, Wlodzimierz Brus, Stanistaw Gumutka). An example of Richet's interest in the

University of National and World Economy, Sofia LE STUDIUM, University of Orleans ICER, Torino,
Orleans/Sofia, June/September 2010.

16 Richet Xavier: Le modéle hongrois. Marché et plan en économie socialiste. Presses Universitaires de Lyon
(PUL), Lyon 1985, pp. 298. The review of this book was written by Krystyna Szymkiewicz. Szymkiewicz
Krystyna: Xavier Richet, Le modéle hongrois. Marché et plan en économie socialiste. «Revue d'études
comparatives Est-Ouest Année » 1986, vol. 17, n°1. pp. 144-145. See joint publication: Janos Kornai i Xavier
Richet (éd.), La voie hongroise. Analyses et expérimentations économiques. Calmann-Lévy, Paris 1986, s. 319.
The review of this book was written by Jacques Sapir. Sapir Jacques: Janos Kornai et Xavier Richet (éd.), La
voie hongroise. Analyses et expérimentations économiques. «Annales. Economies, Sociétés, Civilisations »
1988. 43- année, No. 1, 245 — 246.
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problems of global regionalisation is to address the problems of the Maghreb countries from
this perspective.

The dominant issue of Xavier Richet's scientific and research interests, which has come
to the fore in recent years, is the issue of China's economy. The problems troubling this
economy are studied by Richet in the context of innovation, management strategy,
restructuring, employment, economic relations resulting from links with the European Union.
Xavier Richet is a professor of economics at Sorbonne Nouvelle University of Paris. He is
seconded at CNRS to the Hang Kong Contemporary China Study Centre. He conducts research
on the development and strategies of Chinese industrial and financial groups, including analysis
of factors stimulating their internationalisation and ways of competing with international
companies in economically highly developed countries.

Below are some of the most important scientific publications of Xavier Richet in
chronological terms. They are as follows:

The Hungarian Model, Cambridge, Cambridge University Press, 1989,

Les économies socialistes européennes. Crise et transition, Paris, Armand Colin, 1992

Economie de I' entreprise. Fondamentaux, Hachette, Col., 1994, 1996, 2001, 2006. Traduit et
publication en russe, chinois, slovaque, viethamien, albanais, bulgare.

La voie hongroise. Analyses et expérimentations économiques, édité avec Janos KORNAI,
Paris, Calmann-Levy, 1986

Innovation et emploi, a I'Est et a I'Ouest. Les entreprises hongroises et francaises face a la
modernisation (en collaboration), Paris, L'Harmattan, 1990

Grands problemes économiques; Hachette-Supérieur, 1995

Reestructuracion indsutrial en las economias en transicion, (avec B. Bastida ), Barcelona,
Publicacions Universitat de Barcelona, 2000

Foreign Direct Investment in Central Eastern Europe : Case Studies of Firms in Transition
(Microeconomics of Transition Economies) (avec Saul Estrin, et Josef C. Brada),
2000:, N.Y, M.E.Sharp

Gouvernance, coopération et stratégie des firmes chinoises, (co-éditeur, avec Jean-Francgois
Huchet), L'Harmattan, Paris, 2005

Vers I'élargissement de I'Union européenne a I'Europe du Sud-Est (co-éditeur avec Michel

Drouet), Presses universitaires de Rennes, Rennes, 2007

74



¢

MONETARY RESEARGH CENTER

Globalisation of Firms in China, India and Russia. Emergence of National Groups and Global
Strategies of Firms (avec Jean-Francois Huchet et Joél Ruet) (eds.) Academic
Foundation, New Delhi, 2007

China and the Global Crisis : A Comparison with the European Union, (avec JP Cabestan et
JF Di Miglio), Routledge, 2011

Strategies of Multinational Corporations and Social Regulation (ed. avec V Delteil et P.
Dieuaide), Springer, 2014

Chine, Inde: les firmes au coeur de I'émergence (ed. avec J.-F. Huchet et J. Ruet), Rennes, PUR,
2015

Western Balkans and the EU. Lessons from past enlargement, challenges to firther integrations
(ed. avec Vesselin Mintchev and Nikolay Nenovsky), Sofia, The University of
National and World Economy, 2015

Le Maghreb a I'épreuve de la mondialsiation (ed. avec N. Safir), Paris, L'Harmattan, 2016

Les nouveaux territoires économiques. Acteurs et facteurs d'eémergence. (ed. avec Ph. Clerc et
D. Guerraoui), Casablanca, La Croisée des chemins, 2017

L'Europe. Approches géopolitique et économique, (ed. avec J-P Chagnollaud) Paris,
L'Harmattan, 2018

From this list it appears that Xavier Richet's empirical research covers regions such as the
Balkans, the Maghreb, the post-Soviet area and the Chinese economy. Xavier Richet has
conducted research at universities in 26 countries. He was the project manager for the
BALKANINT project (2013-2016). is a member of the Belt and Road Initiative research
network. He manages the programme: "Multidisciplinary views on European integration in the
Western Balkans”, "Maghreb Economy and Geopolitics:, programme: "Brazil, Russia, India,
China (BRIC)".

Richet was awarded the title of Doctor Honoris Causa by Corvinus University of

Budapest, Hungary and the Bulgarian Academy of Sciences for his scientific work.
V1. Xavier Richet's Empirical View on Changes in the Modern Economy

“One Belt One Road” is a project that fulfils the objectives of the Chinese development
model. It lists 6 corridors in order to have an overview of where to locate infrastructure

investments along these corridors.
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1. New Eurasia Land Bridge: involving rail to Europe via Kazakhstan, Russia, Belarus, and
Poland.

2. China, Mongolia, Russia Economic Corridor: including rail links and the steppe road — this
will link with the land bridge.

3. China, Central Asia, West Asia Economic Corridor: linking to Kazakhstan, Kyrgyztan,
Tajikistan, Uzbekistan, Turkmenistan, Iran, and Turkey.

4. China Indochina Peninsula Economic Corridor: Viet Nam, Thailand, Lao People’s

Democratic Republic, Cambodia, Myanmar, and Malaysia.

5. China, Pakistan Economic Corridor: Xinjiang Province will be most affected.

This important project links Kashgar city (free economic zone) in landlocked Xinjiang
with the Pakistan port of Gwadar, a deep water port used for commercial and military
purposes.

6. China, Bangladesh, India, Myanmar Economic Corridor: This is likely to move more slowly

due to mistrust over security issues between India and China

Ryc. 1. One (land) belt one (maritime) road
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Source: OECD research from multiple sources. including: HKTDC, MERICS. Belt and Road Center. Foreign Policy, The
Diplomat. Silk Routes, State Council Information Office of the People’s Republic of China. WWF Hong Kong (China).

Source: I quote from: : “China’s Belt and Road Initiative in the global trade, investment and finance landscape”.
OECD BUSINESS AND FINANCE OUTLOOK 2018 © OECD 2018.
https://www.oecd.org/finance/Chinas-Belt-and-Road-Initiative-in-the-global-trade-
investment-and-finance-landscape.pdf. [Access: 15.11.2019.].
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Ryc. 2: Road and sea routes
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Source: Robert Walenciak: There is no wall, there is the Silk Road. Przeglad" weekly June 20, 2016
[https:/mww.tygodnikprzeglad.pl/muru-jedwabny-szlak/ Access: 15.11.2019].

The following tables illustrate the state of foreign direct investment, Chinese direct
investment, located in Europe. Table 1 illustrates investment in Piraeus (Greece), Table 2 in

Spain and Table 3 in Portugal.

Tab. 1. COSCO investments in the Piraeus Port Authority

2009 COSCO invested in the port’s infrastructure and has brought in other leading
operators (Hewlett Packard, Maersk and the Mediterranean Shipping Company).
April 2016 COSCO gained the majority 51% stake of the Piraeus Port Authority for €350 million.

August 2016 COSCO increased its current acquisition to a 67% stake of the Piraeus Port Authority
for a total €368.5 million.
2016-2025 COSCO will invest €350 million over the next decade to improve the port’s facilities.

Source: Xieshu Wang, Joel Ruet, Xavier Richet: One Belt One Road and the reconfiguration of China-

EU relations, p.12.
https://hal.archives-ouvertes.fr/hal-01499020/document. [Access 15.11.2019].
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Tab. 2. Chinese investments in Spanish ports

Spanish ports

Chinese investor Investment amount
2012 | Hutchison Port Holdings Barcelona Europe South Terminal €300 million
2014 | Hutchison Port Holdings Barcelona Europe South Terminal €150 million
¢ 2016- | COSCO/China Merchants The Port Authority of Valencia €500 million
" | 2017 (potential investors})

https://hal.archives-ouvertes.fr/hal-01499020/document. [Access 15.11.2019].

Tab. 3. Chinese investments in Portugal

Chinese investor Portuguese company Shareholding
2011 | China Three Gorges Electricidade de Portugal (Portugal’s public 21% stake
Corporations electrical power supply company)
2012 | State Grid Corporation | Rede Energética Nacional (Portugal’s national 25% stake
of China electrical grid operator)
2014 | Fosun International Caixa Seguros e Saude SGPS SA (Portugal’s 80% stake
largest insurance group)
2016 | China Hainan Airlines TAP Portugal Portugal’s national air carrier) 23% stake

Source: Xieshu Wang, Joel Ruet, Xavier Richet: One Belt One Road and the reconfiguration of China-
EU relations, p.14.
https://hal.archives-ouvertes.fr/hal-01499020/document. [Access 15.11.2019].

Conclusion

The aim of this paper is to present the reasoning and conclusions of two economists with

very high scientific achievements in the field of economics and international economic

relations. Janos Kornai's theory of economics contains an analysis of economic systems and

their comparison at many levels of cognition. In Xavier Richet's publications, on the other hand,

international economic relations are very carefully examined at all nodal points. These include

globalisation, regionalisation, internationalisation, restructuring, global governance, and

detailed analysis of the economy of large China.

The achievements of both scholars are testimonies to the cognitive progress that is taking

place in the economy of the 21st century.
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Abstract: The European Union is the most developed integration community in the
world. One of its most important features is the common currency and the shared
monetary policy. The euro’s first decades were successful, but not without serious
challenges, most importantly the economic and debt crisis. The threat to the stability of
the common currency has revived the debate about the creation of a fiscal union to
complement the monetary union. There are already some important features of a common
fiscal policy on the European level, including the EU budget, the Stability and Growth
Pact and the European Stability Mechanism. However, this institutional framework is
considered insufficient as a tool for macroeconomic stabilization and for the mitigation
of country-specific economic problems. On the one hand, a genuine fiscal union would
require centralized policies on taxes and public expenditure and most Member States are
not willing to renounce their sovereignty in these important fields. On the other hand,
there is an increasing understanding that in future the common European currency could
again be placed under considerable pressure without stronger fiscal policy coordination.
This understanding is reflected in the project for the next Multiannual Financial
Framework 2021-2027 which envisages the establishment of new mechanisms and funds
for macroeconomic stabilization. Against this background, the paper is devoted to the
possibility for creation of a fiscal union in the EU. The objective is to outline the current
institutional and legislative setting as well as to analyze the prospects for further
integration. The present paper is devoted to the fiscal union of the EU. The objective is
to outline the current institutional setting from the point of as well as to analyze the
prospects for further integration. The paper is structured as follows: the first part outlines
the existing elements of a fiscal union in the EU; the second part presents the new
mechanisms envisaged in the Multiannual Financial Framework 2021-2027 governance;
the third part analyzes the advantages and shortcomings of a possible complete fiscal
union; and the fourth part concludes.

Key words: Economic and Monetary union, fiscal union, European integration, fiscal
policy coordination
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Introduction

The Economic and Monetary union of the EU comprises 19 countries which share a
common currency and monetary policy but have different budgetary policies. When the
euro was introduced a fiscal union was not on the political agenda in Europe. However,
the economic, debt and banking crises gave impetus for deeper integration. There is
increasing awareness that stronger coordination in fiscal policy is necessary to
complement and enhance the monetary union. Several projects were proposed in recent
years, including the creation of a separate euro area budget, an EU finance minister and
a European monetary fund. However, Member States are not willing to renounce their
sovereignty in budgetary policy, therefore most of these ambitious ideas are not likely to
be applied in the next Multi-annual financial framework 2021 — 2027. Against this
background, the present paper is devoted to the fiscal integration in the EU. The objective
is to present the current institutional setting as well as to analyze the advantages and risks
of a complete fiscal union. The paper is structured as follows: the first part outlines the
existing elements of a fiscal union in the EU; the second part presents the new
mechanisms envisaged in the Multiannual Financial Framework 2021-2027; the third part
analyzes the advantages and risks of a possible complete fiscal union; and the fourth part

concludes.

1. Current institutional framework of the EMU

The economic literature does not provide a single definition of a fiscal union. According
to Dabrowski a fiscal union is broadly defined as a transfer of part of resources and
competences in the area of budgetary policy and management from the national to the
supranational level (Dabrowski, 2015, p. 7).
Fuest and Peichl (2012) distinguish the following elements of a fiscal union:
- fiscal rules, policy coordination and supervision,
- acrisis resolution mechanism,
- joint guarantee of government debt,
- fiscal equalization and other mechanisms of fiscal transfers between countries and
- alarger EU budget and European taxes (Dabrowski, 2015, p. 7).
Thirion (2017) proposes a somewhat different architecture, which may include the

following three tiers:
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fiscal rules and crisis management mechanisms,

banking union, including common deposit insurance and/or a fiscal backstop,

joint debt issuance and fiscal insurance (Thirion, 2017, p. 3).

An important feature in all the above definitions is the availability of a mechanism for
fiscal risk-sharing among the participating countries. This in turn requires the existence
of a common budget of significant size which allows for direct transfers to member
countries experiencing asymmetric economic shocks. At present the EU budget lacks this
property because its amount is insufficient for macroeconomic stabilization.

Many of these elements are already present in the European Union. It should be noted
that a complete fiscal union was not on the political agenda when the EMU was created.
In the first years of the euro the common fiscal framework was represented mainly by the
EU budget and the Stability and Growth Pact. The consensus at that time involved a
combination of fiscal rules and market discipline through commitment to no bail-out and
no debt monetization (Thirion, 2017, p. 1). These mechanisms were considered sufficient
to ensure the sustainability of the public finances of euro area countries.

At the beginning of the 2010s, after a series of crises, however, it became clear that the
stability of the common currency required deeper integration. This decade has seen
significant changes in the EU institutional setting with the introduction of more rigid rules
on fiscal discipline and new indicators for monitoring of macroeconomic imbalances as
well as new mechanisms for financial assistance (See Table 1). An important reform
involved the establishment in 2012 of the European Stability Mechanism, whose main
objective is to support euro area government and banks through low-interest rate loans.
Since its inception the ESM provided financial assistance to several euro area countries
and contributed significantly for the mitigation of the sovereign debt crisis and bank
Crisis.

In addition to the fiscal mechanisms presented in the Table below, the foundations of a
banking union were laid through the establishment of single bank supervision and single
resolution fund. A banking union and fully integrated capital markets are also important

building blocks of a genuine Economic and Monetary Union, along with a fiscal union.
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Table 1: Existing elements of a fiscal union in the EU

EU budget

Stability and Growth

Pact (SGP)

Economic governance

package

European Stability

Mechanism

Treaty on Stability,
Coordination and
Governance in the
Economic and
Monetary Union
(Fiscal Compact)
European Fiscal
Board

Initial mechanisms

Amounts to around 1% of EU gross national income. The
largest shares of the expenditure are devoted to the Common
agricultural policy and the Cohesion Policy.

Set of quantitative criteria regarding several economic
indicators, including level of budget deficit, public debt,
inflation rate, long-term interest rates and exchange rates. Its
objective is to promote nominal convergence of national

economies of the countries sharing the common currency.

Mechanisms introduced after the crises

A set of rules for economic and budgetary surveillance, which
comprises five regulations and one directive intended to
strengthen the SGP. An important part is the European
Semester. The package also introduced an Excessive
Imbalances Procedures aimed at reducing macroeconomic
imbalances.

Provides financial assistance to euro area countries and
financial experiencing severe financial difficulties. Its lending
capacity is 500 billion Euro.

A treaty concluded after the outbreak of the debt crisis in the
euro area. It requires from the EU Member States to introduce
a balanced budget rule in their national legislations. The treaty
is binding for the euro area countries, Bulgaria, Denmark and

Romania.

Its main responsibilities include evaluation of the
implementation of the Union fiscal framework and the
appropriateness of the fiscal stance at euro area and national
level; suggestions for the future evolution of the Union fiscal

framework, etc.

Source: European Commission, Council of the EU
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2. Will MFF 2021 — 2027 lead to deeper fiscal integration in the EU?

The necessity to deepen the Economic and Monetary union through the creation of a fiscal
stabilization function was recognized in recent years. In the so-called Five Presidents’
Report from 2015 the former president of the European Commission Jean Claude Juncker
stated that an automatic stabilization at the euro area level was necessary in order to
improve the cushioning of large macroeconomic shocks and thereby make EMU overall
more resilient (Juncker, 2015, p. 14).
Following this statement, in 2017 the European Commission presented a Roadmap with
several ambitious steps for completion of the Economic and Monetary union by 2025,
including:

e Establishment of a European Monetary Fund,

e Integration of the Fiscal Compact into the Union legal framework,

e Introduction of the position of a European minister of Economy and Finance and

e New budgetary instruments for support of euro area member countries (European

Commission, 2017).

The proposed position of a European Minister of Finance and Economy would be a result
of the merger of an EU commissioner and the president of the Eurogroup. Its institution
would aim at improving the policy coordination and overseeing the EU and euro area
budgetary instruments (European Commission, 2017, p. 10). As regards the European
Monetary Fund, the intention expressed in the Roadmap was for it to replace the European
Stability Mechanism. The creation of a common fiscal backstop to the Single Resolution
Fund was also envisaged with in order to achieve convergence to prudent levels of public
debt.
The basic principle laid down in the Roadmap was that any new financial mechanism for
support of euro area countries should be a part of the EU budget. In particular, four
specific functions were proposed for deepening of the Economic and Monetary Union:

e support to structural reforms in the Member States, [

e a dedicated convergence facility for Member States on their way to joining the

euro, [J
e a backstop for the Banking Union, through the European Stability

Mechanism/European Monetary Fund and
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e a stabilization function, bringing together different EU and euro area level funds
and financial instruments, to be used to maintain investment levels in the event of
large asymmetric shocks (European Commission, 2017, p. 8).

Despite the ambitions of the European Commission, and the support of Germany and
France, only some of the described steps were included in the draft of the Multiannual
Financial Framework 2021 — 2027, which was put forward in the spring of 2018. The
MFF envisages the creation of the following new mechanisms to support the EMU:

e European Investment Stabilization Function (EISF)
The EISF is intended to provide financial assistance in the form of loans and interest rate
subsidies for public investment to a Member State which is experiencing a large
asymmetric shock. It will be available for euro area Member States and other Member
States that participate in the Exchange rate mechanism (European Commission, 2018, p.
19). The EISF is expected to mobilize up to EUR 30 billion in loans.

e Reform Support Programme
With an overall budget of EUR 25 billion, it will assist Member States, through technical
and financial support, in conducting reforms in product and labour markets, education,
taxation, capital markets development, etc. As part of this mechanism, a Convergence
Facility will also be established to support non-euro area Member States seeking to adopt
the single currency (European Commission, 2018, p. 10).

e Budgetary Instrument for Convergence and Competitiveness (BICC)
This instrument was not included in the initial draft of the MFF 2021 — 2027. It was
initiated in late 2018 by Germany and France and the elaboration of the details was
assigned to the Eurogroup. At the end of 2019 the Member States agreed on the
establishment of the new BICC to be introduced in the next long-term budget. The BICC
will be dedicated only to Euro area member states and the countries participating in ERM
I1. 1t will finance public investments and structural reforms with the aim to strengthen the
potential growth of the economies and the resilience of the single currency against
economic shocks (Council of the European Union, 2019). The new instrument will draw
on the EU budget and it will be financed by the Member States.
Even if the proposed new mechanisms are adopted, the EU budget will still have relatively
limited capacity for macroeconomic stabilization. Its size of around 1% of Gross National
Income is insufficient for fiscal transfers among Member States. Moreover, the budget is
financed mainly with GNI-based contributions, whereas taxes have a small share. In this

sense, the EU budget is secondary to national budgets. A complete fiscal union would
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require significantly larger share of own resources. Moreover, the MFF does not include
the most ambitious reforms proposed by the European Commission, such as the
establishment of a European Monetary Fund and a European Minister of Economy and

Finance.

3. Advantages and risks of a complete fiscal union

Despite the significant developments of the past decade, the fiscal union in Europe is not
yet completed and its institutional setting needs further improvements, beyond the
changes envisaged in the MFF 2021 — 2027. According to Claus Regling, managing
director of the European Stability Mechanism, the main goal in the next years will be to
strengthen crisis mechanisms and particularly risk-sharing (Regling, 2018). A full-
fledged fiscal union, with a risk-sharing mechanism, would bring significant benefits. In
the first place, it is justified from the point of view the theory of optimum currency area.
One of the criteria of an optimum currency area is the existence of a mechanism for fiscal
transfers to participating countries experiencing economic and financial shocks. A
supranational fiscal transfer system would compensate the lack of nominal exchange rate
adjustments. Contrary to the prescriptions of the theory, EU Member States are still
exposed to specific economic shocks, especially where public debt levels are already
high, and governments have little room to respond with fiscal policy. Furthermore, euro
area banks own large amounts of domestic sovereign or government debt, opening the
door to a vicious cycle in which sovereign and financial distress reinforce each other.
Therefore, an automatic fiscal risk-sharing mechanism is considered the most efficient
way to insure against business cycle risks (Berger, Dell'Ariccia, & Obstfeld, 2018).
Moreover, in large economic regions monetary policy can be pro-cyclical. Real interest
rates tend to be too low in regions or countries with high growth, which leads to higher
inflation, whereas regions with low growth rates tend to have high real interest rates
(Regling, 2018).

The completion of the fiscal union would also reduce the pressure on the European central
bank. Monetary policy has been the main tool on an EU level for macroeconomic
stabilization since the outbreak of the crisis. But it has reached its limits, as evidenced by
the persistently low and even negative interest rates. According to the former ECB
governor Mario Draghi “the extraordinary monetary stimulus may have to last for a long

time if there is no support from fiscal policy” (Financial Times, 2019).
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The importance of closer coordination of fiscal policies has been confirmed by the
increased confidence in the common currency. The strengthening of the institutional
setting of the EMU has dispelled the fears for a possible breakdown of the euro area.
Although, the consequences of the economic downturn are not fully overcome in some
Member States, most of them have experienced stable growth in recent years. The ECB
had the greatest role in restoring economic growth, whereas fiscal policy had
complementary role. Nevertheless, the new elements of a fiscal union have become an
integral part of the new, strengthened institutional framework of the EMU. In particular,
the European Stability Mechanism was successful as a crisis management tool.

On the other hand, further fiscal integration implies some risks. First and foremost,
budgetary policy is the only macroeconomic tool available for EMU countries and its
centralization would lead to a loss of control of national authorities over their economies.
Therefore, many Member States oppose to the initiatives for a stabilization function on
an European level.

In the next place, the possible creation of a risk — sharing mechanism, with fiscal transfers
among Member States, would lead to moral hazard. From this point of view, fiscal risk-
sharing needs to be combined with mechanisms to ensure the implementation of structural
reforms and to guard against incentives to adopt loose fiscal policies (Thirion, 2017, p. 2)
It is also important to guarantee that a risk-sharing mechanism would not lead to
permanent fiscal transfers.

Furthermore, a fiscal union alone would not be enough to guarantee the stability of the
common currency without a banking union. Some major elements of the latter were
already created, including the Single Supervisory Mechanism and the Single Resolution
Mechanism. However, a common fiscal backstop continues to be needed to enhance the
financial capacity of the Single Resolution Fund. Such a backstop would increase the

confidence in the banking system (European Commission, 2017, p. 6).

4. Conclusion

The brief outline of the development of the institutional setting of the EMU shows that
many of the elements of a fiscal union are already in place. The economic, debt and
banking crises gave impetus for significant developments in the EMU “architecture” with
the introduction of new mechanisms and rules. Despite these improvements, the fiscal
union is far from completed and this will remain so after 2021. The project of MFF 2021

— 2027 envisages the establishment of several new financing mechanisms, including a
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small euro area budget. These new tools are much more limited than the proposals made
by the European Commission in its Roadmap for the completion of the EMU. However,
the focus of this new tools is placed more on convergence rather than macroeconomic
stabilization. Furthermore, the ideas of the European Commission for a European
Monetary Fund and a European Minister of Finance were not included in the proposal for
MFF. Thus, the important role of the public sector for macroeconomic stabilization will
continue to be performed mainly by the Member States.

The main conclusion that can be drawn is that the creation of a full fiscal union in Europe
is a long-term process. Many of its elements are already present in the institutional
architecture of the EU while others, such risk-sharing mechanisms, remain to be
developed.
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Abstract: The report examines the foundation of the digital taxation and the reform of
international tax rules in the context of digitalization. The aim of the paper is to present
the arguments for the digital services tax and to evaluate the effects of the various tax
initiatives.

The main focus is on the arguments related to value creation in digital context, on
the one hand, and on the other, the compliance with the principles of fairness and
efficiency. The results of other studies have been summarized.

The report looks in details at the implications of the unilateral introduction of
digital tax in some countries and some of its adverse effects such as double taxation and
discrimination. The evolution of the digital taxation is also examined. The OECD-led
initiative that introduces the digital tax rules and the EU’s two proposals have been
analyzed.

The impact of these proposals is also discussed.
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Pe3rome: [JoxnaabT u3ciie1Ba apryMEeHTHUTE 3a HaJaraHe Ha JJAHBK BbpPXY JUTUTAIHUTE
YCIIyrd ¥ IPOMsIHATa Ha IpaBUIaTa Ha MEXyHapOJHOTO JAHBYHO OOJIaraHe C Orje] Ha
auruTanusanuara. LlenTta Ha n3ciaenBaHeTo € Aa IpeICcTaBu apryMEHTHUTE 3a IIPOMSIHA Ha
o0naraHeTo Ha JWTUTAJIHATE YCIYIM M Jla OLEHH edeKTuTte OT OOCHKIaHUTE

WHHUIIUATHUBH.

AKXIIEHTBT Ce TTOCTaBs HA apryMEHTUTE, CBBP3aHU ChC Ch3/IaBaHE HA CTOWHOCT B
JMTUTANICH KOHTEKCT, OT €JHa CTPaHa, U, OT Apyra — Ha ChOTBETCTBUETO C MPUHIUITUTE
Ha crpaBeTuBOCT U eukacHoCT. OO0OIIEHN ca PE3yITaTUTE OT APYrH MPOYIBAHUS 110

TEéMara.

JloxkiagbT pasriexaa MociequIuTe OT €HOCTPAaHHO BBBEXKJaHEe HA TUTHTAJICH
JaHbK B OTJAEIHHU CTPAHU M HIKOM HEONArompusATHH ePeKTH KaTo JBONWHO obiaraHe u
muckpuMmuHanus. [Ipocnenena e eBoonusITa Ha IUTUTATHOTO oOnarane. AHaTU3UpaHU
ca MpeUIoKEeHUTa 3a LSJI0OCTHA IPOMsIHA Ha MpaBUjiaTa 3a oOJiaraHe Ha JTUTUTATHUTE
ycinyru noa pbkoBoAcTBOTO Ha OMCP, kakto u muianoBere Ha EC. HampaBena e onienka

Ha IMoCJICIUIUTC OT AUTUTAJIHOTO o0Ojarage.

KuarouoBu nymu: oueumanusayus, 0anv4Ho obiazane, KOpnopamueeH OaHbvK.
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1. BnBenenmue:

Hanmune e mmpok KOHCEHCyC, Y€ HACTOSIIIUTE JaHbUHMU IIpaBUjiIa HE ca
MPUJIOKHUMHU B CITy4auTe HA AUTUTAIHUTE KOMIAHUHU, KOUTO ca IrJI00aaHu, BUPTYaIHA U
r'bBKaBU. PaznuyHu njeu 3a mpomsiHa Ha 00JIaraHeTo Ha JUTUTATHUTE YCIYTH ca TeMa Ha

3aI["I)JI60‘-IGHI/I JUCKYCHUH CPECI CKCIICPTUTEC U HA MOJUTHUYCCKU CIIOPOBC.

HanaraneTro Ha nanbK Bbpxy aurutannute ycayru (/1Y) e uact ot fHeBHUS pex
Ha HoBaTa EBpomneiicka komucus, cinen kato npe3 mapt 2019 r. nmpaBurtenctBara Ha EC
HE yCIsiXa Jia MOCTUTHAT CIopa3yMeHue M0 JUPEKTHBA 3a JTaHBK BBPXY NMPUXOJIUTE OT
muruTaniHa pekiama. Crie TO3W HEYCNeX peaulla CTpaHu BBbBEIOXa €JHOCTPAHHO
JTUTUTAICH JaHbK. 3ama3BaHETO MYy 3aBUCH OT HAMHUPAHETO Ha rj00aqHO pEIICHHE 3a
TUTUTATHOTO oOmarane moj eruaara Ha OWCP. HoBurte npaBumna, mpemyio)keHH OT
OUCP, me no3BojsiBaT AAHBIUTE Jla CE€ HajaraT JOPU B CTpPaHW, B KOUTO JaJIcHA
KOMMaHMUs HAMa (U3UIECKO MPUCHCTBHE. Te CHINO Taka 3a/1aBaT HACOKH 3a MUHUMAJICH
KOPITIOPATHBEH JaHbK. Te3n 09akBaHU MPOMEHHM M3IM3aT U3BBH 00XBaTa Ha TUTHTAIHATA

HUKOHOMMKA U BEPOATHO IIC 3aCCTHAT U TPpaAUITUOHHUA ousHec.

AKTyaJlHOCTTa Ha Temara ce MoJCUIBa OT 0OCTOATEICTBOTO, Y€ MMPaBUTEIICTBATA
ca U3MpaBeHU Mpej HeoOX0MMOCTTA J1a HaMepST HAUMHU 32 YBEJIMYaBaHe HA TaHbYHUTE
MIPUXO/U CJIE]l IeCEeTHIIETUsl HAa HaMalIIBaHEe Ha CTaBKUTE Ha KOPIOPATUBHUTE AAHBIIU.
Ot nmpyra cTpaHa, IUTUTATHOTO JaHBUHO obJaraHe MoxXe Ja ce MpeBbpHE BB (PAKTOP,
BIIUSICI] HA KOHKYpEHTHaTa I[IO3MLIMS Ha HUKOHOMUKH C pa3jMyHa CTElNeH Ha

TEXHOJIOTMYHO Pa3BUTHE.
2. ApPryMeHTH 32 CHENHMAJTHOTO JAHBYHO 00JIaraHe HA IUTHTAJIHUTE YCJIYTH

Tsit KaTo BBBCKIAHCTO HA JTUTMTAJTHO oOsarane InpearmnoJiara CEpUoO3Ha IMpoMsaHa
Ha MCKAYHApPOIHUA HAHBYCH PCI, TO C€ HYXKAA€ OT BHUMATCIIHO IIPOYYBAHE HaA

CHGHI/I(I)I/ILIHI/ITC ACIICKTHU HA BUPTYyaAJIHUA OusHec.

HpeXOI[LT KbM CIICOUAJIHA IIpaBHJIa 34 oOnaraHe Ha AUTUTAJIHATC YCIYTHU CC
o6ycna1351 KakKTO OT C(I)CKTI/ITC Ha guruTalu3aluysaTa, Taka MU OT 3aCUJICHATa JaHb4YHa
KOHKYPCHIUSA MCKAY AbPKABUTEC U PA3LBCTA HA CXCMUTC 34 n30sIrBaHEe Ha 00JIAraHETO

Ype3 U3I0J3BAHC HA JAHBYHU Y6G)KI/IH_[8. " HETIPOCJICIUMHU (I)I/IHaHCOBI/I IIOTOIIH.
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2.1. 3acuiena AJaHBbYHA KOHKYPEHIUSA MEKAY CTPAHUTE

B cTpemexxa cu 1a mpuBIMYAT YY)KISCTPAHHW MHBECTULIMU BCE MOBEUYE CTPAHU
BB3NPHEMAT MOJUTHKA Ha HUCKK HaHblu. [1o qanan Ha OUCP cpennara nanbpuHa cTaBKa
B CTPaHUTE OT OpraHM3alMsITa € Hamaisia ¢ 8 nmpoueHTy nyHkra cien 2000 r., a B EC —
¢ 10 mp. mynkra.! CMsTa ce, ue HAMaNABAHETO HA CTABKUTE CE JBIDKU HA KOHKYPEHIUATA
MEXJy CTpPaHHTE B ONMT Ja MPEACTAaBAT I0-aTPaKTUBHU YCJIOBHA 3a OW3Heca.
Omnpenensimio € 0OCTOSTENICTBOTO, Y€ JWTUTAIM3AIMATAa YJICCHABAa JaHbYHATA
KOHKYPEHIIMS MEXIy CTpaHuTe. 1oBa € Taka, Thil KaTO YCTAaHOBSBAHETO Ha €IHA
JMTUTATHA KOMITAaHUS B CTPaHa C HUCKH JaHBIM HE € CBBP3aHO C aHTAXKUMEHTH OT CTpaHa
Ha TIPABUTEJICTBOTO 33 3HAYUTEIHU MyOJUYHU Pa3XOJW - OCUTYpsBaHE HA JOBEXKIAIIa
WHPPACTPYKTYpa, NHBECTHIIMHA B 00pa30BaHME C €7l OCHTYpSBaHE Ha KaJapH (Topaau
JMCTAaHIIMOHHATA 3a€TOCT ¥ OTHOCHTETHO MAJIKHSI — CIIPSIMO JTI00aBeHaTa CTOMHOCT, Opoit
3aeTH B MPEANPHUATHATA OT muppoBaTa HKOHOMHUKA). Clie0BaTETHO MPUBIMYAHETO HA
WHBECTHTOPHU OT mu(poBaTa MKOHOMHKA HE BieYe clell cede CH CepHO3HU MyOINYHA
pa3xo/u, IOpaIu KOETO TMPAaBUTEIICTBATa MOTAT JIa CH MO3BOJIAT J]a HAMAJISIBAT CTaBKUTE.
To3u apryment me ObJe pasrieJaH HO-HaTaThK B KOHTEKCTAa Ha BBHBEXKIAHETO Ha

MHHHMAJIHHA CTaBKH Ha KOPIIOPATUBHUS JAHBK M C OTJIC]l IPHHIIAIIA HA TIOJI3UTE.
2.2. 1309rsane Ha JaHBUM OT TUTHMTATHUTE KOMIIAHUH

MHo3KecTBO IIpoydyBaHusd 1Ipe€3 IMOCICIHUTC TOJWHHW YCTaHOBABAT, 4YC
JAUTUTAIHUTEC KOMIIAHMHM KaTO IAJI0 IUIalaT II0-HUCKKW JaHbIHM B CpPaBHCHUE C
TpaJuIUOHHUS ousnec. ToBa ce ABJIKH, OT €aHa CTpaHa, Ha MOOMIIHATA npupoJa Ha
JUTHUTATHUTC ousHec MOJCIIN, KOUTO IIPAaBAT I1O-JICCHO LICJICHACOYCHOTO MMPEXBBPJIAHE HA
neganou. Ot Apyra CTpaHa, €a HaJIUIEC 0COOEHOCTH Ha JUTUTAaJIHUA 6H3HGC, KOHUTO
JAOITYCKAT H3KPUBABAHUA IIpU OHNPCACIIIHCTO HA JaHbUYHATA OCHOBA W HCECIIPABCAJIUBO
PasnpCaciICHeC Ha JaHb4YHATa TCIKCCT (He CaMO MCXKAY Pa3IMYHUTC FOPUCAUKIIUU, a U

MCXKAY PA3JIMYHUTC YYaCTHUIHU BbB BEpUIdaTa HA Chb3JaBaHC Ha CTOﬁHOCT).

I[I/II"I/ITaJ'IHI/ITe KOMITaHVW U3M0JI3BAT PpPa3JIMYHU TCXHUKH 34 HaAMaJIIBAHC Ha
AaHbYHATAa OCHOBA U HNPCXBBHPJISIHC Ha reyajonTe — HAIIpuMep, U3KYCTBCHU CHCIKHU

MCKIAY TCEXHU TMOACICHUA (‘IY)KI[CCTpaHHI/I KOHTPOJIMpAaHU [JOPYKCCTBA, MIACTO Ha

! OECD Tax Database, https://www.oecd.org/tax/tax-policy/tax-database/
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CTOITaHCKa HeﬁHOCT), rojeMu aaAMHUHUCTPATUBHU PA3XO0AH, XOJIAWHIOBU KOMIIAHHWH,

6a3upaHy B CTPAHH C ONArONpPUATHH JaHBYHHU peskuMu Kato JlokceMOypr..2

3HauMTeNHa YacT OT HeTHuTe npuxoau Ha Google, Facebook u apyru
TEXHOJIOTUYHN KOMITAHWU CE€ HacouyBaT KbM MprmaHmus, KbIETO JaHbYHATA CTAaBKa €
12.5%, a upnanackoTo 3akoHoAatesicTBo (moHe 10 2020 r.) mo3BosisiBa HA KOMIIAHUUTE,
perucTpupanu Tam, 1a ObaaT 00JIaraHu CIIOPE/T TOBA Kb/IE CE YIIPABIISABAT (PUHAHCUTE UM.
% Facebook e mmarun npes 2017 r. 16 man. 6p. mupu 1aHbIM BB BenukoOpuTanus npu
MPUXOJHM, OTYETEHU B Ta3W CTpaHa, B pa3Mep Ha 1.2 mupa. Op. JUpH W 3HAYUTEITHU
pasxonu 3a anmunuctpauus u 3a HUP/L. [Ipe3 Upnanaus, KbAETO KOMIIAHUATA € UMaja
manko Haj 1000 coyxuTens, ca OTYSTEHU MTPOIaXKOH Ha COIMATHATa Mpeka Haf 18 Mip.
nonapa npe3 2017 r., HO ¥ 3HAUYUTEIHM AJMUHUCTPATHUBHU pa3xoau. B Tazu crpana
Faceboox e muiatui mpe3 2017 1. camo 38 MITH. €BpO IaHbBIU BbPXY JeKIIapupaHa rnevanoa

ot 251 mnH. eBpo.*

Crnopen ananu3 Ha Standard and Poor’s, ot 2007 1o 2015 r. cpennata eekTuBHa
craBka Ha maHbka, mmareH B CAIll ot 500-te Haii-BHCOKO oneHeHH KoMmmaHuu ¢ 27%.
[Ipe3 chmms mepuo eeKTUBHATA JaHBYHA CTaBKa BEpXY neuanoure, oruerenu B CAIL,
Ha Apple e 17% , Alphabet (komnanusita-maiika Ha Google) - 16%, Amazon - 13%, a
Facebook - 3.8 %. ® I'pynmara Fair Tax Mark® ot cBost cTpana TBBpH, Ue IIeCT roJeMH
TexHoJiornuHn komnanuu (Amazon, Facebook, Google, Netflix, Apple u Microsoft) ca
n3bernanu gaHbiM 3a 100 mupa. momapa (okosmo 91 mupa. eBpo) Upe3 arpeCMBHO

mwianupane npes nepuoja 2010-2018 r.

2 Bergin, T., Special Report - How Google UK clouds its tax liabilities (May 2019),
https://uk.reuters.com/article/uk-tax-uk-google-specialreport-idUKBRE94005R20130501

3 Varghese, S., This is why Silicon Valley giants are paying such low taxes in the UK (October 2018),
https://www.wired.co.uk/article/facebook-uk-tax-bill

4 Facebook Ireland pays €38m tax on €251m profit (November 2018),
https://www.irishtimes.com/business/technology/facebook-ireland-pays-38m-tax-on-251m-profit-
1.3713161

> Harris, H. Without a fair tax on tech, it could be the end of the state as we know it. (2018),
https://www.theguardian.com/commentisfree/2018/nov/11/tax-big-tech-companies

®Tax gap of Silicon Six over $100 billion so far this decade, December 2, 2019,
https://fairtaxmark.net/tax-gap-of-silicon-six-over-100-billion-so-far-this-decade/
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Onenkata Ha BB3/ICHCTBHE HA JBETE MPEJIOKCHUS 32 TUPEKTHBH, CBBP3aHH C
JTUTUTATHOTO oOyarane Ha EBpormelickara komucus ot 2018 1., TBEpAM, Y€ HA MECTHO
HUBO JUTHTAIHUAT OUM3HEC € OOCKT Ha e()eKTHBHA JaHBYHA CTaBkKa oT 8.5%, mokato
tpaguioHHUAT — 20.9%. I[lo oTHOUIeHHMEe Ha mpe3rpaHuYHUTE OW3HEC MOJENHU
e(eKTHBHHUTE CTABKHU ca ChOTBETHO 9.5% 1 23.2%." 3a ®paHIus pa3IMyHN OLEHKU COYaT

OTKJIOHEHH 1edanou oT 3 1o 30 MIIp/I. eBpo Ha TOMINHA 6a3a. 8

CDaKT'I)T, 4qC JUTUTAIHUTC KOMITAHUH IlJIalaT IIO-HUCKH JaHbIIH, CaM I1I0 cebe cu
HE € OCHOBAHHCEC 3a BBBCKIAHC Ha CIICIUAJICH JAaHBK. H€O6XOJII/IMO € Ja CC IMO3HaBaT

MIPUYMHUTE 32 TOBA.
2.3. XapaKTepuCTHKH HA JUTHTATHUTE YCIYTH

B cnenBamara gact ce pasriekaar oCOOCHOCTUTE Ha AUTUTAITHUTE YCIYTH, KOUTO

MMO3BOJIABAT NMPCAHAMEPCHO WU HEMPEAHAMCPECHO OTKIIOHCHUC OT IJIAllaHC HAa JaHBI[U.

JAMruTajHu MOHONOJIM M KOHIEHTpaumusi. BBOpekn ue NUTHUTATHHUAT JaHBK
HETJIACHO ce€ TIpHeMa KaTo MsIpKa, HAaCOUEHA CPEIly TOJEMUTE TEXHOJIOTUYHU KOMIIaHUH,
TO3U apryMEHT MOKe Jia ObJie OMaJoOBaXKeH NpHU Mo-1aTesieH aHanu3. Hanctuna peauia
u3cleBaHMs coyaT HapacTBaHe Ha KOHIEHTpaLUsATa U 11a3apHOTO BIMSHHUE Ha Ma3apuTe
Ha JUTUTAIHU CTOKH U yciayrd. Ho orpannyaBaHeTo Ha 3710ynoTpebara ¢ rocrno/icTBaIo
MOJIOKEHHE € B 00XBaTa Ha JCeCTBHE Ha aHTUMOHOTIOJTHUTE OPraHu U B TO3U CMHUCHI HE
MOJKe J1a Ob/ie OCHOBHO OCHOBAaHHE 3a BbBEX/IaHE Ha JaHbYHO OOJlaraHe WM 3a TBBPJIE
BUCOKM mparoBe. To Moxe pga Obie caMo JOMBJIBAIl apPryMEHT, JOKOJIKOTO
OpPraHU3UPAHETO HA CXEMH 3a U30srBaHe Ha JaHbLIU € CKbIIa JEHHOCT, KOATO Mpenoiara

ToJIsIM Mama6 1 HC CC U3IlIalla 3a MaJIKM KOMITaHHH.

Poas na HOTpeﬁlflTe.III/ITe I[I/IFI/ITaJ'IHI/IHT JaHBbK MOKE J1a CC pas3rijiCxaa KaTo 4acT
OoT pe(bopMa, neiiaiia o0JaraHeTo Jla C€ U3BbpIIBA TaM, KbJACTO CC Ch31daBad cToMHOCT. B
JUTHUTAJICH KOHTCKCT TOBa 0OHMKHOBEHO O3Ha4aBa JaHBIUTC Oa CC HajlaraTt TaM, KbACTO

ca HOTpC6I/ITeJ'II/ITe. AHFa)KI/IpaHOCTTa Ha HOTpe6I/ITeJ'II/ITe € CJIICMCHT OT Ch3JaBaHCTO Ha

" European Commission, Commission Staff Working Document Impact Assessment, (March 2018), p. 18.

8 3a 0000 EeHnE HA IPOYIBAHKATA 33 OTKJIOHEHHTE Heuanon Bk International Corporate Taxation :
What Reforms ? What Impact ?, Clemens Fuest, Mathieu Parenti and Farid Toubal, No. 54, November
2019p http://www.cae-eco.fr/IMG/pdf/cae-note054-en.pdf

96


http://www.cae-eco.fr/IMG/pdf/cae-note054-en.pdf

nnnnnnnnnnnnnnnn

CTOMHOCT M C€ MOCTUTA Ype3 Pa3INvyHU KaHaJIU, BKIFOUUTEITHO MPUHOC 32 Ch3JaBAHETO
Ha ChIbpXKaHUE, PHHOC 3a IPOMOTHUPAHE HA OpaH/a, MPENOPHKU U IPYTd HHCTPYMEHTH
34 HaBuUranusd, 3aXpaHBaHC Ha aJITOPUTMUTC C JaHHHU. Ocsen JAHHUTC, U3BJICUCHU YPEC3
HaOJIIOJICHUE, € HATUIE U NOTPEOUTEIICKO ChIAbpKaHHUE (BUJCA, CHUMKH, ITyOIHKAINH,
pelenTu), KOeTo Xxopara Ch3HATEJIHO MPEJOCTaBsIT O€3IIaTHO, YECTO C I€JI COLUAIHO

B3aUMOOJIEUCTBUE.

[IpuHoCchT Ha mNOTpPeOMTENUTE 3a CH3/JaBaHE HA CTOWHOCT, BKIIFOUUTEITHO
MOTPEOUTENICKOTO ChAbpKAHME, € apryMeHT, CHJIIHO 3acThI€H OT OpUTaHCKOTO
npaBuUTeNncTBO. B cBoe mpoyuane® To MOCOYBA, Ye CONMATHUTE MEUH U IUTHTATHUTE
m1aTGopMu pazyuTaT Ha MOTPEOUTENICKO ChABP)KAHUE, 3a J1a TEHEpPUpaT MPUXOAU OT
pexinama. MHOro Majko OT Te€3d NpPUXOOU ce obyiaraT B CTpaHUTEe, B KOMUTO ca

pas3noyioKeHH MOTpeOUTeNnnuTe — aBTOPU Ha TOBAa ChAbP)KAHHME (HampuMep, CHUMKH,

MIOCTOBE, NOTPEOUTEIICKH OT3UBH).

®penrckoto mpaBuTesicTBo U EC cbiio 060CHOBaBAT €THOCTPAHHOTO BHBEXKIAHE
Ha JUTHTAJICH JaHBK C IIOJIBUTE, KOUTO CE€ U3BJIMYAT OT HOTpe6I/ITeJ'II/ITe. E}II/IH APryMECHT
3a ToBa €, 4e Bceku JeH B EC ce u3bpmBar 750 MuUIMOHA THPCEHUSI B MHTEPHET U CE

nyonukyBat 150 MuwiroHa myOauKauy B COIMATHUTE MEIUU B EC.10

Crnopen Cayxbara Ha ThproBckusi mpeacraButen Ha CAIIl (USTR) obGaue
Mo00HO TBBPACHUE € HEOOOCHOBAHO, Thil KaTo ca Hajulle OE3IUIATHU YCIYT'H, KOUTO
notpebutenute nonyuasar.'! Ilo To3u maunn CAII] ce 06sBsBaT cpelry mpoMsHaTa Ha

MCKAYHAPOAHUA IIPUHIINIT o0OaraHeTo Ja €€ u3BbpUIBa TaM, KbJACTO € IIPOU3BOJACTBOTO.

Mpe:xoBu edexTn. Hammunero Ha MpeXOBU BBHHIITHM €(PEKTH € XapakTEpPHO 3a
JTUTUTAIHUS OM3HEC M 0COOCHO 3a MHOTOCTPAaHHUTE Ma3zapH (M1aThopMHUTE U COLIMATTHUTE
MpEXH). ApryMEHTHT Ce CIIOMEHaBa B 000CHOBKaTa Ha (PPEHCKUS AUTUTANICH TaHBK U Ha

IOPOCKTHT 3a JUPCKTHBA Ha EC m e B KOoHTEKCTAa Ha IIpUHOCAa Ha HOTpe6I/ITeJ'II/ITe 3a

9 Corporate tax and the digital economy: position paper update, HM Treasury (March 2018),
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/689240/corporate tax_and
the digital economy update web.pdf

10 Ministere de L’Economie et des Finances, Project de loi Relative a la Taxation des Grandes Entreprises
duNumerique, Mar. 6, 2019, https://src.bna.com/F9D.

11 Section 301 Investigation: Report on France’sDigital Services Tax (December 2019), USTR, ctp. 20,
https://ustr.gov/sites/default/files/Report On_France%27s_Digital Services Tax.pdf
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RY RESEARCH CENTER

Ch37aBaHE Ha CTOHMHOCT. MpeXOBHUTE BBHIIHUA €PEKTH CBHINO Taka Morar jga Obaar
apryMEeHT 3a BBBEXKJAHE HA JUTUTATHO OOJlaraHe, OKOJKOTO JIONMPUHACAT 3a

YBCJIIMYaBaHC Ha IMMa3apHOTO BJIUAHUC HA JUTUTAJIHUTC MOHOIIOJIN.

PoJst Ha nannuTe. [laHHUTE, U3BJICYCHH OT HAOJIOJEHUETO HA MOTPEOUTEINTE,
HE caMO JONPHUHACAT 3a HO-JOOpPOTO HACOYBAaHE Ha pa3jMYHU CTOKU MU YCIYI'M B
JMTUTATHA CPE/a, HO ChCTABJISIBAT U CAMOTO ChIbPKAHUE HA HIKOW JUTUTAIHHU YCIYTH,
pasuuTanm Ha Crowdsourcing (u3mos3BaHe Ha MBAPOCTTa Ha Thimara): Jlo romsma
CTENEH TO3M apryMEeHT € CBbp3aH C apryMeHTa 3a ydacTHe Ha NOTPEOUTEIUTE B
CH3/IaBaHETO HAa CTOHHOCT, HO HE IO M34YepnBa. AJITOPUTMHUTE U3BIHYAT JAaHHU, KOUTO HE
MPOU3THYAT camMo OT motpedurtenute. ToBa Morar aa ObIaT JHaHHU, MPEAOCTABEHU OT
MpaBHUTEJICTBATA WM JaHHU, Ch3JaJICeHN Upe3 HaOJro/IeHNe Ha JPYTd NPOMEHIUBU BHB

(u3nueckaTa WM BUpTyalHaTa cpeja.

HeMaTepna.mm AKTHUBH. HapaCTBaH_[OTO 3HAYCHUC HAa HCMATCPUATTHUTEC aKTUBU
KaToO MAaTCHTU U APYTrd IIpaBa Ha WHTCICKTya/ITHA cOOCTBEHOCT B ChYETAaHHE C TIXHATA
MOOMJIHOCT TM TpeBbpHA B HMHCTPYMEHT 3a IMPEXBBpPJsSHE Ha Meyayidu.
MynTHHAIIMOHATHUTE KOMIIAHUU IbpXKAT HEMATepUAIHUTE CU aKTUBU B IOPUCAUKIIMHU C
HUCKU JaHbIM, KOETO WM II03BOJISIBAT M3KYCTBEHO Ja HaMalsBaT JNaHbUYHUTE CHU
3aapokeHusi. Koraro kommanusi ot crtpana ot EC Ttpacdepupa wuHTENEKTymaHa
cOOCTBEHOCT KbM CBBP3aHO JIULIE B JAaHBYHO YOEXKUIIlE, TOBA MOKE /1a AaJI€ Bb3MOKHOCT
3a U3IUIalllaHe Ha Bh3HArPAKEHUS KbM TOBA JIMIIE, KOUTO CE MPUCIIAJaT 3a JaHbYHH LIeTU

B eBponeﬁCKaTa CTpaHa, B KOATO KOMIIaHHUATA € YCTaAaHOBCHA.

Komnencanuss 3a nyOamuynm ycayru. Croopea (QpeHCKOTO TPaBUTEICTBO
,,OJIEMHTE TUTUTATHI KOMIIAHUH ca HapacHaIH, 0e3 U3001110 J1a IlamiaT CpaBeiIuB Il

3a MyOJHYHHUTE YCIIYTH, KOUTO MOJIydaBar’ +2
b

. [lyOnuunuTe yeiayru, OT KOUTO INI00aIHUTE
JMTUTATHU KOMIIAHUM C€ BB3IOJI3BAT, BKJIIOYBAT 3alllUTa HA IIpaBaTa Ha cOOCTBEHOCT,

ocHUTrypsiBaHE Ha HHPPACTPYKTypa U MyOJIWYHH pazxoiu 3a oobpazoBanue u HUP/I.

12 Ministere de L’Economie et des Finances, Project de loi Relative a la Taxation des Grandes
Entreprises du Numerique, Mar. 6, 2019, https://src.bna.com/F9D.

98



3. EBojronusa Ha MoJeJInTe HA o0j1araHe Ha AUTATAJIHUTE YCJIYI'T

Mogenure 3a obyiaraHe Ha JUTHTAIHUTE YCIYTHW C€ Pa3BHUXa IIpe3 IOCICIHUTE

rOJIMHY, Ch3/aBailku Oorarta npakTuka. BaxkxHO € Ja ce mpaBu pasiiuka MEXIYy JaHbK

BBPXY KOHKPETHHM IUTHTallHU YCIYI'HM W TpaBWia 3a o0naraHe Ha KOPIIOPATUBHHUTE

A0XO0OW B JUTKTaIHA Cpeaa.

3.1. ETHOCTpAHHM MHHIHATHUBH

3.1.1. lanbuu BbpXy qurutaianure yeayru (JJY)

[Ipenn na ce Hamoxu uaesTa 3a riao0aJHO pelIeHHe, YHrapus BbBeAE JaHbK

BBPXY IPUXOAUTE OT OHJIANH peknaMa, BenukoOputanus — JaHbK BbpPXY OTKIOHEHUTE

nevyan6bu, a Muaus — 1. Hap. u3paBHABall JaHBK (Takca), OpaHuUs — JAHBK BBPXY

JIUTHTATHUTE yeryrd. YecTo Te3u Aanbiu ca Hapudanu Google tax, Twil karo 3acsrar

OCHOBHO TIPUXOJM OT OHJIalH pekiama. B Tabnumara € majeHo cpaBHEHWE Ha HIKOU

OCHOBHHU €IHOCTPAaHHU MHHUIIUATUBH 34 JUTUTAJTHO obOnarase.

nperaBaHu Ha TaHHH,
TeHepHpaHu Ha TUTUTAJICH
uHTEpdeiic

Tab6aunua 1
Crtpana Bun/Ume Ton. JlanbuHa OCHOBa CraBk | CTOolHOCTEH mpar:
a riao6anen/
MecTeH
JlaHBK BBPXY TUTUTATHHTE YCIYTH
Vurapus Reklamado- | 2014 | PexiaMu B MHTEpHET Ha 7.5% -/100 mia. HUF
rél szolé YHTapCKU €3UK (~300 xmr. EUR)
Wunns Equalisation | 2016 | Yciayru Ha HEpE3UICHTH, 6%
Levy U3BBLPIIBAHU C JUTHTATHU
cpencTaa (pekiama)
Opannms DST 2019 [Ipuxomu ot peknama, OT 3% 750 mma. EUR/
mpoaakOa Ha JaHHH,
YCIIyTH Ha TIaTPOPMHTE 25 mmH. EUR
Uramus DST 2020* | dururanHa peknama, 3% 750 mun. EUR/
yCIYTH Ha miatdopmu,
5.5 min. EUR
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ABcTpus Digital 2020 | OwnmnaiiH peknama 5% 750 mia. EUR/
Advertising
Tax 25 mna. EUR
Ucnanns DST 2020* | [Ipuxoau OT OHJIAH 3% 750 mum. EUR/
pexiiamMa U npoaaxou Ha
NAHHH 3 maH. EUR
Typuus DST 1 mapt | OHnaiiH ycIryru, BKII. 7.5% 750 mum. EUR/

pexiaMa 1 npojaaxoa Ha

2020 JIUTUTAITHO ChAbPKAHNE 20 mmu. TRY

MepKI/I 3a 3al1a3BaHC Ha JJaHbYHAaTa OCHOBA U CPCIly OTKJIOHABAHCTO Ha rnevanou

W3paen Significant 2016 | Manwuna craBka oT 25% 3a ISHHOCTH Ha HEPE3IUICHTH,
Economic KOMTO UMAaT 3HAYUTEJICH OpOil IOrOBOPH 3a OHJIAWH YCIIYTH C
Presence U3paelCcKy OTpeOUTENH, 3HaYnTeNeH yel Tpaduk oT

W3paen, oHnaliH ycayru Ha UBPUT U IIP.

Bemunkoopu- | Diverted 2015 JlanbuHa craBka 25 % + BHCOKa 17100a BbPXY Ieuaou,
TaHUS Profit Tax peanm3upanu cien 1 anpw 2015 ., 32 KOUTO ce cMsTa, 4e ca
OTKJIOHEHH OT obJsiarane BbB BenmnkoOputaHus.

Wzrounnk: Hanwonaanum mpuxomuu arennumu; https://taxfoundation.org/digital-taxes-

europe-2019/ * - mpemnokenne
Nuausn

N3pasusBamara takca (Equalisation Levy) B UHnus € equH OT IbPBHUTE JaHBIH
BbpPXY IUTHTAIHUTE yciayru. Bbeenena e mpe3 2016 r. kaTto JaHbK BBPXY YCIYIH,
W3BBPIIBAHU C IUTUTAHU cpecTBa. JJaHBKBT Che cTaBKa 6% ce Hallara 3a IUlaliaHus OT
pPE3UJCHTH (BKIIOYUTETHO CAMOHAETH) WJIM OT HEPEe3UACHTH, KOUTO MMAT MSACTO Ha
cTomaHcka JeitHocT B WHIus, KbM HEPE3UJEHTH, KOUTO HAMAT MSCTO Ha CTOIAHCKa
neiinoct B Mumns. '3 JlaHbKbT npeaBkaa cpaBHUTENHO HUCHK mpar — 100 000 pynuu
(1275 eBpo). IIpuxoaute 3a 2017/2018 1. ca B pazmep Ha 5.5 mupa. pynuu (Han 70 MIH.
eBpo). To3u JaHbK ce cMsTa 32 KPATKOCPOUHO PEIIEHUE, a IBITOCPOYHOTO € BHBEKIAHE

Ha KOHICIIIUATA 3a 3BHAYUTCIIHO HUKOHOMHUYCCKO IIPUCHCTBHUC.

13 Press Information Bureau Government of India, Ministry of Finance, Taxation of Digital Businesses
(February 2019), https://pib.gov.in/Pressreleaseshare.aspx?PRID=1564086
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IIpe3 2018 r. cTpaHara mpoMeHH 3aKOHa 3a IMOJOXOJHO OOjlaraHe, Taka 4e Jaa
OTpasu KOHICIIIHATA 3a ,,3HAYUTCIIHO HMKOHOMHYCCKO HpI/IC'bCTBI/Ie” B CJIy4auTC Ha

HEPE3UJACHTH, KOUTO Ca YCTAHOBHIIHU ,,0M3HEC Bph3ka~ ¢ Uuaus.
®panuus

cheHCKI/ISIT AUTUTAJICH OAHBK CC OTHACA CaMO 3a KOHKPCTHH JUI'MTAJIHU YCIIYI'U,
YHUSTO CTOMHOCT HaJIBUIIIaBa OTIPE/ICICHH ITparose: Haa 750 MITH. eBpo B riio0aneH Mamad
1 Haj 25 miH. eBpo BB @pannusa. OuakBa ce IOpaau BUCOKHS Mpar JaHbKbT Ja 3aCETHE
30 MHK, ot xouto 20 ot CAIll u enna — ¢pencka. Ilo Tazu npuunna Ciyxbdara Ha
ThproBckust mpencraBuren Ha CAIl (USTR ) ompemenn  nmanbka — Karto

JUCKpUMUHAIoHeH.

JIaHBKBT ce OTHAcs JI0 CJCIHUTE JUTHUTAIHU YCIYTH: OHJIAWH pekiama
(BKITIOYMTENTHO YCIYTH 3a yIpaBJieHHUe U MpeJaBaHe Ha JaHHU); YIIpaBJIeHHUE U Mpoiaxoa
Ha JIMYHU JaHHU C I1I€JI HACOYBAHEC Ha OHJIaMH pEKiIaMa; YyCIYI'M Ha AJWUTHWTaJIHU
m1athOpMH, KOUTO MO3BOJSIBAT pa3MsiHa Ha CTOKM W yciyrd (BmouutendHo Uber,
AirBNB). JlupektHuTte mpogaxOu OHIaiH (BMeCTO MmaaT(GopMUTE, KOMTO OCHUTYpPSBAT
B3aMMO/ICHCTBHE MEXIy MpOJaBad W KyIyBad) ca M3KIIOYEHH, ThH KaTO HE € HaJHIIe
Chb3aBaHe Ha CTOMHOCT upe3 chOMpaHe Ha JaHHU.'® DPeHCKUAT JaHBK HE ce OTHACH 3a
MPOAAKOUTE HA TUTHTAIHO ChAbpXKaHWe (KHWUTH, BUJIEO W T.H.), KAKTO W 3a OHJIANH

TUIATCKHU YCIIYT'U.

JlaHbKBT ce OTHAcAd 10 I OT OpYTHUTE TJIOOATHM MPUXOAU OT OIpPEAeTeHH
yCIyTH, KOWTO C€ U3YMCIISIBA KATO OTHOIICHHE Ha CAEJIKUTE MO JOCTaBKa HA CTOKU UIIU
yCIyTd, KOraTo MOTPEOUTENSIT WM AOCTAaBUMKBT € BbB DpaHUUs WM KaTo AA7 OT
oTepanuuTe, CBbP3aHU C MOTpeOuTeNcku npodui, oTKpuT BB Opanuus. Korato craBa
IyMa 3a pekiiama, JeTbT e M3YHCIsABa Ha 0a3a Ha yacTTa OT peKJaMHTe, OKa3aHU Ha
(bpeHcku moTpeduTeny, a KOraTto cTaBa Jyma 3a IaHHU, CBbP3aHU C TapreTUpaHa peKiama

- AC€JIa Ha PO AaACHUTC NaHHU, KOUTO 3acsrar HOTpe6I/ITeHI/I, HaMupaliu CC BbB CDpaHI_II/IH,

14 Section 301 Investigation: Report on France’sDigital Services Tax (2019), USTR,
https://ustr.gov/sites/default/files/Report On_France%27s Digital Services Tax.pdf

15 Projet de loi portant création d'une taxe sur les services numériques et modification de la trajectoire de
baisse de I'imp6t sur les sociétés, Les résumés des débats, 21 mai 2019,
http://mwwwz2.senat.fr/seances/s201905/s20190521/s20190521005.html
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KOraTo JaHHUTE ca TEeHepUpaHu. Te3W MpOMOpPIMH HE 3aBUCAT OT CTOWHOCTTA
(KoMHCHOHU, TaKCH, IIEHA Ha pekiama u mp.) CienoBaTelHo, CTpaHu, 3a kouto Google
Ipujiara rnmo-HMCKM IECHU 3a pCKiiaMa, ouxa MOJIY4YHJIM 1MO-BHUCOK JAHBK, OTKOJIKOTO aKO

ce mpuiaramie (opmyna, OTYMTAIIA EHUTE.

JlaHbKBT O€ BBBEICH peTpoakTHBHO OT | stHyapu 2019 r. u e Ob/1€ OTMEHEH, aKo

ObJIc MOCTUTHATO MEXITYHAPOJHO CIIOPa3yMEHUE 3a JUTUTATHOTO O0JIaraHe B PAMKHUTE

Ha OUCP.
3.1.2. /Ipyru KOHUENIUH 32 JUTUTATHO oDJIaraHe

B nombiaenne koM JIJ1Y (11 BMECTO HETO) HAITMOHAITHUTE MEPKHU 3a JIUTUTATTHO
oOnarane MoraT Jja BKJIIOYBAT MEPKH CpeEIly OTKJIEHHETO OT objaraHe u crnernupuyHu
MpaBWJia 3a OIpeaeisiHeTO Ha MAcCTOoTo Ha crtomaHcka aeiHoct (MCU). Ilocnennoro
03HayaBa J1a ce yIbp>Ka JAHBK HE3aBUCHUMO JAJIM J1aJICHA YyXKIeCTpaHHA KOMIIaHHUS UMa

¢buznuecko npuchcTBue ((hadprka, THProBCKU 00EKT) B AaJieHa CTpaHa.
MoskeMm 1a pa3fenuM Te3u KOHIIENIMA Ha JIBE TPYIu:

- JaHBK BBPXY OTKJIOHEHHUTE neuanon (BemnkoOpuTanus, BbBEICH Mpe3
2015 r. u ABcrpamus, 2017 1.);

- 3HAUUTEITHO MKOHOMMYECKO MPHUCHCTBHE WM BUPTYaJHO MSICTO Ha
cronancka neiHoct (Muamss w W3paenm; moaxond, 3ajerHal U B
npoekToaupektuBata Ha EC).

BeaukoOpuranus

BCJ'II/IKO6pI/ITaHI/ISI € BBbBCJIa JAaHBK BBPXY OTKIOHCHHUTC neyajaou u IIOATrOTBA

BBBCKJIAHETO HA JaHBK OT 2% BbPXY HAKOH OUTHUTAJIHU YCIIYTH.

JlaHbKBT BbPXY OTKIOHEHUTE Tieuasou BB BennkoOpurtanus e mpuer mpe3 2015
T. ¥ Be4e JIOHEeCe 3HAYUTEIIHA PUXOau B OpuTaHckus OropkeT — 700 MuH. Op. JTUpH 10
arpun 2018 r., KakTO ¥ MOBHUIIEHHUE HA MPUXOJIUTE OT Z[}:[C.l6 HeroBara nen e na
MpOTUBOJCHCTBA HAa  (DUKTHBHUTE  JOTOBOPEHOCTH, H3MOJ3BaHM OT  HSIKOU

MHOT'OHAIlMOHAJIHW KOMITAaHHWH 3a OTKJIOHABAHC Ha rmeyvagou oT O6CI[I/IH6HOTO KpaJICTBO.

16 Tackling tax avoidance, evasion, and other forms of non-compliance (March 2019),
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment _data/file/785551
ftackling tax_avoidance evasion and other forms of non-compliance web.pdf
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C nanbk ot 25% ce oOmarar medanOu, KOUTO C€ CMATAT 32 U3KYCTBEHO OTKJIOHEHH OT
obnarane BB BenukoOpuranus. JlaHpyHaTa cTaBKa € M0-BHCOKA OT CTaBKaTa, aKo TE3H

nevanOu Ouxa ounm 0610xKeHn BbB BennkoOpuranusi.

JlaHbKBT € HacoO4YeH Cpelly Cbh3JAABaHETO Ha JaHbYHU I[IPEIUMCTBA 4YpE3
TpaH3aKIMH, KOUTO HAMAT IBCH HKOHOMHWYCCKHU cvuchbi.t Makap na e Hapeden Google
tax, maHpKBT oOOXBama W APYrHM  TpaH3aKuuM (HampuMmep, (UHAHCOBH).
JlaHbYHO3aAb/DKEHH JIMIA ca M CyOeKTH, KOWTO W3BBpIIBAT JEHHOCT BBHB
BenukoOputanuss BbB Bpb3Ka C JIOCTaBKa Ha CTOKM M YCIYIH OT 4YyXKJIECTpaHHA
KOMITaHUSl U Ta3W JAEWHOCT LEJIM J1a ce U30erHe Ch3/aBaHETO Ha MSCTO HA CTOMAHCKa
neiHocT BbB BenukoOputanus unu 1enu u30sSrBaHe Ha OpUTAHCKUS JaHBK WU
CHOpa3yMEHMSITa MEXIy CTpPAaHUTE ca HalpaBeHU Taka, Y€ Ja JOoBeAaT A0 JaHbYHU
HECHOTBETCTBUA. ToOBa oOmpeesieHue Ha TMpakTUKa BKIOYBA CIydauTe, KOTaTo

YYXKACCTpaHHAa KOMITaHHWA peajiara JMCTAaHIUMOHHO AUTUTAJIHU YCIIYTH.

H3paen

KOHHCHHI/IﬂTa T. Hap. 3HAYUTCIIHO UKOHOMHYCCKO l'IpI/IC'BCTBI/Ie18 € BBbBCJCHA OT

JspxaBata M3paen npe3 2016 r., upes MUpKyIIpHO MUCMO Ha nanbyHus oprad (Circular
No. 4/2016)19. HemocpeacTBenusaT moBoj 3a TOBa € OTXBBPJICHA YacTHA TETHIIUA,
HacTosBamia 3a oOjaraHe Ha 4yxkaecTpaHHute aurutanau kommnanuun ¢ JJIC 3a
nerHoctta UM B M3paen. [lucmoTo mpeacTaBiisgBa ykazaHWEe Ha M3paejicKara JaHbYHA
aJIMMHHCTpAIMs 3a OINpeeNisiHe Ha MSICTO Ha CTOMAaHCKa ACWHOCT B CIydauTe Ha
JTUTUTAIHK YCIIYTH, TOECT HAJIMIIE € pa3lIupsiBaHe Ha TOBa onpezeneHue. [lpuema ce, ue
€ HaJuIEe 3HAYUTEITHO MKOHOMHUYECKO NMPUCHCTBHE U Ce Hajara JaHbk OT 25%, Korato
JNEMHOCTTa ce U3BBPIIBA OCHOBHO UPE3 MHTEPHET U UYKIECTPAHHHUSAT JOCTaBUMK MMa
3HAYUTENICH OpOoil TOTOBOPH 3a OHJIANH YCIIYTH C U3PACNICKU MOTPEOUTENU U 3HAUUTEIICH
ye0 Tpaduk OT U3paesicKu MOTPeOUTENH, WIH MPEACTABUTENST B V3paen e aHraxupan

CbC C"J':>6I/IpaHe Ha I/IH(I)OpMaI_II/IH 3a HOTpC6I/ITCHI/I B CTpaHaTa WU C 06CJ'IY)KBaHe Ha

17 Diverted Profits Tax: guidance, HM Revenue & Customs (December 2018),
https://www.gov.uk/government/publications/diverted-profits-tax-guidance

18 The Israeli Tax Authority published guidelines regarding taxation of foreign corporation activity in
Israel via the Internet (2016),
https://taxes.gov.il/English/About/SpokesmanAnnouncements/Pages/Ann_11042016.aspx

19 https://taxes.gov.il/incometax/documents/hozrim/hoz_kalkala_2016.pdf
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KJIMEHTH, KaKTO U aKo Mpejiara OHJIaiH yCIyTry, alallTUPaHy 3a U3PAEJICKU IOTPEOUTENN

(e3uK, BayTa).

Hanune ca paznuuust B 06JaraHeTo B 3aBUCUMOCT OT TOBA JIAJIK C AbpKaBaTa Ha
HepesusieHTa € ckioueHa Crioron0a 3a m30ArBaHe Ha JBOWHOTO JaHBYHO oOJaraHe
(CUAJ0). Ilpu Hanwmume HaA CHOroa0a MPU3HABAHETO Ha TedanOu Ha MSCTO Ha
CTOIAHCKA AEHHOCT Ha UyKJIECTpaHHA KOMITaHus B M3pael ce u3BbpIIBa B ChOTBETCTBHUE
C NMPUHIMIA HA CHIEIKUTE MEXKIy HecBbp3aHu juma (arm’s-length principle), kato ce
13101382 (PyHKIIMOHAJIEH OX0/ Ha 0a3a eCTECTBOTO Ha (PYHKIMUTE MY, U3MOI3BAHUTE

AKTHUBU U IOCTUTC PUCKOBC.

B nonbiaHeHue mpencTaBUTENAT Ha 4YyKIeCTpaHHaTa KOMIIAHMS, Mpejyiaraiia
JUTUTAIHU YCIIYTH, O MMajl 3aIbJKEHUETO J]a C€ PETUCTpUpa KaTo OTOPU3HPAH JUIIBD
3a nenute Ha JI/IC. ITopanu ToBa, ye He € HTHKOPIIOPHpPAHa B 3aKOH U € B IPOTUBOPEUYCHHE
ChC CHIIECTBYBALIUTE MEXKIYHApPOJHH TpaBwia 3a onpenensne Ha MCJI, uzpaenckara

KOHIEMIIMS € OCIIOpBaHa OT 3acerHature uyxkaecrpanaure MHK.

B nombiiaenue, ctpanara o6sBu npe3 2019 1. rutanose 3a BeBexaaHe Ha JIJIY cbe

ctaBka 3-5%, OT KO€TO O4aKkBa MOCTHILIEHU B pa3mep Ha 280 MiH. nonapa.

3.2. MHOrocTpaHHH pelnleHusi ¥ POMSIHA HA IPUHIUIINTE HA MEeKTYHAPOAHO

JAHBLYHO o0JIarame
3.2.1. EC

@DpeHCKUAT JaHbK, KAaKTO W IIOBEYETO JPYrd €IHOCTPAHHUM WHULMUATUBU B
EBpona, ce ocHoBaBaT Ha npeaoxeHueTo Ha EBpomnelickaTta KOMUCHS 32 AUPEKTHBA
OTHOCHO 00IIaTa CUCTeMa 3a JaHbK BbpPXY JUTHUTAIHUTE yciayru. Ts Moke /a Bie3e B
cuna npe3 2021 r. npu Heycnex Ha OVCP na nocturte rio0ajieH KOHCEHCYC U € 4acT OT

I10-TOJIAAM ITaKCT.

Nuaunuaruara 3a Hero oT 2017 r. u e nmoakpernena ot Ppanuus, ['epmanus,

Utamusa, HWcnmanus u BemukoOputanus®.. IlpennokeHnero 3a obOnaraHe BbpPXY

20 TIoNUTHYECKO U3SIBIICHHC ,,ChBMECTHA MHAITMATHBA 32 JaHBYHOTO OOaraHe Ha JIPYKECTBATA,
OCBINECTBSIBAIIH IEHHOCT B 001acTTa Ha IEppoBaTa HKOHOMHUKA®,
http://www.mef.qgov.it/inevidenza/banner/170907 joint initiative digital taxation.pdf
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JUTUTATHUTE YCIYTH € npencTtaBeHo npe3 2018 r. BkItouBa JiBe III/IpeKTI/IBI/I21, OTHAaCSIIU

ce ChOTBETHO JI0 AUTUTAIIHUS JaHBK (BPEMEHHO pelleHne)? 1 33 3HAUMTEIHO UTUTAITHO
IIPUCHCTBUE (IBJIFOCPOYHO penieHue). Te, KaKTo U NMpenopbka KbM JAbP:KaBUTE UIEHKU
Jla OTpa3siT KOMIUIEKCHOTO PEIIEHHWE B CBOUTE CIOroa0M 3a M30sArBaHE HAa JBOMHOTO

NaHBYHO oOyarane ¢ ropucauknuy m3BbH ECZ 6saxa npencrasenn npes mapt 2018 T.

KpaTtkocpo4HOTO perieHne mnpenBuxaalie IUTUTAICH AaHbK B pasMep Ha 3%
BBPXY KOHKPETHO TIOCOYCHH JUTUTAIHU YCIyrd. TexHusT o0xBar u (GopMyanpoBKa ce
pa3nmuyaBa oT oOxBara Ha ()PEHCKUs 3aKOH B HsKOW jAerainn. OOmarat ce MpHUXO.H,
MPOU3THYAIIN OT: Pa3oyiaraHe BbPXy IUTHTAJCH HHTepdeiic Ha pekiiama, HacoueHa KbM
noTpeduTeNMTe Ha TO3W MHTEpdeiic; MHOTOCTpaHHa IiatdopMa, KOsTO MO3BOJIsIBA HA
MOTPEOUTENNTE J1a C€ CBBP3BAT MOMEXK/TY CH M KOSITO MOXKE CBIIIO TaKa 3a ChICHCTBA 3a
JOCTaBKUTE HAa CTOKW W YCIYTH JUPEKTHO MEXy Tax; MpeJaBaHe Ha JaHHH, OTHACSIIN
ce JI0 TIOTPEOUTENNTE WK TeHEPUPAHU OT IEHHOCTH HA TIOTPEOUTENNTE BBHPXY HUPPOBU
uHTepdeiicu (BKI. HOTpeOUTENCKO Chabpkanue). [1o To3u HAYUH TaHBKBT O€ OrpaHUYEH
70 YCIYTH, TPH YHETO Ch3laBaHe MoTpeOuTenuTe wurpast poiisi. llpexaBumeHo Oe
TUTUTAIHUTE JaHbIM Ja Cce HajaraT B CTpaHaTa Ha MecTolpeOuBaBaHe Ha
MOTPEOUTENIUTE U CIPSMO KOMITAHWU, YUHTO Trio0aieH 000poT HauxBwpis 750 MilH.

€Bpo, a 000poTHT OT ocodyeHuTe yciayru B EC — 50 mutH. eBpo.

Cnen xato mpe3 aekemBpu 2018 r. ToBa mpemyokeHHEe HE yCms Ja cboOepe
HeoOxonumara moakpena, EK pemm ga orpannun ooxsara Ha JI/[Y. Ha 1 mapt 2019 1.
0e mpeioKeHa HOBa JUPEKTHBA, YMHTO OOXBAT Oe CTECHEH caMoO /0 IUTHTaIHHUTE
pexiamMHu yciyrd. Ts He mocTUrHa HeoOXOJMMOTO 3a JaHBYHU BBIPOCU OJ0OpPEHHE C

CANHOAYIIHE OT CpBeTa 10 NKOHOMHYECKH U (bl/IHaHCOBI/I BBIIPOCH.

HLHFOCpO‘IHOTO peICHUC IIpcaAriojiara Inpead BCHYKO paslupssiBaHC Ha

KOHICIIONUATA 3a MCI[, KaTO BKIIIOYH 3HAYUTCIHOTO AWUTHTAIIHO IIPUCHBCTBHC. ToBa Ou

2L Proposal for a Council Directive laying down rules relating to the corporate taxation of a significant
digital presence , COM(2018) 147 final; Proposal for a Council Directive on the common system of a
digital services tax on revenues resulting from the provision of certain digital services, COM(2018) 148
final (Mar. 3, 2018), https://ec.europa.eu/taxation_customs/business/company-tax/fair-taxation-digital-
economy_en
22 Proposal for a COUNCIL DIRECTIVE on the common system of a digital services tax on revenues
resulting from the provision of certain digital services,
https://ec.europa.eu/taxation_customs/sites/taxation/files/proposal common_system_digital services_tax
21032018 en.pdf

23C(2018) 1650 final.
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IO3BOJIMJIO €/1Ha CTpaHa aa oOmara Yy XACCTpaHHHU KOMITAHUH, KOUTO UMAT 3HAYUTCIIHA

JNEWHOCT Ha HEWHA TEPUTOPHUS, JOPH aKO HAMAT PU3UIECKH O(UC I arcHT.

VYcnoBueTo 3a HAJIMYME HAa BUPTYAJIHO MSCTO HA CTONAHCKA JIEWHOCT B JaJICHA
CTpaHa ImpeJroJara JOCTUTaHe Ha ONpeesieH 000poT U oTpeesieH Opoil MoTpeOnTeNH B
Hes.2TTo-xonkperno, EK mpenBmwkma gururanaute IaaThopMu 1a ce TpHeMar 3a
oOnaraeMu B JajZieHa CTpaHa MOpaJd HaJMYME HAa BUPTYAIIHO MSCTO Ha CTOTAHCKA

I[ef/'IHOCT, AKO € U3IIBJIHCHO €JHO OT CIICAHUTC TPpH YCIOBHUA:

-  MHMHUMAJIECH Opar Ha TOAUIIHUTE MIPUXOJH B €JHA CTpaHa OT 7 MIIH. €BpO;
- moseue ot 100 000 noTpeduTens B cTpaHa 3a eqHa naHb4Ha roauna (B2C);

- moseue oT 3000 1oroBopa 3a JUTHTAIHYU YCIyTH ¢ Ou3Hec notpedurenu (B2B).

CroTBEeTHO cCe mpemiara Ja ce€ TMPOMEHAT IIPAaroBeTe 3a OLEHKAa Ha
obcTosiTencTBaTa, Ipu KOUTO 3HAYUTEITHO LIU(PPOBO MPUCHCTBUE MPEACTABIISABA MACTO Ha

CTONIAHCKA JIEMHOCT BBB Bpb3Ka ¢ npenopskaTta Ha EK 3a nmpomenu B CU/IJ10.

[Ipuema ce, 4e MOTpeOUTENAT ce € HAMHpAT B JajicHa IOPHCIUKIMS B JallcH
JTaHBYCH MEPUOJI, aKO € U3IOJI3BAT YCTPOIMCTBO MPE3 TO3H JTAaHBUYCH MEPHOI YCTPOUCTBO
3a A0CTHII 110 ITUpoBuUs HHTEp(elic, upe3 KOUTO ce JoCTaBsAT IuppoBute yciyru. ToBa
ce ycraHoBsBa upe3 IP angpec mim apyr meton 3a reojokanus. [lo oTHomieHuwe Ha
CKJIFOUBAHETO HA JIOTOBOPH C€ CMATA, Ye OM3HEC MOTPEOHTENSIT ce HAMHpa B JaJcHA
IOPUCIUKIINS, aKo TOW mpeOrBaBa 3a MEIWTE HA KOPIOPATHBHHS JaHBK B Tas3d

IOPUCOAUKIWA WA UMa IIOCTOSAHECH 00EKT.

OrtHacsgHeTO Ha neyanaba KbM BHUPTYAJIIHO MACTO HA CTOIIAHCKA HeﬁHOCT CTaBa Ha
0a3za U3IIBIHABAHUTE q)YHKI_II/II/I, H3IO0JI3BBAHUTC AKTUBU KW IIOCTHUTC PUCKOBC, KATO CC
B3C€MaT MNpcaABHUA HMKOHOMHWYCCKH 3HAYUMHUTC ,Z[eﬁHOCTI/I, HU3BBbpHIBAHHU OT TaKOBa

IPUCBCTBUC YPEC3 AUTUTAJICH I/IHTep(1)eI>'IC. HMxoHOMMYECKH 3HAYMMU AECHHOCTH ca

- cp0OupaHero, ChXpaHEeHHEeTo, 00paboTKaTa U MpojakdaTa Ha MOTPEOUTEICKU JTaHHM,

24 Proposal for a COUNCIL DIRECTIVE laying down rules relating to the corporate taxation of a
significant digital presence,
https://ec.europa.eu/taxation_customs/sites/taxation/files/proposal_significant digital presence 21032018

en.pdf
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- C’I)6I/IpaHeT0, CbXPaHCHUCTO, o6pa60TKaTa M IIOKa3BaHCTO Ha Cb34aJACHO OT
l'IOTpe6I/ITeIII/ITe ChbAbPIKAHUEC,

- mpoaaxkbaTa Ha PEeKJIAMHO MPOCTPAHCTBO B HHTEPHET;
- Ipe[iaraHeTo Ha JUTHTAJeH Ma3ap Ha ChbAbP)KaHUE, Ch3/1aJA€HO OT TPETH CTPaHM;
- JIoCTaBKaTa Ha JPYTH AUTHTAIHU YCIIYTH.

Pasnpenenennero Ha mnevyanOute € Ha 0aza pa3xoAuTe, HalpaBEeHU 3a
u3cienBaHusl, pa3paboTBaHe U MAPKETHHT, KAKTO M OpOsi Ha MOTPeOUTENUTE U ChOpaHuTe
JaHHU OT HOTpe6I/ITeJ'II/ITC B pa3jIniHU CTPaHH. Te3n NPpCATIOKCHUS B H&fI-O6HIH JIMHUH
ca B ChOTBETCTBHE C LI€JITa Ha MpaBuiaTa 3a oOnaraHe B pamkute Ha [IpuobmiaBamaTa
pamka Ha OVICP, HO ce pa3nuyaBaT 3HAUUTEITHO 10 JETAMINTE U MEXaHNW3Ma 3a OTHACSHE

U 3a paslpe/ienssHe Ha reJanonre.
3.2.2. MoaeJs1 Ha MeKIYHAPOIHO J1aHBYHO obJ1arane B pamkute Ha OUCP

E)IHOCTpaHHOTO BBBCKIAHC HA TUTUTAJICH JaHBK €© CB'Bp3aHO C HCIOCTATHhIX KATO
JBOIHO JaHBYHO oOJIaraHe, a ONMpeIeITHETO Ha MPABUJIO 32 3HAYUTEITHO MKOHOMUYECKO
MPUCHCTBUE HE C€ CHIIIacyBa JJ00PE ChC CIIOTOI0MTE 3a M30sIrBaHE HA IBOMHOTO JTAHBYHO
oOnarane. 3aToBa Tpe3 MOCICAHWTE TOJUHU C€ 3aCHIIMXa YCWIHATA 3a TJI00aTHO

peleHe Ha BbIIpoca.

OO6cpxaaHnTe MPOMEHHU ca B KOHTeKcTa Ha [IpoekTa 3a Mepku cpelly HaMasiBaHe
Ha JaHbYHATA OCHOBA U IPEXBBHPIAHE Ha neyanoure - Base Erosion and Profit Shifting
(BEPS), uwmiito akueHT € BbpPXY TpaHCPEpPHOTO IEHOOOpa3yBaHE W APYrH IMPOSBH Ha
arpecuBHO JaHb4UHO Ianupane. [IpoextsT BEPS ce cheTom ot 15 Mmepku, popmynupanu
npe3 2013 r. u Bie3nu B cuia ot 2015 r. B pesynrar EC npue gupektuBara cpenry
n30ArBaHe Ha IaHbBIU (ATAD)ZS, a B HAIlMOHAJIHUTE 3aKOHOIATEJICTBA OsfXa BHBEICHU
W3UCKBaHUs, KAaTO HAmpuMep: MpaBuiia 3a XHOPUAHU HECHOTBETCTBHUS, KOUTO HE
no3BossiBaT Ha MHK na ce BB3MoOa3BarT OT pa3ivYHOTO TpeTUpaHe Ha (DUHAHCOBH
WHCTPYMEHTH B Pa3IMYHU CTPaHU; [IPaBUIIA 33 OIpaHUYaBaHE Ha MPU3HATUTE PA3XOJIU 32
JMUXBH, TMpaBuUiia TpPHU HAIyCKaHE; MpaBWIa 3a YYKISCTPAaHHUTE KOHTPOJIMPAHU

APYKECTBA,lIpaBuJia U JIOKYMCHTAIIUS 3a TpaHC(bepHO ueH006pa3yBaHe, BKIIOYUTCIIHO 3a

% [TakeT oT MepkH 3a Gop0a ¢ m36ATBaHeTO HA TaHbIM, https://www.consilium.europa.eu/bg/policies/anti-
tax-avoidance-package/
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H3I0J3BAHUTC METOU 3a OMMPCACIIAHC Ha ICHUTC Ha CACIKUTC MCKAY HCCBbP3aHHU JIMla

U JIp.

[TpuobmaBamara pamka (Inclusive Framework), kosito ooxBama Haa 130 ctpanu,

BKJIIOUMTENHO bbirapus, TpsiOBa na mpencraBu npoekrta 10 kpast Ha 2020 T.

Mspka 1 na BEPS e HacoueHa KbM JaHBbUHUTE MpEAU3BUKATEICTBA Ha
mururainHara ukoHomuka. [lpes suyapu 2019 r. OUCP npemnoxu nBa crbiada, 0koJo
KOUTO Ja ObJaT oOpraHU3UMpaHd MPEUIOKEHUATAa 3a CIpaBsiHE C JUTHUTAIHUTE
MpPEeIM3BUKATEICTBA — MBPBUAT € HACOYEH KbM OTHACSIHETO U Pa3NpelesIeHHETO Ha
NPUXOJUTE U TeyanouTe Mexay abpxasute, Bropusir (GIOBE) tpsOBamie na oOxBaHe
OCTaHaJIMTE MPOOJIEMHU ChC CBUBAHETO HA JaHbUHATA OCHOBA B riobasneH mamad. [Ipe3

OKTOMBpH U HoeMBpH 2019 r. npenoxeHusTa 0sxa myOIMKyBaH! 32 KOHCYJITAIU.

IIbpBUAT ¢THJAO OM TO3BOJIUI HA €THA CTPaHA J]a 000U JOX0/1a OT TUTUTATHH
YCIIYTH, TIPEIOCTABIHA Ha MOTPEOUTEIN B Ta3W CTpaHa OT UYKJIECTpaHHA KOMITAHUS,
KOSITO HsAMa (DU3UYECKO TMPHUCHCTBHE B Hesl. Toil € ONMM3BK J1a MpeACTaBEHUTE HJIEH,
CBBP3aHH C BUPTYATHO MSCTO Ha CTOTAHCKA IEWHOCT. MOoIeTbT Ha JAHBYHUTE CTIOTO101
Ha OUCP cera mpenmosara, 4e medaqOuTe ce obOjaraT B CTpaHaTa, KbIETO €HA
KOMIIaHHS € PETUCTPUPaHa, OCBEH aKo TS M3BBPIIBA IEHHOCT B JIpyra CTpaHa 4pe3 MsICTO

Ha CTOTIaHCKa JeHHOCT?)

HoBara cucrema Hajarpakaa OCHOBHHS TPUHIMII HAa JAHBYHO oOOJiaraHe
(oOmaraema Bpb3Ka MK NEXUS rule), cropen KOWTO cTpaHWTe MoraT Ja objaraT camo
JNEHHOCTH Ha KOMITAaHUH, KOUTO UMaT MSICTO Ha CTOIMAaHCKa JelHocCT ((padpuka, oduc) B
naneHa crpaHa. llpeaymaraHoro HOBO TIPaBWIIO JIONycKa Jia ce OOXBaHAT KaKTO
JUCTAaHLMOHHUTE MPOAK0HU, Taka U IIpoAaxou ot nuctpudyrop.?’ Ilpeasusxia ce 1a umMa
Ipar Ha MPUXOIUTE, HaJl KOUTO TOBA MPABUIIO IIE CE MPUIIara, KaTo MpH TOBa IMOJ0KCHUE
0CTaBa HESICHO KakK IIe ce 00XBaHAT OC3IUIATHUTE JUTUTAIHHU YCIYTH, IPEIOCTABsIHA Ha

l'IOTpC6I/ITCJ'II/I B JaJiIiCHa CTpaHa.

26 OECD, Model Tax Convention on Income and on Capital: Condensed Version 2017, art. 7(1)

27 Public consultation document: Secretariat Proposal for a "Unified Approach™ under Pillar One,
http://www.oecd.org/ctp/beps/public-consultation-document-secretariat-proposal-unified-approach-pillar-

one.pdf
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OcBeH TOBa ce HaArpaXkJia U APYro OCHOBHO MPABUIIO, CBBP3aHO C TpaHC(HEPHOTO
1IeHo0Opa3yBaHe — MPHUHIMIIA Ha CACIKUTE MEXKIy HecBbp3aHu Jjuia (arm’s-length
principle). 3a HepyTuHHH omepanuu (HampuMep, ¢ HeMaTepHalHU aKTUBU) WIHA TaM,
KBJETO MPHJIAraHeTO Ha TO3H IMPUHIIKIT BOJIH JIO 3aTPYAHEHHUS, OTIPEACISIHETO Ha IICHUTE

1Ie cTaBa 1o gopmysa.

[IpenBmwxkaa ce ClIOKEH TPUCTENEH MOIXOJ 3a paslpelelisiHe Ha objaraemara
nevanba MeXIy BBBICUCHHUTE CTPAHU, KOWTO pa3rpaHWyaBa PYTHHHA W HEPYTHHHA
nevanba, KakTo ¥ popMupaHe Ha rnevyandaTa Mo QyHKIUU — HallpUMep, OT MAPKETUHT U
muctpuOyrus. Haii-o0mo, uaesita e 4acT OT ocTarb4yHaTa, HEPYTHHHA Tedanda Ja ce
pasmpeznens KbM cTpaHata Ha mnorpeOutens. [Ipemmaratr ce Tpu BapuaHTa Ha
pasmpesienieHle Ha redandara— Ha 0a3a y4acTHEeTO Ha MOTpeOUTEeTUuTe, HaMaTepUaTHU
MapKETHHTOBH aKTHBH W 3HAYUTEITHO WKOHOMHYECKO TPHCHCTBHE. [IpemtoskeHoTo

pasnpeneneHie 60paBu ¢ MPEANOJIOKEHUS U C€ 0UepTaBa Jia Ob/ie 00EKT Ha CIIOPOBE.

BropusT cTbJ0 chabprka paBuIa Cpelly CBUBaHE Ha JaHbYHATA OCHOBA. TO¥ 111e
MTO3BOJIM HA JIbPKaBaTa, YAETO MECTHO JIUIIE € UyKISCTPaHHATA KOMITAHWHSI, J1a H3UCKBA OT
Hesl J1a TUTalla TTOHe MUHUMAJICH JaHbK BBPXY CBETOBHHTE CH Ie4aiOH, ako JIOXOHUTE HE
ca o0JIOKEHH B CTpaHaTa Ha MOTpeOJICHHE WM € HAIMWIEC NMPEXBBHPIISHE Ha Mevaion B
CTpaHU C HUCKH AaHbBIU. Te3u mpaBuiia e 3acerHar 1 TpaJulUOHHUTE KOMITAHUH, KOUTO
MpUTEKaBaT, HATIPIMEP, HEMATEPHAIHU aKTHBH. 1€ ce OTHACAT KAaKTO J0 CTpaHara Ha
MECTHOTO JIMIIE, TaKa M JI0 CTpaHaTa Ha U3TOYHHUKA Ha Joxoaa. Hampumep, crpanara Ha
MECTHOTO JIUIIC MOXKE Jia 00JI0KH JI0X0a Ha YyXKJACCTPAHHO KOHTPOJMPAHO JIPYKECTBO,
aKo TOW € OMJI 00JIOKEH ¢ e)eKTUBHA CTaBKa 0] MUHUMAJIHATa. A CTpaHaTa Ha IvlaTena
MOJKe J1a 0OJIOKH TP N3TOYHUKA TUIAIAHUS KbM CBBP3aHH JIMIA, aKO T HE C€ 00JI0KEHU

HIIH ca 0010KeHU 1o MUHUMaAJIHAaTa CTaBKa

Cnopen cranosuie Ha KPMG npeMuHaBaHETO KbM TJIOOAJICH CTaHIIAPT 3a
(bMHAHCOBM OTYETH M3IJICK/IA IIIe Ch3/aie 00IIa KOpIopaTHBHA JaHbYHA OCHOBA, IIOHE
10 OTHOIIIEHUE HA U3BBHTEPUTOPHUAITHUS JOXO, KOETO OM OMJIIO TOIsIMa TPOMSHA B

MCXKAYyHAapOAHATa JaHbYHA CI/ICTeMa.28 HMnesTa 3a MUHMMAJTHUS JaHBK HAIIOMHS

28 KPMG report: OECD proposal under Pillar Two; addressing tax challenges of digitalisation of the
economy, (November, 2019), https://home.kpmg/us/en/home/insights/2019/11/tnf-kpmg-report-oecd-
proposal-pillar-two-addressing-tax-challenges-digitalisation-economy.html
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BbBeAeHUs ¢ JanbuHuTe mpoMenu B CALLl mpe3 2017 r. 10.5% Munumalien 1anbK
BBPXY TJIOGATHHUS JOXOJ OT HEMAaTepPUATHI aKTHBH, 00JI0KEH ¢ HUCKHU JaHbIH. 2
KoHkpeTHUsT pazMep Ha MUHUMATHHS TaHBK HE C€ TIOCOYBA B MPEJIOKCHUSITA Ha

OUCP, Ho B npuMepuTe € 3a10KeHa cTaBka oT 15%.

Hocrturanero Ha komnpomuc B pamkute Ha OVICP ce cibBa KakTo OT OnlaceHusTa
3a aIMUHUCTPATHUBHA TEXKECT, TaKa U OT ChIIPOTHBATA HA 3aCETHATUTE cTpaHU. B nmucmo
10 TeHepannus cexkperap Ha OUCP*° ot amepuxaHcKuaT puHAHCOB MUHMCTBD CTHBBH
Mnuyunn mnpenopbuBa kiay3za safe harbour mo otHomenue Ha IIbpBus cTBI0. Ha
IIPAKTHKa TOBA O3Ha4yaBa [IPABUJIATA 3@ OTHACAHE U Pa3lIpe/Ie/ICHUE Ha N1e4aJOnuTe 1a He

ObJaT 3aAbKUTETTHY (aKO ce MoeMaT JIpYr'y aHTaKUMEHTH ).

4, Ouemca HAa NTHUINHATHUBUTE 3a JTUTHTAJTHO odJ1arane u noCJIeAMIIUTE OT TAX

JluruTanHUAT NaHBK, BBBEICH KAaTO €IHOCTpaHHA MspKa, oOyiara OpyTHHTE
MIPUXOJHA OT KOHKPETHH YCIyTH. TO# HEe € JaHBK BBPXY Ievandara Wid JaHbK BHPXY
caenkuTte (3a paznuka ot JJIC), a manbk Bbpxy 000poTa. EBpomna ce oTkasza oT TO3u TUI
naHbIu npe3 60-te roguHM Ha XX BEK, MOpaau ToBa, Y€ Te ca Hee(EeKTHBHHU,
HECTIPAaBE/IMBA U TIPEMATCTBAT HMKOHOMMYeckus pacTex.’! Cropen W3kasBaHe Ha
(peHCKIs MUHHCTBD Ha HKOHOMHUKaTa bprono 150 Mep>? 1aHBKBT, BHBEIEH B CTPaHATa,
€ OCHOBaH Ha 000pOTa, Thil KaTO € TBBPJAE CIOKHO Jla Ce OMpeneiH KaK ce HM3BJIMYa

neyanba oT JaHHUTE.

Ho cnopen OMCP noaxoasmiaTta 6a3a 3a o0garane Moxe J1a ObJie WiIH redyaindara

win notpebnennero (JIJIC wnm maHbIM  BBPXy mnpoaaxo6mte)** BmecTo TOBa

2% What is global intangible low-taxed income and how is it taxed under the TCJA?, Tax Policy Center,
https://www.taxpolicycenter.org/briefing-book/what-global-intangible-low-taxed-income-and-how-it-

taxed-under-tcja

30 Bk https://www.oecd.org/tax/Letter-from-OECD-Secretary-General-Angel-Gurria-for-the-attention-

of-The-Honorable-Steven-T-Mnuchin-Secretary-of-the-Treasury-United-States.pdf.

31 Bunn, “A Summary of Criticisms of the EU Digital Tax,” TaxFoundation.org, October 2018,
https://taxfoundation.org/eu-digital-tax-criticisms/

32 Ministere de L’Economie et des Finances, Project de loi Relative a la Taxation des Grandes
Entreprises du Numerique, Mar. 6, 2019, https://src.bna.com/F9D.

33 OECD, Addressing the Tax Challenges of the Digital Economy: “Fundamental Principles of Taxation,”
ctp. 32-47 (2014).
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JTUTUTATHUAT JaHBK o0yiara 000poTa, KOETO MOXKE Jia JoBele A0 o0iaraHe Ha ry0emu
JCMHOCTH WM B PE3yATAT Ha HAJIATAHETO Ha IMTATalICH JaHbK KOMITAHUU ¢ HUCKA HOpMa
Ha reyayda Morar Ja oTderaT 3aryba. 3a KommaHus C peHradmiHocT ot 10%,
JTUTUTATHUAT JAaHBK OU TOBEII 10 eeKTHUBHA CTaBKa Ha TaHBK BhPXY medandara ot 30%.
OT MKOHOMHYECKA TJIeTHA TOYKA TAKbB JaHBK O MMai eeKT, MoJ00CH Ha HaJlaraHeTo
Ha MUTa BBPXY BHOca (OIIE IMOBEYE, Y€ B MOBEYETO CTPAHM MOPATH BHCOKHUTE TIPArOBe

TOH ce OTHACS JI0 YyXAECTPAaHHU KOMIIAHUH).

Ob6naranero Ha OpyTHHTE NPUXOJU, BMECTO Ha Nedasibdara HapyllaBa MpUHIMIIA
Ha e(EeKTUBHOCT WM CIPABEIIMBOCT (BB3MOXKHOCT 3a TUIAIIaHE) M MOXE Jia Ch3/aje
WKOHOMHUYECKH OapuepH MEXIy cTpaHuTe. JJaHbKbT € HacOUeH KbM CPAaBHHTEITHO MajKa
rpyra KOMIIAaHWU U 32 KOHKPETHH YCIyT'H, KOETO HapylllaBa MPUHIUIIA Ha HEYTPATHOCT.
[Topagu OBP30TO pa3BUTHE HA TEXHOJOTHUTE W CIOCOOHOCTTa 3a MoAMQUIIMpaHE Ha
TUTUTaIHUS Ou3Hec, MpoOieMbT C oOJiaraHeTo WM HEOOJaraHeTo Ha KOHKPETHO
MMOCOYEHHU YCIYTH MOXE Jla C€ 3aapi0oo4n ¢ BpeMeTo. JlaHbumTe BBpPXY OpyTHHTE
MPHUXOIM B MEXIyHApOI€H KOHTEKCT MOTAT Jia IOBeNaT 70 IBOWHO O0Jiarane, Thidl KaTo
elHa Iy)KIeCTpaHHA KOMIIaHMs, KOSTO IUIAIla JAaHBIM B POJMHATA CH, He OM Moria 1a

MNPUCIIAAHC IJIATCHUA JUTUTAJICH JaHBbK, HAIIPUMEP, BHB q)paHI_[I/IH . 34

Eto 3amo otnennu crpanu, kakto 1 OMCP mocturar no uaesita, 4e He TpsOBa Aa
MMa CHernuaieH JaHbK, KOMTO J1a OrpaJu AUTUTATHUTE YCIYTH OT OCTaHaausl OW3HEC.
BwmecTo ToBa ciienBa nma ce mpHiIoXKaT OOIIM pElIeHHS 3a YCTaHOBSBaHE Ha BPb3KaTa
MEXy pEaTU3UpPaHUTE NPUXOAM M MSICTOTO Ha oOJlaraHe M 3a pasmpeeicHHEe Ha

neyajaoure.

Enun chiiectBeH npo0ieM U U3TOYHUK Ha CIIOPOBE U HECUTYPHOCT € CBBP3aH C
pasmpene’eHHeTo Ha MPUXOAUTe/IeqaonTe Mexx 1y cTpanute. JJokaTto GpeHCKUsIT JaHbK
MpenBIKIA paslpeseieHre Ha 0aza HATypajdHH MOKa3aTrenu (IsU1 OT MOKa3BaHUTE
pexamMu Ha GpeHCKHU NOTPeOUTENH ), MHIUHCKATa KOHIICTIIUS MPEABIK/IA pa3npeaesssHe

Ha IIpUXoauTe Ha 0a3a Ha IIprucTa HOPMa Ha neyanoara 3a Pa3JIMIHUTC Ou3HecH.

3 Bunn, “A Summary of Criticisms of the EU Digital Tax,” TaxFoundation.org, October 2018,
https://ftaxfoundation.org/eu-digital-tax-criticisms/
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C ornen Ha n30Opanus B JOKJIAaa MOAX0 na ce pasriexnaa J/IY B koHTekcTa Ha
MPUHOCA HA MOTPEOUTENNTE, CTOU BBIPOCHT 32 ChOTBETCTBHE MEX]y OCHOBaHMATA Ha
JUTUTATHOTO obOJaraHe W HETOBUS MexaHW3bM. lIpemnoxenusara B pamkute Ha OUCP
3acera ca KOHIEHTPUPAHU BbPXY IPEIHAMEPEHOTO OTKJIOHEHHE OT obnarane. Te B mo-
MaJIKa CTEIIeH OTTOBApSAT Ha 3asBEHATa LIeJ 32 ChoOpa3sBaHe Ha 00JaraHeTo HaAYMHA, MO

KOWTO MOTPEOUTENNTE M JAHHUTE JTOTIPHHACSAT 32 Ch3aBaHETO HA CTOMHOCT.

Henpo3pauHara u cioxHa Bepura Ha CTOHHOCTTA B AUTUTAITHHAS OM3HEC, KAKTO U
HaJIMYMETO HAa MHOKECTBO O€3IIJIaTHU YCIYT'H, KOUTO €a 4acT OT OIOCPEACTBaHA pa3MsiHa
ype3 AUTUTAIHUTE IIATGOpPMU, Ch3AaBaT TPYAHO MPEOJOJIMMU 3aTpyaHeHus. Beuuku
pasriegaHyu CXeMH Ce OCHOBABAT B IIO-MaJIKa WM MTO-TOJIsIMA CTEIIEH Ha IIPEATIOI0KEHHUSL.
ToBa Moxe Ja ca IpeanoJIoKEHUs 3a HOpMaTa Ha redanla, XapakTepHa 3a JaJeHH
JUTUTAIHA YCIYTM WJIA CEKTOPH, NPEANOJIOKEHWE 3a MECTOIOJOXKEHUETO Ha

HOTpe6I/ITeJ'[$I B MOMCHTA Ha p€aJIM3hpaHe Ha CACJIKaTa U T.H.

HpaKTI/I‘-IeCKOTO InpujaraHe Ha HOBOTO AWTHUTAJIHO oOnarane 1€ 3aBHCH OT TOBA

JaJii e ¢c€ HaMEpu pa60TeH10 PEUICHUEC 110 BBIIPOCHU KAaTO!:

- cpexncTBa 3a M3MEpPBAaHE HAa JUTHUTATHOTO MPUCHCTBUE/OpOST MOTpeOUTENH U
MEpKH Cpelly 3aao0HWKalisiHe Ha JaHbKa (MCHAHCKHAT TPOEKTO3aKOH,
HaTpuMep, TPEIBIKAA HaKa3aTeITHU MEPKH 3a MMOTPeOUTENN, KOUTO KpHsT [P
azpeca cu)

- ompezensHE Ha MPUHOCA HA TE3W MOTPEOHUTENIH B Ch3JaBAHETO HA CTOMHOCT
(Hamp., KOrato B3aMMOJICHCTBAT MOTPEOUTENIN B PA3IIUYHU CTPAHU WM SIUH
Y ChII MMOTPEOUTEIT U3M0JI3Ba AOOHAMEHT B Pa3IMYHH CTPaHHU).

To3u BBIPOC € 3acerHat B CTAHOBUIIETO Ha EBPOINEHCKUS MWKOHOMHYECKH W

COLIMAJICH CBHBET, CIIOPE]] KOUTO OpOsT Ha MOTPEOUTEIUTE Ha IIUPPOBH YCIYTH € JIECHO

MaHHUIYJIHPyeM KpUTepHii 32 obaraeMa Bpb3ka. >

IlocaeauumuTe OT JUTHTAITHOTO obnarane Omxa ce pasiimiyaBajid 3HAYUTCIHO B
3aBUCUMOCT OT TCPUTOPUAIHHA 00xBaT u BB3IPUCTHUA IIOAXO0 — BbBCKIAHC I[I[y nin

nNpoMsiHa Ha mpaBuiiaTa B pamkute Ha BEPS (Bkii. BpBexkaane Ha BupTyanHo MCJI).

35 Cranosume na EMCK otHocHo , IIpennoxenue 3a Jupektupa Ha ChBeTa 3a OpejieNsHe Ha IPaBWIaTa

OTHOCHO KOPITOPATHBHOTO TaHBYHO OOJIaraHe Ha 3HAYMTEIHO U(PPOBO MpUChCTBHE", hitps://eur-
lex.europa.eu/legal-content/BG/T XT/HTML/?uri=CELEX:52018 AE1556&from=BG
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EnnocrpannoTo BBBekAane Ha JIJ[Y OT OTAenHU cTpaHU ChC 3HAYUTENEH Opoi
MOTPEeOUTENIN ¢ BUCOK JOXOJ W pa3BUTA JAWTUTAIHA WHOPACTPYKTypa OU YBEIHUUIIO
naHbyHUTE UM nocrbivieHus. Ha xuso EC Hanpumep ce minanupaiue npuxoaure ot Y
Jla IOCTUTHAT 5 MJIpA. €Bpo, a camo BbB Dpanius nporuosara e 3a 500 muH. eBpo. Ho
TO3U PE3YITAaT MOXKE J1a € 3a CMETKAa Ha MHOKECTBO Ch/IEOHHU CIIOPOBE, YBEJIIMYEHU LIEHU
Ha OHJIAWH yCIIyrUTe, OTJIUB HAa MHBECTUTOPH, KOMTO Ca NMAapTHbOPU HA 3aCETHATHUTE

KOMIIaHHUMH.

Hsxou ot nmocouenute nedexktn morar na ObaaT m30erHaTH, ako Ce€ CTUTHE JI0
r1106amHo peleHre B paMkuTe Ha nHunuatuBata Ha OUCP. B to3u ciiyyait o6aue nieHata

e ca YBCJIMYCHN aAMUHUCTPATUBHU Pa3XOJu 3a Clla3BaHC Ha JAHBYHUTE 3aIbJDKCHHA.

Karo Bcsika 3HauMMa MPOMSIHA HOBHUTE NMPHUHIIMIA Ha JUTUTAIHO oOJaraHe Iie
Ch37amaT TYOCId W TMEUYSIMBINU. [oJieMHTEe MYyATHHAIIMOHAIHH KOMIIAHWHM Onxa
3aryOWiIM 9acT OT JaHbYHHUTE NpeauMcTBa. [Ipemioxennute penrenns mo [IspBus cToiI0
Ha Mspka 1 na OMCP Ouxa noBenu A0 mpepasmnpeneisHe Ha JAHBUYHUTE MPUXOIUA OT
CTpaHH!, KOUTO Ca rOJIEMH ITPOU3BOIUTENN Ha JIUTUTATHU CTOKH U YCIYTH, KbM CTPaHU C
roJisiMa MoTpeouTeNcKa 6a3a u 100pa TUruTaiHa HHPpPACTpyKTypa. B romsmara cu gact
MEeYeNUBIINTE CTPAHHU 1€ ObJAT T€3H C MO-HUCKHU T0X0AH, 0cO0eHO B A3us. BbB Bpb3ka
C TOBa MpeJACTaBisABa MHTepec u3ciensaHe Ha MB®, cnopea koeTo cTpaHHWTe U3BBH
OUCP (Toect cTpaHuTe ¢ MO-HUCBHK A0XOM), TYOST okosno 1.3% OT HauMOHATHUS CH
JOXOJ1 TOJUIIHO MOPaan MPEXBBPISHETO Ha NeYaaOuTe B FOPUCAUKIIMY C HUCKU JaHbIH

(ctipamo 1% 3a pazsutuTe).>®

[Ipennosxenusra 3a BbBEX/1aHE HA MUHUMAJIHU CTaBKU 110 BTopu cThJ10, OT Apyra
CTpaHa, OMxa HaMadWIM aTPAKTUBHOCTTA Ha IOPUCIUKIUU C OJArompHsTHU AAaHBYHU
pexxumu. CTpaHuTe, KOUTO Pa3yUTaT Ha HUCKU JIaHBUHU CTAaBKH (0 M3BECTHA CTEIEH U
boarapus), 3a na npuBIMYaT YyXKAECTpAaHHH MHBECTUTOPH, e OBbAAT U3NPABEHU IMPE]

HeO6XOI[I/IMOCTTa Ja NpCOUCHAT KOHKYPCHTHUTC CHU IIPEAUMCTBA.

Cp110 Taka € HajaMIle pa3iuKa [0 OTHOLIEHUE HA Bb3/IEHCTBUETO BbPXY MAJIKUTE
u cpeanu npeanpustus. Jlokato BpemeHHoTo pemenue (1Y) karo usino e HacoueHo

KbM TOJICMUTEC NUIUTAJIHU KOMIIAHWH, OBJITOCPOYHOTO PCUHICHUC, IMO-CIICLIUAIHO B EC

36 |MF Policy Paper - Corporate Taxation in the Global Economy (2019),
https://www.imf.org/~/media/Files/Publications/PP/2019/PPEA2019007.ashx
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MIPEIBIDKIA CPAaBHUTEIHO HUCHK Tipar (7 MiH. eBpo). 3a paznuka ot /Y obade ToBa
pelleHne HE € 3aJbJDKUTENIHO /1a JI0BEAE /0 JONBIHUTEIHU JAaHBbYHU 3aIbJDKEHUS Ha
TE3W KOMIAHUU (B 3aBHUCHMOCT OT TOBAa KbJE Ca YCTAaHOBEHH, AAJH Ca aHTAXKHUPAHU C
TpPaHCTPAHUYHU CXEMHU U T.H.). B cbiioTo Bpeme Hanaraneto Ha JIJIY moxke 1a 3acerHe u
Maykusi OW3HEC, KAKTO W B MO-IIMPOK CMHCHI MOTPEOUTENUTE, Thi KaTO CE OYaKBa
AUTUTAIHUTC KOMIIAHUH Oa IO HNPCXBBPJIAT 4PE3 YBCIMYCHHMEC HA LHCHUTC, TAKCUTC U

KOMHCHOHHUTCE.

Scno MIPOTUBOCTOAINIMTEC HWHTCPCCH HA CTPAHHUTEC, KAKTO HW TCXHHUYCCKATa

CJIOXHOCT Ha MIPEUIOKEHUSATA e HAMIPABST TPYJAHO HAMUPAHETO Ha III00ATHO pPeIleHue.
3akjaoueHue

B'I)BG)K)IaHeTO Ha JUTUTAJICH JaHBK CC pa3jindaBa 3HAYUTCIIHO OT MHUIUATUBUTEC
3a IMpOMsAHA Ha rJI00aTHATE ImpaBujia Ha oOnarase ¢ OTJIC Ha INPpCAU3BUKATCIICTBATa HA
JUIruTajanu3anusara. HI/IFI/ITaJ'IHI/ISIT JaHBK € MO-HECHBBPIICH MHCTPYMCHT, HO TOM € TI0-

JIECHO TPHIIOKUM, OTKOJIKOTO TpetoxenusTa mo Mspka 1 ot [Ipoekra BEPS.

VenexsT Ha JUTHTAIHOTO oOJiaraHe 10 ToJisiMa CTEIEH IIe 3aBUCH OT HETOBUS
nu3aifH. He € B3MOHO YHUBEPCAIHO CTaHIAPTHO pelieHue B TI00asieH Maiad, 6e3 1a
CC OTYHUTAT CICHU(PHUKUTE HA PA3IMYHUTE AUTUTATHU YCIAYrH, KAKTO ¥ Ha Pa3InYHUTE

JaHBYHU CUCTEMHU B OTACITHUTC CTPAHU.

[TocodennTe mpakTUYECKU TPOOIEMH TMpeArnoarar, 4e 1me Ob/ie TPYyIHO Ja ce
HaMepH pelieHre B riobaneH mian 10 kpas Ha 2020 r. BeposTHO € 1a ce JoCTUrHE 10

KOMIIPOMHUC I10 €JIEMCHTH OT BTOPUA CTBJIO (MI/IHI/IMaJ'IHaTa JaHb4YHa CTaBKa).

[Ipu mpoBan Ha ycunusATa 3a riiodaHo pemnieHue B pamkute Ha OUCP e BeposaTHO
na ce popMuUpar KOAJUIMK OT CTPAaHU, KOUTO Ja IOTOBOPAT MpHJIaraHeTo Ha MpaBuUiiaTa
3a JUTMTAIHO objarane moMexay cu (cBoeoOpas3eH naHbueH aururaieH cbio3). EC e B
MO3UIIUS J1a IPUBJIEYE KbM TaKbB ChIO3 U APYTU CTPAHU MOPAAM CHIIHATA CHU MTO3ULUS ITPU
TpaHceputTe Ha IaHHU, OmarogapeHue Ha OOIIMS PErIaMeHT 3a 3alluTa Ha JIMYHUTE

JTaHHU.
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1. Introduction

At the heart of the economic crisis of 2008, the countries of Southern Europe are found, where the
crisis still endures. Greece is one of the countries of Southern Europe experiencing a real economic
and social disaster. The year of 2010 is a turning point for the Greek economy and society; the
country goes bankrupt and a climate of uncertainty prevails in society. Papandreou's government
is asking for financial support from the European Union and the IMF. In the spring of 2010, the
Greek Parliament approves the first package of measures and the monitoring by three European
institutions (the Troika): the IMF, the European Commission, and the ECB. Since then, the country
has signed three memoranda, as well as a dozen agreements with complementary measures.
Theoretically, the memoranda aim to ensure the repayment of debt and the correction of the
generating causes that led to the state of bankruptcy. Since then, the Greek economy has been under

a tight supervisory regime and has faced one of the biggest austerities in its history.

Despite these strict austerity measures that have been implemented, the country cannot get out of
the crisis. Recent studies show that the increase of unemployment, poverty and inequalities, the
deterioration of working conditions, the violation of labor rights, the increase of insecurity and
precariousness at work, the deterioration of the education and health system, the weakening of
public services and social security, the proletarization of the middle classes and the marginalization
of workers are the most serious problems Greece has been facing since 2010 (Vlachou,
Theocharakis, Mylonakis, 2011; Tsoukalas, 2013). Nearly 10 years later and despite all the severe

austerity measures, Greece is still unable to escape the crisis. But how Greece did get to that point?

Until now the majority of economists have been focusing mainly on the financial dimension of the
Greek crisis by targeting aspects of the phenomenon like the debt repayment, its management or
some other technical aspects. However, the crisis that the Greek economy and society have been
going through for almost ten years is a purely structural crisis. This structural crisis has not only a

financial dimension but also a social, institutional, political and ideological one.

116



¢

MONETARY RESEARGH CENTER

The current paper follows the structure of our thesis and its purpose is to present the structure of
our research work, our proposed methodological approach, and the first insights of our research.
Starting with a brief presentation of the research questions and the methodology, we move forward
to a brief literature review in order to situate our interpretation of the phenomenon in the existing
literature, and we conclude with a discussion about the role of the State in the Modern Greek

economic model.

2. Research questions

The Greek crisis offers a series of theoretical and empirical questions regarding the relation
between the emergence of the sovereign debt crisis, the accumulation regime and certain
institutional characteristics specific to Greece. These questions lead us to study the institutional
specificities, which constitute a particular economic model and construct a system of problematic
accumulation, which, ultimately, weakens its growth dynamic. Greece is our case study to answer
a key question: what is the impact of the institutional specificities of the Greek economic model on

the sustainability of the accumulation regime?

In this respect, we consider the current economic crisis in Greece as a result of the European and
world economic situation, but at the same time as the result of internal economic, social, political
and institutional problems. As such, the role of national elites in connection with the external forces
of globalization and Europeanization is fundamental. It is therefore essential to identify the
institutionalized compromises that led to the construction of the Greek accumulation regime and

its possible deficiency.

Our research is structured on that basis, and its objective is to study the interconnections and
interdependencies between the regime of accumulation in Greece and its chronic institutional
dysfunctions. Thus, the approach of the thesis is at once theoretical, historical-institutional and

empirical.

3. Literature review
Different interpretations and approaches have been given to explain the economic crisis in Greece

creating a fierce academic debate among economists. In our literature review we try to classify the

117



¢

MONETARY RESEARGH CENTER

different interpretations and approaches that have been given for the Greek crisis into large,
aggregate groups. The complexity of the Greek reality and its historical path makes this task a quite
challenging one as the boundaries between such groups can be vague and subjective. One possible
classification is proposed by Stavros Mavroudeas (2018) who identifies three major groups:

mainstream interpretations, heterodox interpretations and Marxists ones.

According to Stavros Mavroudeas, mainstream interpretations refer mainly to neoclassical and
neo-Keynesian interpretations, as well as, to the New Consensus Economics (Arestis, Sawyer,
2002). Mainstream interpretations ignore the historical aspect of economic laws as well as the fact
that the very substance of economic relations is social — in other words, composed of socially
instituted forms (Nadel, 2002, p. 42) and so they don’t have their own theory of crisis as they argue
that “capitalism is a perfect system that under normal circumstances and agents behavior is not
going to face crises” (Mavroudeas, 2018, pp. 16-17). Irresponsible acts, violations of the conditions
of perfect competition are some of the reasons that, according to Neoclassicals, can cause an

economic crisis?.

In heterodox approaches, we find mostly post-Keynesian interpretations. In Greece a well-known
approach for the Greek crisis is the Minskian analysis of George Argitis (2012). More precisely,
George Argitis is raises a critic on the New Consensus Economics by arguing that the theoretical
framework of the New Consensus Economics fails to perceive the current economic crisis in its
entirety. In doing so, he suggests Minsky’s “financial instability hypothesis” (2013, p. 485), as a
counter-proposal arguing that the current economic crisis is caused by the endogenous problematic

structure and functioning of the financial system (2013, p. 501).

Last but not least, Marxist interpretations® follow the analysis and methodological schema of Marx
and Marxian theory. Marxist approaches propose a structural analysis of the Greek crisis by
locating its roots in the sphere of production. At the heart of this analysis we find the tendency of

the rate of profit of the Greek economy to fall (Maniatis, Passas, 2014) that is being combined with

2 For an extensive presentation of the arguments of the mainstream economists for the Greek crisis see Mavroudeas,
2016.

% For a deep Marxist analysis of the Greek crisis see Maniatis and Passas, 2014; Mavroudeas, 2014; Mavroudeas, 2013;
Sotiropoulos, Milios and Lapatsioras, 2019.
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two additional arguments such as the financialized capitalism who is profiting without producing
(Lapavitsas, 2008 & Lapavitas, 2009) and the subordinate position of Greek capitalism in the
context of European unification (Economakis, Markaki, 2016).

As the economy goes side by side with policy, different interpretations of the economic crisis not
only affect how we understand the crisis in Greece but also lead to different policy proposals and
solutions. Hence, the further enquiry of the root causes of the Greek crisis becomes of great
importance to policy makers as it advises on policies addressing the real issues of the Greek
economy that could lead to a sustainable regime of accumulation instead of short-term solutions
that only perpetuate the long-standing problems of the Greek accumulation regime.

4. Our interpretation

In view of the interpretations made by the three groups of economic thought presented above, we
propose a different analysis for the economic crisis of 2010 in Greece, by highlighting the
institutions that govern a particular regime of accumulation. With this goal, we mobilize a radical
interpretation by applying the Marxian theory coupled with the particular notions of the Regulation
Theory such as the regime of accumulation and the mode of regulation applied to institutional and

economic analysis.

By regime of accumulation, we mainly mean the modalities of the reproduction of the capital in a
given economy and time period. The definition proposed by the Regulation Theory is the
following: “The set of regularities that ensure the general and relatively coherent progress of capital
accumulation, that is, which allow the resolution or postponement of the distortions and

disequilibria to which the process continually gives rise. These regular patterns relate to:

1. The evolution of the organization of production and of the workers’ relationship to the means of
production.

2. The time horizon for the valorization of capital, which offers a basis for the development of
principles of management.

3. A distribution of value that allows the reproduction and development of the different social

classes or groups.
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4. A composition of social demand that corresponds to the tendencies in the development of
productive capacity.

5. A manner of articulation with non-capitalist economic forms, when they hold an essential place
in the economic formation under study” (Boyer, Saillard, 2005; Boyer, 2004).

Respectively mode of regulation is the set of procedures of both individual and collective behaviors
that form and determine the institutional framework in a given period and a given society. This set
of procedures maintains the reproduction of the fundamental social relations and aims to regulate
and ensure the viability of the capital accumulation. In this perspective, the Regulation Theory
provides us with a theoretical model of five institutional forms that dominate in the capitalist mode
of production, as presented in Figure 1 below.

Figure 1. Institutional Forms in the Regulation Theory

The nature
of the state

Insertion

in the Monetary
internatio . regime
nal regime SOCIO--
economic
relations

Form of
competition

Source: Author’s own figure

Notes: These 5 institutional forms are the codification of fundamental socio-economic relations and define a specific
accumulation regime.

We consider that the simultaneous holistic and institutional character of the Regulation Theory
offers us some methodological tools essential to understanding the Greek crisis. The fact that this

theory emphasizes the importance of socioeconomic relations as one of the most decisive factors
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that rule a regime of accumulation or growth model enables us to see this crisis as a structural one.
Accordingly, the attention given to the role of history, guides us to the past to trace back the roots
of the phenomenon. Both components are adopted by Marxist theory attaching to it a more
institutional style, but without altering its core.

Thus, the initial purpose of our research work is to study the specific mode of regulation of the
social and economic relations of Greece, and to delve into the particular institutional framework of
the country and the relations that define Greece’s accumulation regime. Therefore, we conduct an
economic and historical summary starting from 1950, right after the Second World War and the
civil war in Greece (1946-1949), when the economic reconstruction of Greece began. As a second
step, we identify and analyze the performance of the dominant institutional form (or forms) to
record its relationship and its impact on the accumulation regime and to evaluate its viability. This
procedure will enable us to bring out the complementarity and hierarchy of underlying institutional
forms resulting from the particular institutional structure of Greece and to see not only how but
also why endogenous mechanisms and institutional weaknesses which are characterizing the
Modern Greek economic model, have acted both as symptoms and causes for the country’s

contemporary economic crisis.

5. The role of the State

The State, as we have presented above, is one of the 5 institutional forms proposed by the
Regulation Theory. In this respect, Regulation Theory explores the nature of the relations between
the State, the capital and the procedure of accumulation to analyze the effects of different forms of
state on economic dynamics across time and space (Keramidou, 1996). Additionally, Regulation
Theory sees the State as the set of institutionalized compromises that aim to maintain the political

equilibrium* (Amable, Guillaud, Palombarini, 2012). So, once established, they produce rules and

4 “In the political economy approach developed by S. Palombarini, 2001; B. Amable, 2003; B. Amable and S.
Palombarini, 2005, 2009, the viability of a socio-economic model depends on its ability to regulate social conflict,
whose roots lie in the socio-economic differentiation of the interests of individual and collective agents, and the
heterogeneity of social expectations that stems from this differentiation. The regulation of the conflict does not
correspond to its solution or its overtaking. In general, the variety of socio-economic interests corresponding to highly
differentiated social systems and the scarcity of resources that public policies can mobilize will hinder the satisfaction
of all social expectations. The regulation of the social conflict does not presuppose a response to the totality of the
demands that come from the economic agents. Public policies necessarily make a selection among social expectations.
A situation in which social conflict is regulated can be defined as a political equilibrium, that is, the challenge of social
groups whose demands have been ignored by political leaders limited to a minority position in the political
representation or even repressed with the help of legitimate violence. Therefore, the dominant social groups whose
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standards regarding the evolution and the management of the general conditions of expanded
reproduction of capital, labour relations, social security, public expenditure and revenue.

Regarding the Greek case, our analysis so far covers the period of 1950 to 1974. It is important to
note that 1950 is considered the year when the economic reconstruction of Greece began, marked
by the end of the civil war the year before, in 1949. On the other end, 1974 is the year of the fall of
a military dictatorship that lasted 7.5 years. Undoubtedly, this period time is one of the most crucial
ones for Greece as decisions made during this period determined the future course of the country
and laid the foundations upon which the Modern Greek growth model was developed. We argue
that it is in this time period that we could trace back to the real causes of the 2010 crisis.

Our study so far has identified the State as the dominant institutional form for the first postwar
period. This institutional hierarchy seems to endure until today. But how did the State become the
dominant institutional form in Greece? The answer to that question is highly complex, as there is
a very broad mix of factors that vary across time which altogether led to this predominance of the
State. One leading intertemporal factor that we can identify is the role of political groups in Greece

and their relevant balance of power, as well as how institutional conflicts are conducted.

By the end of the civil war and the defeat of the leftist movement, the primary goal of the
Conservative front was to rebuild and remodel the State in a way that would allow them to
legitimize their power. The State in Greece always functions as the main tool of the dominant
group, but also as the mean by which the dominant group can reproduce its material, political and
ideological conditions of existence. But when does a dominant group of power really manage to

impose its power in a society? When it is not only politically but also ideologically prevalent.

There are two main political characteristics during this period: the frequent rotation of governments
and the massive and intense reactions and mobilizations of the Greek people who demand an

improvement of the standards of living and the democratization of the State and other institutions.

demands are taken into account in the formation of public policies, constitute a dominant social block (BSD)” (Amable,
Guillaud, Palombarini, 2012, p. 27).
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The dominant class has not yet gained the social consensus needed to institutionalize its
sovereignty. It, therefore, seems that from a social and ideological point of view the dominant
groups in Greece are weak and often face the rivalry of the dominated social classes. Far from
thinking of the general improvement of the country's economic and social situation, which has a
longer-term time horizon, the dominant political bloc is moving towards other means such as the
clientelism and bribery. According to J. Meynaud: “It is common for the individual to cast his vote
based on benefits received or promised and not based on ideological convictions. It is possible that
the commentator from a developed country denounces the operation as cheating and sees the index
of land amoralism in those who engage or benefit. But this is the point of view of a man for whom
the continuation of existence does not pose any basic material difficulties. In reality, the
populations considered sometimes live in such misery that patronage can be analyzed as a necessity
of existence. Since voting is one of the few goods that society grants them, it is normal for these
underprivileged groups to try to make the most of it. In short, patronage is a kind of compensation
for the isolation, the deficiency and the inadequacy of the labour market, the material powerlessness
and poverty of all Greeks who have not yet been touched by the forms of the modern economy”

(1965, pp. 42-43).

Therefore, on the one hand, these means are used by the dominant class to solve immediate socio-
economic problems, however not permanently, in exchange for electoral support. But, on the other
hand, when such a situation becomes permanent, it also acquires another character, that of the entire
control of a society by its political elite to impose and institutionalize its power. It is then that the
particular relations which characterize contemporary Greece are constructed; relations of "give,

receive, return” between the deputy and the citizen.

6. Conclusion

As a result of both internal and external political and economic choices, Greece survives under
conditions of economic and social bankruptcy since the outbreak of the crisis in 2009. Despite the
measures adopted by the governments, the country doesn’t seem to find the exit from this impasse.
Providing to our analysis an institutional character, we use the five institutional forms of the

Regulation Theory as a methodological tool to investigate this phenomenon.
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In this paper, we emphasize particularly in the role of the State. A first result of our research
identified the State as the dominant of the five institutional forms proposed by the Regulation
Theory for the first post-war period. The efforts of the dominant political blocs to impose their
sovereignty, after the wars, turned the State to the hierarchical institutional form for that period.
Through this process, these blocs manage to control the state mechanism in order to maintain and
expand their political and economic conditions of existence.

The synoptically sketched-out institutional analysis in this paper will be the backbone of our thesis
and on that basis, we continue our research work. In doing so, we try to trace back and analyze the
way that the institutional forms in Greece were structured and how they evolved during the years
of the contemporary economic crisis. Finally, our thesis work is intended to end by discussing some
prospective solutions and alternative economic policy proposals to guide the country in a way out

of its vicious cycle.
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Empirical analysis of the relationship between the
exchange rate and the inflation rate with the VAR model case of
Vietnam (1995-2016)

Quang NGUYEN

CRIISEA
UNIVERSITY OF PICARDIE JULES VERNE

The analyses in Chapter 2 lead us to a question on the relationship between foreign
exchange reserves and the monetary base. Changes in the foreign exchange reserve will affect
changes in exchange rates. We can use the foreign exchange reserve as a tool to modify and
anticipate the exchange rate in the economy. Moreover, inflation has a strict relationship with the
quantity of currency and Vietnam's monetary source depends in particular on changes in external
assets. In the case of Vietnam, after the periods of hyperinflation (1954-1975; 1973-1975; 1985-
1989)%, the value of the Vietnamese currency was significantly devalued. In this case, based on the
analyses of post-Keynesian authors, we can see that the reason for the substitution of the national
currency for the foreign currency in this context can be explained by the preference for liquidity,
which is a preference for holding highly liquid assets with stable values (Charles and Marie, 2016).
If the value of the domestic currency is not stable due to high inflation or depreciation, foreign
currencies can better satisfy the liquidity preference. Subsequently, the use of the dollar (or another
foreign currency) as a unit of account is observed, followed by an increased tendency to make
payments in foreign currency. In addition, the volatility of the inflation rate and the exchange rate
has strongly influenced the objectives of balance of payments stabilization and economic growth?.

! During the period 1954 to 1975, in southern Vietnam, the inflation rate was very high because the money supply
was growing too fast (the United States was paying too much money in the form of subsidies to the Saigon
government). Between the end of 1973 and 1975, there was an economic crisis in both Vietnam and the United
States, which led to a reduction in subsidies, which caused inflation to exceed 200% in South Vietnam.

In 1985, the consequences of the bad policy "Gia - Lvong -Tién" continuously led Vietnam to a situation of
hyperinflation. Hyperinflation appeared continuously from 1985 to 1988, with inflation rates ranging from 300% to
800% per year.

In 1986, the inflation rate reached 774.7%, causing economic unrest. Superinflation continued in the following two
years (1987: 323.1%; 1988: 393%). In 1989, when the inflation rate was less than 100%, Vietnam had just escaped
hyperinflation.

2 See balance of payments risk analyses in Vietnam of LE Phuong Ninh (Tai chinh Viét Nam 2014-2015, On dinh vi
mo - HOi Nhap toan dién, pg. 424-429)
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These two variables, including the inflation rate, will also continue to have an impact on imports
and exports, as well as on economic growth in Vietnam. Therefore, studies on these two variables
are still needed for this country.

This chapter will systematize views on inflation and the exchange rate, the impact of these
two variables on the economy and their relationship in economic theories. After that, we will use
the vector autoregressive (VAR) model to test the relationship between the inflation rate and the
exchange rate. From the results obtained with the VAR model, we can see the impacts of the
exchange rate on the inflation rate as well as the bilateral relationship of the foreign exchange
reserve and inflation in the period 1995-2016.

Therefore, for developing countries, exports can be considered as an "engine" of economic
growth, but in Vietnam, more than 90% of the raw materials needed for production, investment
and economic activities must be imported?, indeed, it is necessary to adjust the exchange rate in a
flexible and reasonable way to help stabilize inflation, "stabilize prices"”, by creating consumer
confidence.

Based on the reality of the Vietnamese economy (see Chapter 1), the origin of the monetary
source (see Chapter 2) and the results of the tests of the econometric model in this chapter, we can
propose recommendations on the adjustment of the exchange rate in order to limit its negative
effects on inflation, which contributes to the stabilization of economic growth and social stability.

3.1 Review of the literature on inflation theories

Inflation is a common economic phenomenon in countries around the world. Inflation
occurs at different frequencies and levels in developed and developing countries alike, in times of
economic crisis and also in times of economic development. Inflation is not a neutral phenomenon
(CHARLES; MARIE, 2018): it can be, to some extent, a means of contributing to economic
development, increasing demand and promoting investment. Yet, when inflation exceeds a certain
limit, it will threaten the positive performance of the economy. This is why research on inflation
appeared very early in all countries of the world, where currency is introduced and circulates in the
economy.

When we talk about the 3 functions of money, inflation often has a direct influence on the
two functions, which are the value standard function and the value reserve function. When this
happens, it reduces the purchasing power of money, i.e. the value of the goods it allows to acquire,
and no longer creates the confidence of the whole population in the reserve of money as a
"patrimony" and causes acquisitions to be postponed into the future.

In this section, inflation considerations will be summarized in terms of time and
perspectives from different business schools. Inflation is not limited to countries with high GDP,
it also prevents many developing countries from covering government expenditure when they rely
too heavily on printing money.

3 Gi4o trinh kinh té Viét Nam (Vietnamese Economic Manual), pg.369
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At the end of the 20th century, in Pindak's studies, when countries had put in place models
of the centrally planned economy such as the USSR and Eastern Europe®, "Soviet Russia suffered
from inflation, or even for a few years from hyperinflation, almost continuously from 1917 to the
1947 monetary reform. Similarly, the Eastern European communist countries experienced similar
post-war inflation until around 1953-1954.

Economists very early on researched inflation. Most researchers agreed that "inflation is a
general and sustained increase in the general level of prices of goods and services across an
economy". However, the increase in the general price level is not due to inflation. If the price only
increases temporarily and in the short term, for example during the traditional New Year's Eve in
Vietnam, it will then fall. It is the result of temporary fluctuations in supply and demand on the
financial market.

The two economists Laidler and Parkin confirmed that "Inflation is a process of
continuously rising prices, or equivalently, of a continuously falling value of money', we can
understand that the purchasing power of money in a country is continuously reduced. Samuelson
also stated that "inflation represents an increase in the general price level”. The general price level
is defined as the average price of the "basket of goods and services™ in a country. Each country has
different types of goods and services depending on its standard of living and GDP. When the
general price increases, the components of the economy will have to pay more for the same type
of goods and services in this basket, which proves that the value of the currency or the purchasing
power of the currency in this country has decreased.

According to Keynes and the post-Keynesian authors, inflation is shown by the increase in
demand resulting from full employment and production factors. When the quantity of goods and
services demanded exceeds the quantity of goods offered, a price increase is necessary to restore
balance in a market economy (demand inflation). Inflation occurs when there is excess demand for
goods and services and supply remains inelastic. The excess of demand over supply results in
higher prices, national income rises but only in nominal terms and not in real terms.

Keynes does not believe that the economy is still at full employment, that is, it has not yet
reached its potential level. Therefore, before full employment is available, policies must be put in
place to increase demand, which is essential for the birth of full employment. Production factors
are also needed to promote production (aggregate supply) and create more jobs (aggregate
demand), in which case this does not cause inflation (there is no "inflationary gap™). On the
contrary, inflationary pressures would have emerged in the case of an excessive expansion in
relation to the supply of one or more elements of final demand (consumption or exports, for
example). However, Keynes has always argued that demand inflation is necessary for the economy,
because if it does not yet reach its level of full employment, it would be a "motivation™ for
economic development.

4 PINDAK Frantisek. L'inflation en U.R.S.S. et en Europe de I'Est, Revue d'études comparatives Est-Ouest, vol. 7,
1976, n°3. pp. 7-24.

® Laidler, D., & Parkin, M. (1975). Inflation: A Survey, The Economic Journal, 85(340), 741-809
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In addition, we can mention a price increase based on cost increases (cost inflation), in this
case to distinguish between real and monetary imbalances. In general, inflation may have come
from price increases due to autonomous cost increases, as higher production costs have been passed
on to consumers. This can only be achieved during a period of economic growth, when consumers
are willing to pay a higher price. We can take an example of cost-inflation analysis based on costs
paid in the form of wages (wage inflation): if wages represent a significant share of production and
service costs and wages increase faster than productivity, total production costs will increase. If
producers can pass on this increase in costs to consumers, the selling price will increase, workers
and communities will demand higher wages in advance to meet the increased cost of living,
resulting in the price/wage loop [Kaldor (1955-1956; 1966) & Kalecki (1935; 1938; 1942)].
Inspired by Kalecki's work, Charles and Marie provide the following definition of hyperinflation
in an open economy: "a very rapid rise in prices and a general tendency to convert units of the
national currency into foreign currency™®. We can also say that inflation is the consequence of the
struggle between workers and capitalists for the sharing of added value. Moreover, inflation may
have come from either higher raw material and imported energy costs due to higher exchange rates
or limited exploitation, or higher capital costs due to increases in interest rates.

Other authors, such as Hicks, Lange and Keynes, argue that forms of expectations also have
an impact on inflation’. Every year, all countries in the world experience a certain level of inflation.
If there is no change in the economy, this rate can be preserved. In the inertial inflation mechanism,
expectations and anticipations play a very important role. As expectations are always the basis for
the behaviour of inflation triggers in the economy. Inflation is prevented on the basis of experience
and the results of analysis, processing of information obtained from previous periods and the
government's economic policies. Since then, economic sectors will plan their activities in line with
expected inflation. In fact, they will raise the price to the level of expected inflation.

In fact, when we talk about the monetary sphere (monetary imbalances) in order to explain
inflation, we must start with the classical and neoclassical authors who founded the quantitative
theory of money, which showed that, under certain conditions, the general price level is strictly
proportional to the money supply. Inflation comes from excessive money creation. As the general
price level depends only on the quantity of currency in circulation. Faced with the rise in prices in
England at the beginning of the 19th century, the classics considered that English inflation had
"real” causes, but the Bullionists admitted that it was the excessive issuance of inconvertible
currency that caused the rise in commodity prices, the fall in the exchange rate and the increase in
the price of gold. The phenomenon of excess money creation has been demonstrated by the
devaluation of the national currency in an economy, compared to other instruments, such as gold
or currencies. In the market, households do not want to have savings or send money to banks, they
want to invest directly in commercial activities or withdraw all the money to buy gold and real
estate. As a result, the banking system is seriously lacking in liquidity, while the market is flooded
with money. Loan applications to banks are rejected for lack of security.

6 Charles, S. and Marie, J. (2016): “Hyperinflation in a small open economy with a fixed exchange rate: A post
Keynesian view”, Journal of Post-Keynesian Economics, 39(3), 1-26.

"FRISCH H. (1983), Theories of inflation, Cambridge (U.K), pg.20
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The money supply of each country has a major influence on production, employment and
prices in that country. The central bank can use its control of money supply to stimulate the
economy when economic growth is slower than expected, or restrict it when prices rise faster than
expected. When monetary policy is well managed, the economy's output can steadily increase with
stable prices. If there is a problem in the monetary system, the quantity of money can increase or
decrease very quickly, leading to inflation or recession.

In detail, in order to show more clearly the role of money supply, we can recall Fischer's
equation: M*V = P*T (1)

Where M is the money supply, V is the speed of money, P is the general price in the
economy, T is the real volume of transactions with the assumption T = Y. Assuming that the
economy is in full employment, there will be aggregate supply: AS =Y (2) and aggregate demand
AD is determined:

AD = (M*V) / P (3)

The balance of the goods and services market is achieved when AS = AD, so the Fischer
equation can be written as follows: M*V = P*Y (4)

When there is a percentage change, the above equation can be rewritten as follows:
LnM + InV = InP + InY (5)
AM + AV = AP + AY equivalent to AP = AM + AV - AY (6)

Assuming that V is constant, this variable depends on the development of the financial
system, which does not change immediately. Fischer adds to hypothesis V is a long-term constant.
Therefore, when the monetary speed is constant, all changes in the money supply will lead to a
change in nominal GDP. Since factors of production and production functions determine real GDP,
each change in nominal GDP is reflected in the change in the general price level. The above
argument shows that the evolution of the general price level is compatible with the evolution of the
money supply

Based on these analyses, Friedman's monetarists and the Chicago School developed the
new quantitative theory of money. They discussed the relationship between money supply
movements and price fluctuations. In addition, they stated that inflation is a monetary phenomenon
that creates excess demand for cash in real terms relative to the volume of money in circulation. In
other words, the money supply in the economy is a little "heavy" to keep up with the limited
quantity of goods and services. This theory was explained by the principle of a neutral currency.
This principle states that the increase in the money supply has absolutely no impact on the quantity
of goods and services and on the number of jobs.

Friedman argues that "inflation is always and everywhere a monetary phenomenon", whose
responsibility is based on state policy. This inflation can be avoided by controlling the monetary
stock. Traditional monetarism still considers the money supply as an exogenous variable. Thus,
Friedman argues that monetary authorities must anticipate and announce the growth rate of a
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monetary aggregate for a sustainable period. So far, most economists around the world have agreed
to define inflation according to the two fundamental points of Samuelson and Friedman®.
Therefore, the research in this chapter will follow Friedman's view of inflation, among other things.

Friedman argues that in order to curb inflation, it is necessary to curb the growth of the
quantity of money and, in order to avoid inflation, the velocity of money circulation must be
associated with real output growth. In 1972, Tobin drew inspiration from Friedman's inflation-
based approach, saying that the difference between real and potential output is also a cause of
inflation.

In summary, although they address the analysis of the source of inflation from different
angles and under different causes, economists all agree that inflation occurs when aggregate
demand for goods exceeds their aggregate supply in the economy.

It is an imbalance in supply-demand relationships. The main reason is that demand is
growing too fast while supply is not increasing (or is increasing slowly). Monetarists say that the
quantity of money is the root cause of demand inflation. Assuming that AS is constant, the economy
is always at the level of potential output, when money supply increases, it leads to an increase in
overall demand for goods and services while their supply cannot be increased, because the
economy is at a potential level of full employment. Therefore, it is natural that prices increase in
line with the growth of the money supply, which will lead to inflation.

It can be seen that the phenomenon of price increases based on excess demand occurs when
factors change the curve of aggregate demand to the right (or when there is an increase in demand
in the economy, often including the increase in the money supply). First, to support economic
growth, government often increases public spending, or the private sector increases the investment
needed to increase production because when household income increases, household consumption
increases. Second, if the share of exports increases, it is the cause of the economy's overall demand
growth. If the value of one of the explanatory variables in the equation below increases, the
economy's overall demand will also increase, assuming that the other factors are constant.

Y =C + 1+ G + (Exports - Imports)

When demand increases rapidly while supply is insufficient, the general level of prices in
the economy will increase. Second, the money supply and product exports will affect the country's
foreign exchange reserves. Since exports are a source of foreign currency, they increase foreign
exchange reserves. In some cases, countries can increase their money supply to buy more
currencies in order to increase their foreign exchange reserves (for example, currencies from FDI
projects are converted into national currencies). For the phenomenon of inflation resulting from a

8 "Friedman only accepts approaches to excess demand as a source of inflation. Thus, unlike Samuelson and Solow's
analysis, full employment and price stability are not contradictory policy objectives in Friedman's analysis. For him,
an arbitrage between inflation and unemployment only appears during surprise inflation" Cf. Johannes A.
Schwarzer, "Samuelson and Solow on the Phillips Curve and the "Menu of Choice": A Retrospective", Oeconomia, 3-
3| 2013, 359-388.

133



¢

MONETARY RESEARGH CENTER

rise in costs, it is often due to factors that increase production costs or cause the global supply curve
to shift to the left.

First of all, it is necessary to talk about the factors of production that are often inputs to
production processes such as the price of raw materials, fuel (electricity, gasoline), labour costs
and the cost of the loan are reflected in the interest rate. As interest rates rise, investment projects
will become more expensive and production expansion will be halted. When the value of one of
the factors changes, it will affect the overall supply of the economy. In the event that the increase
in imports is limited to compensate for the shortage of supply due to domestic production, the
general price level would increase on the domestic market.

Second, production instability also leads to a decline in supply; in agriculture, natural
disasters and epidemics can be the cause of productivity instability. In the manufacturing sector,
instability in input supplies, such as rising commodity prices or political instability in oil-exporting
countries, can also cause supply shocks®. Technological changes may also be a reason in this case,
for example, an uncertified technology that cannot be used to produce goods when it would be
more economical for the manufacturer. Monopolies are also a cause of reduced supply in the
economy, which refers to the concept of marginal profit (marginal revenue - marginal cost),
monopolies will only produce the quantity of goods that will bring them the highest profit, no
highest turnover, there will be a shortage of goods, while the economy has not reached the potential
production level.

In addition, the change in the structure of the economy will result in a difference in income
between sectors of the economy. This will result in a shift of labour from the low-income sector to
the high-income sector, specifically from the agricultural sector to the industrial sectors. This
creates shortages in some key agricultural products and high wages in other sectors will raise the
overall price level in the economy, a situation that is glaring in the Vietnamese economy.

Among the factors influencing inflation, it can be seen that the exchange rate plays an
important role, with exchange rate fluctuations affecting production inputs. For sectors that have
to import inputs, the exchange rate will pass through the input production channel and affect
production prices. In particular, for countries that have to import oil, the change in exchange rates
will cause the price of oil to change immediately, especially in market economies. The difference
between national interest rates and interest rates on the international financial market will change
the flow of short- and medium-term investments in this country. In the event of a sudden change
in foreign currency inflows into the financial market, abnormal fluctuations in the exchange rate of
that country will occur. When the exchange rate changes, the supply and demand for import and
export products on the domestic market are also changed, as the price of imported and exported
products depends on the exchange rate. In reality, each country needs a certain amount of foreign
exchange reserves, which allows the central bank to intervene in the foreign exchange market when
necessary and to meet the economy's import and export demand. When the increase or decrease in
foreign exchange reserves occurs, there will be an impact on the money supply and the exchange
rate. In the opposite direction, when the exchange rate changes, foreign exchange reserves and
money supply (as well as inflation) are also affected. To fight inflation, many banks have sold

® The typical example is that of increases in the price of petroleum products (1973-1974 & 1979-1981)
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foreign currency to collect national currency in order to reduce the amount of cash in circulation in
the economy.

3.2. Reflections on the exchange rate

International trade was born very early, sales and purchases were made in precious metals
(gold, silver). However, when the currency is introduced into the payment system, traders need an
exchange regime between currencies. In the trend towards an open economy since the mid-
twentieth century and in the direction of globalization in the twenty-first century, international
trade has grown strongly. To convert currencies between countries, it is necessary to have an
exchange rate system. To have an overview of the exchange rate in order to adapt it to the current
situation, when countries' financial markets are more closely linked, it is necessary to take into
account exchange rate concepts.

The exchange rate is an economic concept derived from the need to exchange goods and
services directly derived from currency and monetary relations between countries / regions.
Therefore, the exchange rate plays a very important role in international trade activities, through
this rate, we can compare the prices of goods and services of countries around the world.

According to Mishkin, "the price of one currency in term of another is called the exchange
rate”. The State Bank of Vietnam law, adopted on 16 June 2010, clearly states that "the exchange
rate of the dong is the price of a unit of a currency in a Vietnamese currency unit”. From the above
concepts, it is generally understood that the exchange rate is the conversion rate/rate of comparison
from one currency to another, between countries/regions of the world. Or, more simply, the
exchange rate is the parity of a currency that expresses the value of a defined currency against a
monetary standard. The exchange rate is fixed on the foreign exchange market where currency
supply and demand are compared.

Currently, there are two quotation systems, dual price quotation (bid and ask price) and
uncertain or certain quotation. For the first quotation system, the bid price is the price at which the
bank is willing to buy a currency, the ask price is the price at which the bank is willing to sell a
currency. For the second rating system, certain rating is referred to as certain rating when a unit in
domestic currency is quoted in foreign currencies, i.e. the domestic currency is fixed at one unit,
while a foreign currency acts as a valuation with the number of units following changes according
to developments in the foreign exchange market. For example, in the United Kingdom, the
exchange rate is quoted as follows, GBP 1 = USD 1.27. Moreover, when we talk about the uncertain
quotation, it indicates the equivalent in national currency of a unit in foreign currency. At that time,
the foreign currency will play the role of a unit, while the national currency of that country will be
the valuation price. In reality, this quotation is often used in most countries. For example, Vietham
indicates the exchange rate as follows: USD 1 = 23,311 dong and EUR 1 = 26,286 dong™®.

In this chapter, in order to be able to discuss the analysis of the Vietnamese market, the
exchange rate will be analysed according to the quotation on the Vietnamese foreign exchange
market. The exchange rate VND/ USD = 23,311 means that 1 USD = 23,311 VND. If the exchange
rate increases, it means that the dong depreciates against the US dollar, while the exchange rate

10 The figures are taken from the daily statistics on the site: https://www.xe.com/currencyconverter/
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decreases, which means that the dong appreciates against the US dollar. To provide a basis for
determining the exchange rate between the two currencies, economists around the world often use
two main instruments, the purchasing power parity theory (PPP)[Cassel (1920)], representing the
goods and services market, and the interest rate parity theory[Keynes (1923)], representing the
money and financial market.

In order to understand the impact of the exchange rate, it is necessary to understand the
nature and objectives of macroeconomic policy from a macro perspective in order to stabilize
domestic prices and stabilize the financial market, while in the micro aspect maintaining the
international competitiveness of domestically produced goods. At the same time, exchange rate
stability will generate confidence among trading partners and the public that the value of the
national currency in the internal and external balance will remain stable.

Exchange rate policy always goes hand in hand with the monetary policy of each country,
it includes the activities of the authorities which, through the exchange rate mechanism and the
intervention tool system, make it possible to change the exchange rate parity. The government or
the BEV uses them to influence the national currency and intervene in the foreign exchange market
in order to have a positive impact on import and export activities in that country. The exchange
rate is a relatively important variable for the economy, it is the engine of growth, especially for
exporting countries. Therefore, in the trend towards globalization and free trade, countries are still
using the exchange rate as an effective tool to regulate import and export activities in that country.

An exchange rate policy must emphasize the importance of establishing a clear and reliable
anchor to stabilize domestic prices and financial markets. In addition, exchange rate policy must
also aim to maintain the international competitiveness of export products, so that it is also
associated with economic growth variables. From this point on, the exchange rate policy objective
can be generalized as follows:

- Examine the purchasing power of the national currency: if other factors are assumed to be
constant, as the exchange rate increases, imported products will be more expensive and the overall
price level of the economy will increase, which is one of the causes of inflation. This can be seen
from the formula below, if P is called the general price level of the economy, then P is calculated
as follows:

P=aP,+ (1 —a)eP*
In which:
a is the proportion of goods produced and consumed in the country
(1-0) is the proportion of imported goods
e is the exchange rate

Py is the price of goods produced in the country in local currency

P* is the price of imported goods
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Assuming that other factors are constant, when the central bank raises the price of the
national currency or devalues the national currency, the general level of economic prices will be
affected. When the inflation rate reduces the purchasing power of the national currency, if the
exchange rate remains constant, domestic goods will be more expensive than foreign goods,
leading imports to increase, creating an imbalance in the trade balance, followed by a shortage of
foreign exchange. In order to avoid this situation, it is imperative to change the exchange rate, in
this case adjust the national currency against foreign currencies.

- Promote economic growth by increasing exports: assuming that other conditions remain
unchanged, when the devaluation of the national currency will stimulate exports and limit imports.
This will directly increase national income, as we can see from this formula:

Y=C+I1+G+X-M)

Y: national income, I: investment, C: consumption, G: government expenditure, X: export and M:
import.

However, to achieve this, it is necessary to have preconditions in the economy, such as
export production capacity, import substitutes and export markets.

In addition, the tools that the Central Bank can use to regulate exchange rates are direct and indirect
tools that affect the foreign exchange market, such as:

- Foreign exchange market operations: The Central Bank trades foreign currencies on the
foreign exchange market in order to maintain the desired exchange rate. If you want the local
currency to fall, the central bank can sell it on the market. This means that the increase in money
supply and foreign exchange reserves will increase accordingly. On the contrary, when it wants to
increase the national currency, the BEV will sell currencies to buy the local currency. In order to
be able to intervene in the exchange rate on the foreign exchange market, the central bank must
have significant foreign exchange reserves, but the BEV's capacity to intervene is proportional to
its foreign exchange reserves. This intervention must follow the economic rules of the market, the
future direction of economic development, the money market and the prices of each country.

- Interest rate adjustment: when using the interest rate calculation tool, the BEV wants to
create an instant change in the exchange rate. When domestic interest rates change, the return on
domestic and foreign currency assets will change, which will affect international investment flows.
Of course, investors will themselves choose a currency with a higher interest rate. Second, the
demand for and supply of assets in domestic and foreign currencies will change, leading to a change
in the exchange rate. For example, assuming that other factors remain unchanged, when the central
bank raises interest rates, short-term capital flows in the international financial market will go to
the country, components that hold foreign currency in the country will also switch. If interest rates
are higher, the local currency will appreciate or exchange rates will fall. Conversely, when the
central bank reduces its interest rates, the exchange rate will increase. As interest rates are a very
sensitive tool and cannot change constantly, they will have a negative impact on the economy if
there are false expectations about exchange rate movements.
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- Amplitude of exchange rate fluctuations: In conjunction with the official exchange rate
announcement, the Central Bank may apply a fluctuation band for each period, thus allowing the
exchange rate on the interbank market as well as the exchange rate of transactions between banks
and customers fluctuating within this range. When the BEV applies a narrow margin, it shows that
the economy is under pressure on the supply and demand for foreign exchange and that it must
closely monitor the functioning of the foreign exchange market. The easing of the fluctuation range
occurs when the market stabilizes or the country's foreign exchange reserves are large enough.

- Devaluation measures of the national currency: a devaluation consists in reducing the
value of the national currency of the Central Bank in order to improve the current account balance.
Devaluation is also considered to be a sudden decline in the value of a currency relative to another
country's gold or currency. At present, there is no specific limit in the world between devaluation
and monetary devaluation adjustment. Unlike exchange rate adjustment, currency devaluation is a
strong and extreme measure, often used in special cases. The devaluation of the currency has the
direct effect of improving the trade balance deficit situation. However, the improvement in the
trade balance deficit depends on other factors. Devaluation will be detrimental to holders of
national currency and will benefit those who hold foreign currency. For countries with high
dollarization, the dollarization situation will worsen. Therefore, when taking the decision to
devalue the national currency, the Central Bank must take into full account relevant factors such
as the stability of the economy, import and export activities and the people's beliefs in the national
currency, social and psychological development when there is a declaration of dumping.

- Measures to increase the price in local currency: when the central bank has an impact on
the official exchange rate to increase the value of the national currency in relation to the foreign
currency. A country must increase the value of the national currency when the trade balance
increases and is under pressure from deficit trading partners, thereby limiting the depreciation of
the foreign currency in their countries and slowing the high-growth economy (encouraging import
and export restrictions). Countries often do not want to raise the price of the national currency, if
they are not obliged to do so, due to external pressures.

- Use of a foreign exchange reserve fund: this is the last measure that the BEV must use to prevent
an imbalance in the supply and demand of foreign exchange on the market. Therefore, if a country's
foreign exchange reserves are relatively small, it is difficult to protect the value of the national
currency under pressure from market forces, usually speculators invest in large quantities. The use
of foreign exchange reserves to intervene under normal conditions is unnecessary and ineffective.
As a result, central banks today make very little use of this direct intervention. In general, the Asian
economy tends to maintain larger foreign exchange reserves than Latin American countries.

3.3. Studies of the relationship between inflation and the exchange rate

In theory, if the exchange rate can be kept stable, public confidence in the national currency
can be increased, particularly in countries with high levels of "dollarization" in the financial
system?®. In the relationship between inflation and the exchange rate, the question is which index
is the cause and which index is the result. In order to answer this question, it is necessary to identify
the factors driving inflation and the factors affecting the exchange rate. Some researchers, in their

11 For more detailed analyses, see Ponsot J-F. (2002 p.14-17)
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studies, suggest that exchange rate stability is necessary to control inflation. However, the exchange
rate, in particular the situation of the Vietnamese economy, is one of the main factors influencing
the main inflation rate. For example, when monetary policy is weak, although it can stimulate
exports, it also contributes to cost inflation in Vietnam. Vietnamese production is now heavily
dependent on imported materials such as oil, cement, iron, steel, machinery, etc. When the value
of the dollar increases, there is an increase in the price of imported goods essential for dong
production, which will cause the increase in domestic production costs, leading to an increase in
the price of goods on the market.

The factors affecting both exchange rate and inflation variables are commodities, interest
rates and foreign exchange reserves. Commodities and interest rates will influence the production
prices of goods and services in the economy. As the price of these inputs increases, the overall
price of the entire economy will increase, leading to higher inflation. At the same time, it will also
lead to a fall in exports, as domestic products become more and more expensive, and price
competitiveness will decrease. If this happens, foreign currency earnings from product exports will
decrease, which will affect the supply of foreign currency on the foreign exchange market.

We can describe the above phenomenon through the diagram below

r ‘ Exchange rates ]

A
Imported products ‘ Exported products
. Cost of production Price of exported good
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‘ Inflation I
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The above diagram shows that when the exchange rate increases due to a specific cause, it
leads to an increase in the price of goods, imported materials also increase when they are converted
into national currency. As a result of this pnenomenon, the general level of domestic product prices
will increase. At the same time, when the exchange rate increases, the price of export products
becomes cheaper and demand for export products increases. If producers prioritize exports over
domestic sales, this will lead to shortages of aggregate domestic demand and demand for
replacement of exported goods. This leads to a general increase in prices in the economy.
Conversely, when the inflation rate changes, business activities will be affected. Under the
transmission mechanism, these commercial activities will affect the money supply and demand for
money, and then they will affect the exchange rate.

Since the early 1960s, economists around the world have studied the relationship between
two inflation variables and the exchange rate. However, due to the different economic, political
and socio-cultural characteristics of each country, the evolution of inflation and exchange rates
varies from one country to another. Therefore, studies on inflation and exchange rates using
qualitative, quantitative or a combination of the two methods of macro variables in each economy
are always required for each country. Horska (2004) in her research synthesized the relationship
between inflation and the exchange rate as a synthesis of factors, as shown in the diagram below.

Exchange rates -
A
Cost of imported
products
)
Salary < Moneysupply | __ I Interestrates |—» Cost of
production
A 4

Inflation
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Inflation will affect real wages and interest rates, while these two factors affect the overall
production price of the economy. In addition, interest rates also have an impact on the exchange
rate, as the difference in interest rates between countries will lead to a change in international
capital flows. This will lead to a change in the supply and demand of foreign currencies on the
foreign exchange market.

The relationship between inflation and the exchange rate can be considered a two-way
relationship. It is also an image of the relationship between macro variables in the economy.
Therefore, when selecting a tool to study the relationship between these two quantities, the thesis
should pay attention to the characteristics mentioned above.

The research of Kara, Nelson (2002) "The Exchange rate and Inflation in the UK"
formulated the following formula:

P, = spPP + sy P

Where: Pt is the consumer price index in quarter t, PP is the price index of goods produced
and consumed on the domestic market in quarter t; PM is the import price index in quarter t; sp =
(1 — sy) is the proportion of goods produced in the country in the CPI and sy, is the proportion of
imports. From equation 1, it is possible to convert the percentage equivalent to the following
equation:

. = (1 — syl + sy
Where m,is the inflation rate in quarter t, mM is the global inflation rate in quarter t

According to purchasing power parity theory or the single price rule, if all domestic
products can participate in trade, there will be a balance between the domestic price index and the
world price index via exchange rate adjustments, from which the equation of the third form is
expressed as follows:

Ty =1—synl + syn =1 —synM + As, + sy + As, = M + As,

Where As;is the change in the nominal exchange rate calculated per quarter t. It should be
noted that in equation 3, the author estimated that the import price index reflected the change in
the general world price index. If the domestic inflation rate is higher than the global rate, the
exchange rate will adjust so that equation 3 is still in need. The results of this study are similar to
those of Thygesen's (1977) study, suggesting that the exchange rate fluctuation is close to the
difference in inflation rates between European Union countries. However, this theory is based on
unrealistic assumptions that ignore the effects of transport costs and tariffs.

In addition to research on global inflation and exchange rates, Vietnamese economic

research organizations, universities and economists also conduct research on Vietnam's inflation
rate and exchange rates in each different period.
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Thi Tuan Nghia (2004) published the study "Hoan thién co ché diéu diéu hanh ty gia nham
nang cao hiéu qua chinh séch tién té té tai Viét Nam" (Completing the exchange rate management
mechanism to improve the effectiveness of monetary policy in Vietnam). This study focuses on the
analysis of monetary policy instruments such as open market operations, reserve requirement
ratios, interest rates and exchange rates. The author focuses on two analytical contents, which
constitute the operating mechanism of the exchange rate and monetary policy in Vietnam. In this
paper, the author draws on the experience of the United States, South Korea and China to cite the
application of monetary policy instruments in Vietnam.

In 2011, Viet Trung, Nguyen Thi Thuy Vinh conducted the study "The impact of oil prices,
real effective exchange rate and inflation on economic activity: Novel evidence for Viet Nam".
This study used macroeconomic data from 1995 to 2009 to include the VAR model to test the
relationship between oil prices, inflation and exchange rates in Vietnam during this period. The
study confirmed a long-term relationship between these macro variables.

It can be seen that, so far, many studies on inflation and the exchange rate with other
macroeconomic variables have been conducted around the world and in Vietnam at various times
using different research methods. However, due to the economic, political and socio-cultural
characteristics of each country, inflation and exchange rates also vary between countries.
Therefore, qualitative, quantitative or a combination of the two methods of macro variables in each
economy are always required for each country. In Vietnam, after 1986, the Vietnamese economy
was built in the direction of a market economy based on socialism. In particular, the State plays a
role in regulating the economy by taking decisions on economic, political and social development
orientations. At present, the State Bank still retains a role in exchange rate regulation, with fuel
prices remaining controlled by the government in order to stabilize the economy. This is a different
characteristic from other countries in the region and the world. From 2009 to 2015, the Vietnamese
economy became deeply integrated into the global economy.

3.4. Model and Discussion of the results
3.4.1. Model

To determine the interaction of macro factors: the inflation rate and the exchange rate, this
chapter will use the vector autoregressive (VAR) model to test the relationship between the two
factors. The vector autoregressive model allows to test the effect of independent variables on the
dependent variable, the VAR is actually the connection of two methods: autoregression (AR) to
the multivariate case and simultaneous equations (SE). The VAR is a good model for taking
advantage of RA: it is easy to estimate using the residual minimization method (OLS), but it takes
advantage of the ES to estimate several variables in the same system. At the same time, it eliminates
the disadvantages of social entities, which do not necessarily have to worry about the endogeneity
of economic variables. In other words, macroeconomic variables are often endogenous when they
interact with each other. This property causes the classical regression method to use a multiple
regression equation when it is biased in the estimation. These are the fundamental reasons why
VAR is popular in macroeconomic research.

The VAR model examines the relationship between different time series, which is a very
specific model of systems of autoregression equations. When we talk about the representation of
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the VAR in which we consider two variables y; and y,Each of these variables is a function of its
own lagged values and those of the others. Autoregressive models are used in the VAR in which

the delayed variable is the endogenous variable and the exogenous variables appear with several
lags.

The structural form of the VAR representation is written:

p p
Yie = a; + Z biiyie—i + Z C1iY2t—i — A1Yar + &1t
i=1 i=1

p p
Yor = ap + Z byiy1e—i + Z C2i¥V2t—i — daYV1e + €3t
i=1 i=1

Where y;; and y,, are considered stationary, innovations &,; and €,, are white noises of
constant variances o2, and o2, and not self-correlated. Indeed, it appears that it is not in reduced
form, y,, has an immediate effect on y,, and vice versa y,; has an immediate effect on y,,. We can
see that the vector process Y; = (y1tV2¢)’ can be written as an AR process (p). With :

=li, o=l oasby gl =Ll

In matrix form, this model becomes:
14
BYy = AO + ZAth_i + Et
i=1

Where Y, = (Y1t ..., Yie) Vector of "k™ endogenous variables, where each variable
constitutes an equation or variable whose value is given by the system.

A, vectors of "k" constant system terms (k™ constant terms in case of k variables).
A; Square matrix of order "kxk" of the coefficients

In the standard form, the model is written:

p p
_ 0 1 2
Yie = a; + Z ayiyie-i + Z a3 Yae—i + V1t
i=1 i=1

P p
_ 0 1 2
Yor = a3 + Z aziyit-i t+ Z a3 Yat-i + Uzt
i=1 i=1
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In this model, each equation has p offsets of each variable. With 2 variables, we have 22p
of correlation coefficient . If we have the geberalization of the VAR representation with k variables
and p offsets (noted VAR(p)), there will be k?p of coefficient. This means that, when the quantity
of k increases, we also have to increase the estimated coefficient quantity.

The condition for the existence of the VAR model is that the variables over time must be
stationary - that is, the mean, variance and covariance have both the same lag. Thus, the coefficients
of the VAR process can only be estimated from stationary series, either by difference, prior to the
estimation of the parameters in the case of a stochastic trend, or it is possible to add a trend
component to the VAR specification, in the case of a deterministic trend (BOUBONNAIS, 2015).
The VAR model has the advantage of capturing the variation in model parameters over time, and
thus allows us to better capture the dynamics of the system, which helps us to analyze the effects
of economic policy or macroeconomic forecasts (the socio-economic environment), through
random shock simulations (innovations) and the decomposition of error variance.

In fact, there are advantages to the VAR model. If the limitation of the ARIMA model is
that it only performs an analysis on one time series, the VAR model allows different time series to
be examined. This helps researchers to analyze many different series and take into account their
relationships. In addition, the VAR model also has the advantage that it is not necessary to
determine which variables are endogenous and which are exogenous (endogenous and exogenous
variables are necessarily known). We can also use the OLS method to estimate each of the
equations in the VAR process. By allowing endogenous interactions between system variables.

In addition, the VAR model also has disadvantages. When examining it, we must consider
the stationarity of time series in the model. When estimating the VAR model, it is imperative that
all series be stationary. Otherwise, as mentioned above, the difference must be realized to ensure
stationarity. In addition, there is also the difficulty in the appropriate time frame to choose. Suppose
that the VAR model envisages having three variables and that each variable will have five offsets
included in each equation. As indicated above, the number of coefficients to be estimated is 32 * 5
+ 3 =48. If the number of variables is increased and the number of delays included in each equation,
the number of coefficients to be estimated is quite large. In addition, the analysis carried out by the
VAR model assumes the constancy of the economic environment "all other things being equal”.
Indeed, the time series analyses that are carried out simultaneously in the VAR process do not give
us a reality of the economic situation, they can cause a bias in economic policy.

3.4.2. Model estimation process

When using the VAR model, this chapter aims to determine the strength of the impact of
inflation on the exchange rate by the coefficients of the VAR model. To achieve this objective, it
is necessary to test the VAR model in the following order: (i) checking the stationarity of time
series, (ii) determining the number of lags of variables in the model, (iii) checking causality to
detect a link between variables, (iv) analyzing the orthogonalization of "shocks", with the impulse
response function to measure the impact of a change in an innovation on the variables. We also
need to apply the variance decomposition to calculate for each of the innovations its contribution
to the variance of the error.
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First, we begin by checking the stationarity of time series. A common problem with
macroeconomic variables is that they often fluctuate over time, the condition to be included in the
VAR model is that the time series must be stationary, i.e. its expectation and variance - is
unmodified over time. Formally, the stochastic Y; is stationary if:

E(Y,) = pVtand Vmthe average is constant and independent of time

Var(Y;) < oo Vtthe variance is finite and time-independent

Cov(Y, Yezr) = E[(Y: — W) (Yeyx — W] = vy Vtcovariance is independent of time
Therefore, this chapter should first use the augmented Dickey and Fuller tests to check the

stationarity of all time series included in the model*2. Formally, under the alternative hypothesis
|@,| < 1 the ADF tests are based on OLS' estimation of the following models:

Ay = ag + Byi-1 + 2&1 PiAye—; + & )
Ay, = ap + ot + Bye—1 + Zip=1 DiAye_; + & 2)
Where: Ay; =yt — yi-1
p is the number of delays (offsets)™

The difference between the model (2) and the model (1) is that there is a trend variable at
time t. The trend variable is a variable with values from 1 to n, where 1 represents the first
observation in the series and n represents the last observation. White noise is a term that indicates
a random error derived from the classical assumption that it has an average value of 0, the variance
is constant and autocorrelation does not exist.

Second, we need to determine the number of delays, in which case, the Aikaike and
Schwarz criteria can be used to determine the order p of the model. The selection of the order is
carried out by estimating all VAR models with an order ranging from 0 to h (h being the maximum
delay allowed by economic theory). The AIC(p) and SC(p) functions are calculated:

k?p
n

SCR,\ 2
AIC(p) =ln( n”)+

12 Unit root tests (Dickey-Fuller tests (1979)) make it possible to highlight the stationary or non-stationary nature of a
chronicle by determining a deterministic or stochastic trend. In its models, the process &, is, by hypothesis, a white
noise. The increased Dickey and Fuller tests help us in the case, a priori, where the error is uncorrelated

13 The value of p can be determined according to Akaike or Schwarz criteria, or, starting from a sufficiently large value
of p, a model with p-1 delays, then p-2 delays, is estimated until the coefficient of the P*™ delay is significant
(BOURBONNAIS, 2015)
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SCR,\ kZpIn(n
SC(p)=ln( ")+ pIn(n)
n n

With SCR,, Sums of the Residue Squares for the p-delay model
K: number of system variables

n: number of observations available (Each delay results in the loss of one
observation

Ln : logarithm naperian
The delay p which minimizes the AIC or SC criteria is retained.

Third, the Granger test is used to highlight the causal relationship between economic
variables at the theoretical level, i.e. which variables are the causes and which variables are
affected. Thanks to the Grange test in the VAR model, the direction of causality between inflation
and the exchange rate will be clearer in order to give us food for thought for thought for a better
understanding of economic phenomena.

Finally, it can be seen that the VAR model results in an assessment of the interaction
between the variables included in the model. But if we focus on the result of the VAR model
estimation without analyzing the "impulse response function”, the link between system variables
will not be visible, as shock analysis is an effective tool in analyzing the contemporary relationship
between residues, the relationship of errors (to understand the direction of causality), and the
impact of a shock on variables. From this, we can see the experiences and analyse the effectiveness
of economic policy. In the VAR model, a shock on a variable in the equation not only affects that
variable, but also spreads to other endogenous variables through the dynamic structure of the VAR
(for example, a variation at a given time of &, has an immediate impact on y,, then ony,., ). The
impulse response function will describe the effect of a shock on both current and future endogenous
variables.

After the impulse response function, it is necessary to analyze the decomposition of the
variance, by choosing the decomposition order, we can calculate for each of the innovations its
contribution to the variance of the error.

3.4.3. Variables and database

After joining the WTO, the Vietnamese economy becomes more sensitive and vulnerable
to the impact of external shocks, in particular, the prices of goods on the domestic market are easily
affected by the price shock of imported products (e.g. gasoline and oil prices, prices of raw
materials for production, etc.). The impacts of the financial crisis externally or internally will
devalue the value of the dong and have a significant effect on the fluctuation of the price of
imported products, for domestic production and commercial activities. In addition, changes in the
quantity of the national currency have a direct impact on foreign exchange reserves (see Chapter
2). In addition, the control and management of foreign exchange reserves influences foreign
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exchange policy, which shows that the exchange rate relationship is becoming increasingly
important for monetary policy (the first goal is to stabilize the price as well as the inflation rate).

The logical relationship between two inflation and exchange rate variables:

- The change in the exchange rate will result in a change in the price of inputs to the
production process, such as gasoline prices and building materials. It causes foreign currency debts
of the government and companies on the international financial market to be changed, even leading
to a change in the interest rates on these debts. Everything increases the general price level of the
economy.

- When domestic inflation is higher than the inflation of other countries and exchange rates
between the two currencies do not change, foreign purchasing power is higher than domestic
purchasing power. However, according to purchasing power parity theory, the exchange rate will
not remain, but will adjust to maintain purchasing power parity.

In this empirical part, this chapter will use two times series of two variables:

- The exchange rate (e) in Vietnam, between the dong and the dollar, because at present,
Vietnam's international trade activities with the world's main trading partners use the
US dollar as the main currency.

- The inflation rate (m) is calculated according to the CPI

In a market economy, prices are used as a reference to measure economic values and
business direction. Economists studying inflation often use indicators to measure the general level
of price. In fact, this level is calculated using construction price indicators, which are the average
values of consumer or producer prices. The price index is a measure of the general price, which is
the weighted average of the prices of many goods and services. When developing this index,
planners take into account each type of individual price according to the importance and economic
significance of each product, itself associated with a weighting factor for each product in the basket
of products. The three most important price indices are the consumer price index, the GDP deflator
and the producer price index. Inflation is measured by the Consumer Price Index (CPI), which is
considered to be the most widely used measure of inflation. The CPl measures the cost of
purchasing a basket of standard goods at different times. This basket of goods includes food,
clothing, shelter, fuel, transportation, medical services, school fees, and other goods and services
purchased for daily living. Of course, a product will be added according to its importance in the
economy. The CPI is calculated according to the following formula:

Kk PEQ?
IPC = 251 L <L w100%
PP Q7

i=1"%1
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With :

¢

k the number of items in the basket of goods
Pt is the price of product i of year t
P2, QY is the price and quantity of product i in the base year

The inflation rate calculated by the change in the CPI is calculated according to the
following formula:

_IPC, — IPC,_,

- x 1009
T IPC,_; o

Since 1994, Vietnam has adopted the calculation of the International Standard CPI. When
legalizing the publication and calculating the monthly CPI, it was easier for economic actors to
access the index.

The database in this research was created from the IMF's quarterly data collection
(International Financial Statistics) in the period January 1996 - December 2015.

Table 3.1. Descriptive statistics of variables

T e
Mean 0.015941 0.008807
Median 0.011595 0.002316
Maximum 0.089687 0.089425
Minimum -0.015351 -0.009603
Std. Dev. 1.425053 0.017129
Skewness 1.425053 2.706458
Kurtosis 5.913641 10.52972
Jarque-Bera 54.68251 279.4879
Probability 0.000000 0.000000
Sum 1.259300 0.686954
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Sum Sq. Dev. 0.031416 0.022591

Observations 79 80

Source: Personal analysis by Eviews 8.0

Statistics include centralized measurement values (Mean, Median), normality of a statistical
distribution (Skewness - Kurtosis, Jarque-Bera). From the descriptive statistics of the variables, it
can be seen that the distribution values of the variables are relatively uniform in terms of values,
which makes the test results more meaningful.

Table 3.2. Correlation matrix

T e
T 1,000000 0,235309
e 0,235309 1,000000

Source: Personal analyses by Eviews 8.0

In Table 3.2, the matrix of correlations between the variables, we can see that inflation and
the exchange rate are quite strongly correlated with each other.

3.4.4. Empirical results of the evaluation of the relationship between inflation and the
exchange rate with the VAR model

We see that the relationship between the exchange rate and inflation is a bilateral one. In
other words, the error of the inflation variable has the effect of changing the exchange rate and, in
the opposite direction, the error of the exchange rate has an impact on inflation.

Inflation < » Exchange rates

Time series analyses and structural models concern the simultaneity of relationships and
are used to determine the long-term relationship between the variables that should be used in the
Vietnamese inflation model. If the variables used in the model are related to each other in
accordance with economic theories, they will not deviate from this relationship in the long term.
The long-term relationship between inflation and exchange rates that this chapter considers here is
the relationship based on purchasing power parity theory.
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In this chapter, the VAR model was constructed by the following two equations:

p p
Ty = aq + z byime_; + z C1i€t—i T &1t
i=1 i=1

p p
e = a; + Z byiec—; + Z CoiTle—i + &3¢
i=1 i=1

With m, the inflation rate in period t and it is calculated by the CPI

¢

e, the exchange rate in period t (dong /dollar)

3.4.4.4.1 Checking the stationarity of time series

First, for the construction of the VAR model, one of the conditions is that the residues are
alternated, the variance error is constant and the errors have no autocorrelation4. Then, the other
condition for estimating the VAR model is to check the stationarity of the time series used in the
model. For this purpose, the study was based on the Dickey and Fuller Augmented test.
Correlograms are performed with Eviews, providing the results of the simple (AC column) and
partial (PAC column) autocorrelation functions, in order to verify the stability of the Dickey and
Fuller Augmented test'®

Assuming with the models:

Ty = Per1+ &
e, = P11+ &

We can give the hypothesis:

HO : B = 1 : the process is non-stationary

H1: B # 1 :the process is stationary

It is estimated that t = [/SE() according to the unit root test criteria

If you |t| > |t,|HO is rejected and H1 is accepted, the process is stationary

The table below shows the results of the Dickey and Fuller Augmented test for all data
series with a difference of 0.

1 The attached graphs show that the autocorrelation is negative as the residues are alternated.

15 See Annex 3

150



¢

MONETARY RESEARGH CENTER

Table 3.3. Dickey and Fuller test results Augmented to difference 0

Series t-Statistic Critical value*
" -4.633808 -2.899115
e; -1.618720 -2.899115

Source: Personal analyses by Eviews 8.0

From Table 3.3 to difference 0, the absolute value of the Dickey and Fuller test result
Increased by the CPI inflation data series (
) IS above the critical value at the 5% threshold, indicating that the time series of inflation is
stationary at the difference 0.

The exchange rate data series (e.In order for the VAR model to be used, the exchange rate
data set must test at the first difference, the result of the Dickey and Fuller Increased test for this
series at the first difference is presented in the table below.

Table 3.4. Dickey and Fuller test results Augmented to difference 1

Series t-Statistic Critical value*

e -8.915661 -2.899115

Source: Personal analyses by Eviews 8.0

The exchange rate data series is stationary, the first condition for applying the VAR model
is met. Then, we will determine the optimal number of delays for the VAR model using Aikaike
criteria.

3.4.4.4.2 Determination of the number of delays

We can determine the optimal number of delays in the VAR model using Aikaike's
criteria AIC(p)]. The delay p which minimizes the AIC criteria is retained. The results are
presented in the table below.

151



MONETARY RESEARGH CENTER

Table 3.5. Number of delays

¢

Lag LogL LR MER AIC sC HQ

0 209.4944 NA 9.92¢-06 -5.844912 -5.781174 -5.819565
1 385.8103  337.7319  7.74e-08 -10.69888 -10.50767* -10.62284*
2 390.1937  8.149382  7.66e-08 -10.70968 -10.39099  -10.58295
3 393.6809  6.286896  7.78¢-08  -10.69524 -10.24907 -10.51781
4 396.8341 5506960  7.97e-08 -10.67138 -10.09775 -10.44327
5 402.6442  9.819937  7.60e-08  -10.72237 -10.02126  -10.44356
6 408.8657  10.16471*  7.16e-08% -10.78495* -9.956363  -10.45545
7 410.1543  2.032728  7.76e-08  -10.70857 -9.752511 -10.32838
8 414.0691 5954793  7.83e-08  -10.70617 -9.622634 -10.27528

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5%
level)

FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion

Source: Personal analyses by Eviews 8.0

The delay p that minimizes the AIC criteria is 6, so we choose the optimal delay of the
model is 6. The VAR model used for the study is:

6 6
Ty = a1 + Z byime—; + Z Cii€t—i T &1t
i=1 i=1

6 6
e = a; + Z byiec; + Z C2iTl—i T &zt
i=1 i=1

3.4.4.3. Determination of causality

In economic theory (as well as in the results of other empirical work) the relationship
between inflation and the exchange rate is a long-term bilateral relationship. In order to determine
the direction of causality between the two variables of the model, namely which variables are the
causes and which variables are affected, we will perform the Granger test.
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Table 3.6. Granger test results

Pairwise Granger Causality Tests
Date: 01/20/19 Time: 01:54
Sample: 1996Q1 2015Q4

Lags: 6

Null Hypothesis: Obs F-Statistic  Prob.
DE does not Granger Cause INF 73 2.24364  0.0410
INF does not not Granger Cause DE 1.31429  0.2648

Source: Personal analyses by Eviews 8.0

The first hypothesis has the p — value = 0.0410 < 5% < 5% we therefore reject HO with a
level of significance of 5%, in other words, there is therefore a causality in the Granger sense of
the exchange rate (e) to the inflation rate (). For the second hypothesis, p — value = 0.2648 >
5%.50 there is no reason to reject HO at the 5% significance level.

3.4.4.3. Result of the VAR model

With the coefficient of R2 = 99.06%°, the model is very suitable, which shows the ability
to explain the model's inflation variable and the relationship between the two variables. From this
result, the VAR model will have been presented as an equation. To analyze the relationship between
inflation and exchange rates, the VAR model estimate shows that the following equation is
significant:

INF = 0,274581 X INF(—1) + 0,174814 x DTG(—2) + 0,167736

In this equation, inflation and exchange rates can be seen in the same direction from the
second half of the year and also in the long run. This shows that these two variables change in the
same direction and are influenced by previous cycles.

If this is the case, the importance of the VAR model for research has not been fully
understood and the conclusions regarding the relationship between the variables are weak. At the
same time, it is impossible to know to what extent the impacts of the variables are positive or
negative. In order to understand the interactions between the variables, it is necessary to estimate
the impulse response function and the variance decomposition for the VAR model, these two tools
will show more clearly the relationship between the variables.

3.4.4.4. Shock" analysis

16 See Annex 4
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The impulse response function will show the reciprocal fluctuations of the variables when
there is a variation of an innovation on the variables. In the diagram?’, we can see not only the
contemporary relationship but also the sense of causality of the two variables. A change in the
exchange rate (e;) has an impact on inflation () and vice versa. Thus, an exchange rate shock (e;)
has a contemporary impact on inflation. We can see that inflation and the exchange rate fluctuate
in the same direction, and that the transition from one macroeconomic variable to another is about
5 semesters behind. In this study, the confidence level of the estimates was 95%.

The analysis of the "shock™ that gives impacts of the exchange rate on inflation showed
reasonable results in the case of Vietnam. Current production in Vietnam is heavily dependent on
imported materials such as oil and cement, iron and steel, machine tools, etc. In the event of a
"shock™ to the exchange rate regime or a change in foreign exchange reserves, the exchange rate
has a strong influence on inflation (the price rises continuously and for a long time, leading to
inflation) and this phenomenon will continue until the following year. The fluctuation in inflation
is in line with the exchange rate fluctuations in the following six months. The graph'® shows us a
fluctuation in inflation and the exchange rate in the same direction between January 1996 and
December 2015 in Vietnam.

Although the impulse response function provides general statements on the degree of
transmission of exchange rates to inflation, it does not represent the share of the contribution of
each of the exchange rate innovations to the variance of the inflation error.

3.4.4.4. Variance decomposition

To assess the importance of exchange rate innovations for inflation, we need to implement
the error variance analysis method. On the basis of the results of the variance decomposition in
Table 3.7, we can see the relatively large impact of the exchange rate on inflation over the period
1996-2015. Even in the first three semesters, the exchange rate explained a variation in average
inflation of about 10%. From one year onwards, the exchange rate explains more than the volatility
of inflation. Over the long term, the exchange rate accounts for nearly 29% of inflation fluctuations.
In addition to the exchange rate factor, "shocks" to the inflation rate in the past also have a
significant impact on inflation at the present time, which can be considered as an expectation of
market inflation. However, as this anticipation decreases over time, when there are innovations in
inflation, starting in the second half of the year, the influence of the previous period at the moment
is still about 92% on inflation.

17 See Annex 5

18 See Annex 5
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Table 3.7. Results of the decomposition of the inflation variance

Period of
time H.E. DE INF
1 0.016417 4,172421 95.82758
2 0.021826 7.180517 92.81948
3 0.026025 10.13587 89.86413
4 0.029453 13.02808 86.97192
5 0.032378 15.84412 84.15588
6 0.034948 18.58863 81.41137
7 0.037254 21.26565 78.73435
8 0.039361 23.87646 76.12354
9 0.041314 26.41974 73.58026
10 0.043146 28.89259 71.10741

Source: Personal analyses by Eviews 8.0

It should be noted that, since the number of model delays is equal to 6, this means that
changes in model variables will affect the next 6 periods (model data are calculated in semester).
It is also a basic feature of macroeconomic policies, which will have impacts after a certain lag.
Therefore, the monetary policy that is currently being implemented must be effective over time to
promote economic efficiency.

The vector autoregressive model can show that the exchange rate has had a significant
impact on the inflation rate in recent times. This corresponds to the reality in Vietnam, when the
BEV decided to devalue the dong in 2010 and 2011, the inflation rate in 2011 increased to 18.13%
from 11.8% in 2010.

Therefore, if the exchange rate is kept stable, there will be no unusual inflation rate
"shocks". The results of this study suggest that it is possible to focus on stabilizing the inflation
rate in order to maintain exchange rate stability or to adjust it according to market fluctuations.

3.4.5. Recommendations for monetary policy

For an export-oriented economy, while inputs for production activities in the economy must
be imported up to 70%, monetary policy management is the main focus. The exchange rate book
is flexible enough to help "stabilize prices™ in order to create a climate of trust with the public.

After analyzing and verifying the vector autoregressive model, we see the real impact of
the exchange rate on relatively high inflation in the past. This is the basis for monetary policy
adjustment (exchange rate policy and tools help to stabilize prices). The exchange rate is one of the
transmission channels for monetary policy, turning the tools into a reference for monetary policy.
The most important is in particular the objective of price stability. The devaluation of the national
currency can increase inflation.
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3.4.5.1. Adjustments to the exchange rate regime in line with macroeconomic conditions

International economic integration requires economic policies and exchange rate policy in
particular to adapt flexibly to the often changing international environment, thus minimizing losses
due to negative shocks that result in domestic impacts on the national economy.

The flexible exchange rate helps to limit the increase in money supply and the factors that
have caused inflation in the past (2010-2011)

When Vietnam joined the WTO, the amount of foreign investment in Vietnam increased
significantly. In principle, when there is more foreign capital inflows into Vietnam, the value of
the dong will increase to create a balance. However, the BEV has increased the quantity of the
dong in order to buy back this amount in foreign currency to maintain the exchange rate (against
the US dollar) which is below equilibrium. This improves the competitiveness of export prices.

Keeping the value of the dong low is a form of export subsidy, but the disadvantage of this
policy is that it is necessary to increase the amount of dong to buy a large amount of currency. This
is a huge increase and a significant inflation factor in recent years. If the exchange rate is flexible,
when the exchange rate regime is appropriate, the State will decide to buy US dollars and will
benefit from the reduction in the amount of the dong to buy dollars to be added to the foreign
exchange reserves.

The flexible exchange rate helps the dong to follow the market's reaction when the dollar
devalues globally.

For the flexible exchange rate in terms of dong, even if it can increase exports, contributes
at the same time to inflation in Vietnam. In reality, Vietnamese production now depends heavily
on imported materials, when there is a depreciation of the US dollar in the world, in other words,
the increase in the price of imported goods essential for dong production, this will be the main
reason for the increase in domestic production costs, leading to an increase in commodity prices.
The devaluation of the dong against foreign currencies increases the cost of imported goods,
leading to a large trade deficit. If the exchange rate is more flexible and therefore the dong stronger,
it will reflect the trend of the market economy.

3.4.5.2. Small reduction in the value of the dong

In order to contribute to improving the international competitiveness of Vietnamese
products and maintaining macroeconomic stability, under current conditions, the depreciation of
the Vietnamese dong is necessary to simultaneously improve the internal and external balance of
the Vietnamese economy, by effectively exploiting the benefits and minimizing the risks associated
with international economic integration. However, in the current context, there should not be a
significant devaluation of the national currency for the following reasons:

Although the devaluation of the national currency makes domestic goods more attractive
than foreign products, this means that the economy must become more competitive and encourage
export and import restrictions, but this impact is quite limited under current conditions. The main
reason is that most exports are crude products (crude oil, seafood, rice, coffee, etc.). Production of
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these products is highly dependent on natural conditions (resource reserves, land, weather
conditions, etc.), global supply will decrease if prices increase, especially in the short term. While
products of the processing industry are often considered to be more sensitive to relative price
fluctuations, some products with good turnover, such as clothing and footwear, are highly
dependent on imported raw material resources, so the devaluation of the dong has fewer
advantages.

The majority of imports are machinery, equipment, raw materials and spare parts that
domestic production cannot satisfy and are therefore less sensitive to exchange rate fluctuations.

The fact that inflation is often accompanied by a policy of devaluation due to the rise in the
prices of imported machinery, equipment, raw materials, fuels, materials and other intermediate
products, the improvement in the international competitiveness of Vietnamese products will be
partially limited by the effect of the devaluation.

Psychologically, the devaluation of the dong will negatively affect citizens' confidence in
Vietnam's currency and monetary policy. An unstable policy makes it difficult for domestic
investors to provide capital to start businesses instead of speculating on real estate, holding gold or
US dollars. On the other hand, at present, in Vietnam's real situation, individuals are allowed to
hold foreign currency or can deposit money directly in foreign currency. If the exchange rate is too
high, psychological pressure will result. Households have significantly modified their savings
structure to be interested in strong foreign currencies, which has led to an artificial increase in
demand for foreign currencies and a depreciation of the national currency greater than that targeted
by the monetary authorities. Public confidence in the national currency will therefore be
compromised, as its means of payment and the preservation of its value may be eroded and the
achievement of macroeconomic stability threatened.

Finally, currency devaluation will lead to economic losses for business operations related
to foreign currency borrowing, which means that the foreign currency debts of the national
currency will automatically increase. Government and companies that have borrowed in foreign
currencies will have to spend a large portion of their income to repay their foreign currency debts,
making their financial situation more stressful.

The above analysis shows that Vietnam should not devalue the national currency
significantly. However, it can currently slightly reduce the value of the dong to strengthen the
international competitiveness of its products, which is low both on the international and domestic
markets.

3.4.5.2. Improving monetary policy

Flexible management and coordinated coordination of monetary policy tools, combined
with macroeconomic objectives, have an impact on monetary policy instruments, the interest rate
and credit structure. In addition, the BEV strictly controls changes in money supply and monetary
regime through monetary policy instruments such as:
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Indirect tools (open-market operations, discount, currency swaps) will be the main tools
of operational monetary policy. Their purpose is to improve the efficiency of the use of
open market operations to regulate the available capital of credit institutions. Interest
rates on open market transactions must be correlated with other interest rates regulated
by the BEV.

Interest rate tool: it is established in accordance with international regulations. When
using interest rate tools, market factors require particular attention. The BEV must
monitor and analyse the evolution of interest rates on national and international
financial markets, thus actively adjusting the base interest rate to broadcasting signals
according to market interest rates. The BEV may use the refinancing rate and the
rediscount interest rate as the key rate. The refinancing interest rate was gradually
increased to reach the ceiling, while the discount rate was kept at a low level in order to
create a short-term capital supply channel for commercial banks. The interest rate policy
must create favourable conditions for credit institutions to raise capital and encourage
the development of investment in production.
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Monetary perspectives for EU grown from Finance Philosophy
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Abstract: The fast speed global economies evolving require different approach to be handled in
terms of analysis and perception. Here comes a new discipline — Finance Philosophy — an
intersection between the conventional finance theories on one hand and philosophy on the other.
In this cross-sectional environment, an analysis will be made so as to bring new notion in the
monetary perspectives for European Union.

Philosophy will bring fresh air in conventional understanding how the monetary policy and money
as an institution behave together and is there another angle we can look into the current monetary
state of EU. We will search for new interpretation of traditional monetary and philosophy concepts

in the current European context.

Key words: Behavior finance, Monetary theories, Philosophy of Finance, History of economic
thought
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. Introduction:

Living in an infinite high-speed environment, having seen all types of cycles, lines, anomalies,
crises (even at times forgotten and re-occurring events) in financial context, transferring our
knowledge from traditional theoretical finance through Behavior one, filling up the unknowns, the
question “what’s next” is waiting for an answer. The reason is that we still do not have all finance
questions settled up in full scope even we can have all the information at one click sometimes not
in the right time and place defined by the cost of having certain type of it.

Here comes a new “mystic beast” called Finance philosophy. A “New” discipline that is trying to
ask all possible questions for the answers we already have.

It may seem naive but after the giant noise of behavioral finance, filling up the lack of explanation
of certain finance theory phenomena, it seems that there can be added one more irrational view —

the one of Philosophy.

The new subject of Finance philosophy is aiming to be the intersection between financial ethics,
financial economics, history of economic thought, philosophy of economics, anthropology,

sociology of finance, behavior economics and traditional corporate finance.

The way we perceive information nowadays requires new attitude through analysis and
interpretation of finance concepts. This is why here comes the new discipline — to add some more
irrational perspectives from ancient times around how we explain processes and search for

decisions/ opportunities.

Current article will try to analyze the present status, features and perspectives of EU monetary
policy through the eyes of Financial Philosophy. Monetary theories will be reviewed along with

their application and implications in the nowadays condition of EU monetary environment.
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I1. Exposition

A good start can be defined with a question: Why we need philosophical view in money/ monetary

analysis?
We can define several accent points:

oTry to broaden the dimensions we think about monetary policy along with possible
concrete solutions for the current difficulties experienced in the Euro Zone

o Ask questions for theory of money that rested unanswered from the conventional financial
science

o Conceive money as a product of market and instrument for future development

o Research money as a mean for regulation of social relationships

o Defining limits of freedom and people equality in society through the money institution
(for example socialism/ capitalism)

o Reviewing monetary theories into a present Eurozone context

In summary, the most important monetary finance philosophy question is to be “Money or man

should be the measure for everything”?

Getting through the exercise of researching based on the aims outlined above, we will try to define

what is money in philosophical- financial environment.

First of all, it is stated to be a way of society organization, meaning it is setting up a relationship
between people mainly through the credit institution. The re-distribution of capital is the basis on

which the financial system exists.

Secondly, it is considered to be an evolution of the market, jumping outside of the simple exchange
of goods and services. Thus, it can be derived the thesis that money is a measure of reality — if
something cannot be translated into money units, then it isn’t real. We as individuals are

transferring this reality based on our preferences and incentives.

Moving further, money is a tool for development of an individual and his attitude towards labor.
This point is being defended by the compensation against labor and its motivational meaning.

Labor is the ingredient for building up a social system
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Passing by the above-mentioned attitude, money is defining a social order in terms of value
orientation and moral standards. So, we can say in this sense that the value of money is not being
issued from its material form but from its influence in the social interaction, being the best

mediator.

Getting in depth with the philosophical characteristics — money evolve in two interconnected
actions — acquisition and alienation. Acquisition of goods and alienation of means setting in this
sense a social order. As a means of exchange, on the other hand, money is a measure of value, so

a measure of reality as already noted.

Being human- oriented, the philosophical concept is considered as an exchange between
individuals to create social connections of dependence in economy. We will review this point
under the Ontology concept. This branch looks at the nature of things, their being, cause and
identity.

Social Ontology of money — the nature of being
How the social construction of money works?

We will use the logic of a ladder, outlining the following steps from the money “production”

process:

The social phenomenon — “money” is defined by the collective belief
From this belief, someone declares officially a thing is “money”
Someone else accepts the declaration, transforming the declaration in a social rule

Being a social rule, “money” is transferred to the subjective human attitude

o &M D P

“Money” is accepted and multiplicated by individual consciousness

Key figure describing this phenomenon, is George Simmel (“Philosophy of money”)! who
analyzes money as an institution that defines our time because it allows valuation of things and
facilitation of transactions. However, he criticizes the money for replacing other forms of asset

valuation so an absolutism cannot be applied.

1 Simmel, George, Philosophy of Money, Psychology Press, 2004
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Here we can make the conclusion that the being of money is defined by the collective belief,

declaration and accept. This is defining the ontological nature of the money existing.

What is happening in our reality, European environment?

Moving forwards, how we can reconnect all these theories and perceptions with what is happening

nowadays in Europe and the Eurozone — its monetary scene?

Maybe a brief outline of the points defining the current monetary factors at the Eurozone is needed

as a starting point:

Fall of industrial production values - Industrial production declined 1.7 percent from
a year earlier in September 2019, following a 2.8 percent fall in the previous month and
compared to market expectations of 2.3 percent drop. This was the 11th consecutive
month of contraction in the industry sector.?

Weakened business investments — Economies are trying to go ahead with the business
investments but the growth is still an expected miracle. Even the share of government
investment decreases relative to government consumption, meaning that the structure
of government spending moved on average towards consumption and away from
investment® (see also EIB, 2017).

Less than expected growth - The Eurozone quarterly economic growth was 0.2 percent
in the third quarter of 2019, the same as in the previous three-month period. GDP
Growth Rate in the Euro Area averaged 0.39 percent from 1995 until 2019, reaching
an all-time high of 1.30 percent in the second quarter of 1997 and a record low of -3.20
percent in the first quarter of 2009

Geopolitical uncertainty — the threat of stronger protectionism measures is coming as
fears of losing certain markets

Vulnerabilities in emerging markets with side effects on the developed European
markets depending on trade exposure

Global financial markets volatility — the increasing uncertainty brought by multiple

factors

2 Eurostat data
% Occasional Paper Series WGEM Team on Investment - Business investment in EU countries, No 215 / October

2018
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o Level of unemployment - seasonally-adjusted unemployment rate was 7.5 % in
October 2019, down from 7.6 % in September 2019 and from 8.0 % in October 2018

And what about the Euro as a currency?

Settled by the Union to be a powerful tool of integration, the Euro is experiencing hard times in
terms of keeping the balance between the competition and integration aims.

The very existence of the Euro zone is questioned nowadays so it should be constantly defended
and promoted as a strategy and a way through achieving the monetary union and convergence of

the Zone economies.

How an individual can cope with this environment? Not only behavioral approaches are needed,
but also philosophical eyes and interdisciplinary perspective.

Broadly speaking, the life of the individual through money can be defined by making a choice
based on the individual freedom and personal value — based motivation.

Two main features of this individual choice can be outlined:

o Quality distinctness- limitations- that is to mean “the order in the market chaos”, the
playground we are supposed to explore, limited by the market powers and the money tool
to cope with these powers

o Quantitative infinity - the chaos born from individual’s motives, the personal preferences,

incentives, beliefs, played on the above — mentioned market playground

As a result, combining these two complementary features, we have reached the development of
social intellect, controlling the free will of market. This is how through our perspective money

lives in individuals.

**k*
Now we will go through several monetary theories and look for the possible implications at the
Euro Zone monetary environment. The approach to be followed is: step 1: outlining the features

of traditional monetary theory; step 2: analysis how it can be interpreted in the current European

monetary environment.
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Commodity theory of money and Aristotle

The theory is defined by Aristotle (Politics, 1255-1256 B.C*). Money is considered as

commodity, serving as means of exchange, unit of account and means of storing value.

The exchange relationship helped by money is described by Aristotle as a "reciprocal justice”,
expressed under the form of proportion. That is to mean the value we get is proportionate to the

value we pay as money, being in exchange.

This theory defines the need of social and cultural system to exist in recognition by its members
so as for the first part of the relationship to have the same added value as the second part.

What is the interpretation of the theory in Euro environment?

The idea of "reciprocal justice™ is very close to the main message of the targeted convergence of
the Euro area. We have different countries with their macroeconomic/ monetary cases and they are
working for the rapprochement of their policies, measures and strategies so as to bring an improved
macroeconomic ground, driven by similar priorities and contributing to the overall welfare. If we
look in the term reciprocity — the members of the union are stating their strong features (indirectly),
which are accompanied by the ones of the other countries, creating an increased, ameliorated value

by combining the comparative advantages.

On the other hand, the “storing” powers of the Euro are under thread today as its value is shrinking
up. It has drifted toward its lowest levels in the last months of 2019 against the dollar as Europe is
absorbing the negatives of the global growth slowdown. Economic agents ask themselves if it can

become worse, thinking about their investments and plans to store value.

4 Aristotle. Aristotle's Politics. Oxford :Clarendon Press, 1905
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Credit theory

This theory views money as an expression of credit relationships between people. The well-known
definition from traditional finance studies —markets exist with the aim of re-distribution of funds-
those who dispose with a surplus are providing on those with deficit through the credit institution.
So individual economic agents are in exchange of their funds, searching for a profit, maximization

of their value.

On the other hand, we have the state as a credit provider. Being the most trusted creditor, it is
setting up the rules and expectations for individual economic agents, taking advantages from its
resources. With this, there stays the risk of resources flooding through creation of money and
issuing bonds- driving an impact on debt levels, inflation, financial instability and triggering

economic Crises.
What is the interpretation of the theory in Euro environment?

The credit theory will be outlined by summarizing the credit climate in the Eurozone. In 2018,
loans to EU households and non-financial corporations (NFC) increased by 2.7%, the second

consecutive year of the expansion.

e For the fourth year in a row, total loans in New Member States (NMS) grew faster than in
old Member States (EU-15). This fact has to deal with the expectations of economic agents
from the NMS

e Compared to the previous year, the total loans growth rate in 2018 accelerated from 2.2%
to 2.7% in EU-15, while it slowed from 5.9% to 3.5% in NMS.®

e Credit standards eased slightly for loans to enterprises
According to the “Euro area bank lending survey” for the third quarter of 2019:

e Credit standards (i.e. banks’ internal guidelines or loan approval criteria) for loans to

enterprises eased slightly in the third quarter of 2019. Across the different firm sizes, credit

5 Lending to European Households and Non-Financial Corporations: Growth and Trends. Key findings from the
ECRI Statistical Package 2019 Roberto Musmeci, October 2019
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standards slightly eased for loans to small and medium-sized enterprises (-2%) and
remained broadly unchanged for loans to large firms (-1%).5

e Net demand for loans to enterprises remained broadly unchanged in the third quarter of
2019, in spite of expectations of an increase in the previous round. Demand slightly
increased for loans to SMEs, but decreased for loans to large firms

The impact of the ECB’s asset purchase program was reported by a survey and was stated
by the banks to have contributed over the past six months to an improvement of their
liquidity position and their market financing conditions, but to a deterioration of their

profitability so an opinion mix was submitted.

Chartalism

This theory was introduced by the German economist Georg Knapp in 20th century. It states that
the value of money comes from it being issued by the government (state), not spontaneously (i.e
as an expression of exchange). So do we need an exclusive institution to state something as money
and this money to have its own value? Moving further in the institutional flow, we can elaborate
on the question of the need of an authority (governmental one) to bring the social agreement over

value and a commaodity to be stated as such.

Here we can think about the problematic: Is money creating institutions or institutions create

money?
What is the interpretation of the theory in Euro environment?

The Euro is already 21 years old, life given from Economic and Monetary Union (EMU), aiming
to be a powerful tool of integration. However, its nature is both institutionally and personally (local

governmentally) questioned.

The main institution defending European monetary policy is European Central Bank (ECB). The
ECB and the national central banks of all EU Member States constitute the European System of

Central Banks. The primary objective of the European System of Central Banks is to maintain

& The euro area bank lending survey — Third quarter of 2019 — European Central Bank
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price stability. In addition, ECB is executing the banking supervision of credit institutions in the
Euro Zone.

We can halve the institutional control in two parts — national and supranational. At national level
we have reforms to promote sustainable economic convergence, increase of the growth potential
for the local economies.

At Union level, the aim is competitiveness fed up by budget instruments. Structural reforms are to
be started so as for the economies to be stabilized. The main point is the macroeconomic support

and prevention of recession.

Going back to the finance philosophy question here- is money creating institutions or institutions
creating money? Is the ECB creating money or it is guarantying its value and promoting a monetary
stability? We can say that Euro is partially deriving its value and common use from the ECB
acknowledgement and supervision. The other part can be defined from the social ontology of

money we have reviewed above. It is defined from the collective belief and social consensus.

*k%x

One further angle will be reviewed so as better and more complete picture of the European

monetary policy to be drawn up - ethical perspectives of money.

A sub-division of the Philosophy science is Ethics. A brief review of money ethical perspectives

will be done below with some questions ahead brought up.

From ancient times money is condemned as the Root of Evil, starting from Christian literature.

However, in moral perspective, we can outline the following emphasis points:

* Money brings both stability and instability so it cannot be “labeled” as good or bad

phenomenon

« It is capable of creating and destroying, uniting and separating societies, policies,
economies, so we can conclude its duality and dependency in terms of subjects using it and

objects being affected
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» Freedom or dependency? Again, we are led by the duality and the nature of the included
subject and object

* Man makes money and money makes man - shapes his lifestyle and thought. This is the
last question we can outline as a major one for the finance philosophy. And it will remain
open, because the subject of this unusual philosophy is where we search for questions on

all answers we already have

*k*k

To conclude the exposition let’s try to be in the extreme point, asking:
What if _there isn’t money?

We have discussed cases where money is defined by different theories, beliefs and environment.
But let’s set up another extreme finance philosophy hypothesis: What if there isn’t money — are

we to lose our social order, relationships, and value — based social systems?

We will try to destroy the well-established environment of money- determinated world and

imagine the “what if”” universe.
How can we replace the money connection?

Barter— the first form of exchange between individuals. We can look further getting into the future
society where natural resources are scarce, money does not exist because we cannot buy anything
from the limited resources, so we are trying to exchange what we possess as comparative
advantages. However, an exchange would only happen when we have double coincidence of
wants. But is it frequent? Quite not, as not only the specific good should be the matter of

coincidence but also its quality, quantity and individual characteristics.

In a certain moment, individuals will get into unsatisfaction of the barter deals, realizing that they

can trade more easily if they have intermediate good:

o Easy to store and transport
o Easy to measure, split and facilitate billing between merchants

o Hard to destroy as to stay in time

174



¢

MONETARY RESEARGH CENTER

o Being a mediator between the exact quality, quantity and individual characteristics of the
desired good and their consumer preferences and satisfaction.

Is the society going to be deprived of its sense of greed, competitiveness, ego when not having

money?

The social services that we get — police, health care, social activities, military will extinct as the
individuals there will not have an incentive to work there, for free. The labor in a sense we know
it nowadays will extinct as the main reward we have — salary will no longer exist in its current
form. The world will be in a dark, unordered chaos. We can move back to our 17" century society
form. The streets will not be any safer and local defense rules will apply.

But maybe this new social order will be a way to re-structure our society? Without money we can
learn how to live with less. We can shrink the gap between poor and rich as the definition of these
two groups will be outdated. However, a better world shouldn’t be a part of a “what if” scenario.
We will learn to cooperate, with the encouragement to innovate and work on our comparative

advantages, based on objective skills and knowledge.

For now, this scenario is to rest in a scientific article...

I11. Conclusion

This article has tried to review the traditional monetary theories, current European Monetary
Climate and philosophy questions in one. We believe that the interdisciplinary manner of treating

a topic is the key for broadening the understanding and knowledge about certain problem.

The discipline of Finance Philosophy is targeting this— combining the concepts from rational and

irrational sciences and deriving a critical view in a search for over the traditional counter ideas.

We have seen that current European problems can be analyzed through the philosophical,
ontological and ethical perspectives, thinking about the monetary policy as a living organism and
a subject of duality and limitless questions.

Thus, the contribution of the article is aimed to be not only in the tools used to explain the Euro
climate, but also the fresh air brought into the ancient monetary theories and their interpretation.
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Abstract: The principal aim of this paper is to make a short survey of Cost-Volume-Profit
(CVP) analysis as a technique that usually examines variations in gross profit under different
scenarios for changes in sales volume, cost, sales prices, and more. This approach has become
popular in theory and practice and is called the critical point method. Accountants often
perform CVP analysis to plan future levels of operating activity and to obtain information
about:

v' the amount of sales needed to reach a target profit level;

v' the breakeven point, i.e. the amount of revenue needed to cover cost;

v whether a future increase in fixed costs will be effective or not;

v’ what are the stock to which priority should be given;

v whether the planned fixed costs expose the company to an unacceptably high level of risk
or not, etc.

Marginal income represents the difference between total revenue and total variable
costs. Similarly, the marginal income per unit is the sales price per unit minus the variable
price per unit. Both the contribution margin and the unit contribution margin are valuable
instruments taking into account the effect of volume on profits. The contribution margin per
unit shows how much revenue from each unit sold can be applied to the fixed costs. Once
sufficient units are sold to cover all fixed costs, then the contribution margin per unit of all next
sales becomes profit.

The paper also presents the results of the analysis "cost-volume-profit” for companies
from Pazardjik region.

CVP analysis is a powerful tool in making managerial decisions including marketing,
sales, investment and financial decisions.

Key words: analysis, cost analysis, sales volume analysis, profit analysis, CVP

JEL codes: M41
* z.Ikirideva@abv.bg
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The term "analysis" is ancient Greek and means dismemberment, division of the whole. The
analysis examines in detail the nature of the action or phenomenon.

It examines the complexity of the structure, the relationship of the elements of the object of
study. Financial accounting is a process of selection, comparison and evaluation of accounting
information in order to establish the relationships and trends in the enterprise that are required
to make management decisions.

Cost-volume-profit (CVP) analysis is a technique that usually examines changes in gross profit
under different scenarios of changes in sales volume, cost, sales prices etc. This approach has
become famous in theory and practice and is called the critical point method. Accountants often
perform CVP analysis to plan future levels of operating activity and to obtain information about:
- the amount of sales needed to reach a target profit level;

- breakeven point is the amount of revenue needed to cover losses;

- a future increase in fixed costs effective;

- which products or services should be prioritized;

- whether the planned fixed costs expose the company to an unacceptably high level of risk, etc.
Marginal income represents the difference between total revenue and total variable costs.
Similarly, marginal unit income is the unit selling price minus the variable unit price.

Both the contribution margin and the contribution margin per unit are valuable tools in
accounting for the effect of volume on profit. The unit contribution margin shows us how much
revenue from each sold unit can be applied to fixed costs. Once enough units have been sold to
cover all fixed costs, then the contribution margin per unit of all other sales is profitable.

The next part of this section presents the results of a cost-volume-profit analysis for company
A in the Pazardzhik region, which is engaged in the production and sales of a Middle tower

computer case.
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Table 1 presents real data on the average selling price of a good, the minimum and maximum
of cash sales over the last 5 years, the variable and fixed costs per item. In the last two rows of
the table the critical point of the company in terms of cash sales and the critical point in terms
of minimum sales value in BGN is calculated.

Table 1 Sales, fixed and variable cost per item for Company A

Unit selling price BGN 54,90
Units sold: BGN 1250,00
Minimum pcs 200
Maximum pcs 2600
Variable costs BGN 5,25
For unit materials BGN 1,10
For labor per unit BGN 4,10
For electricity per unit BGN 0,05
Fixed costs BGN 19 300,00
4 500,00
rentals BGN
Depreciation BGN 10 000,00
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1 200,00
Insurance BGN
fin. expenses (interest, etc.) BGN 3 600,00
- ) _ 388,72
Critical point (number of units) pcs
Critical point (in value) BGN 21 340,79

The critical point of sales of units for Company A is calculated as follows:

FC 19300
P—-VC 5490-5.25

BEP = = 388,72 =389 pcs.

A critical selling point in value can be calculated in two ways. The first way is by multiplying

BEP in units of market price, i.e.:

388,72 pcs. * 54,90 = 21 340,79 BGN.

The other way is to collect the total amount of fixed costs and the total amount of variable costs

for 389 pcs. (table 2) i.e.

19 300,00 +2 040,79 = 21 340,79 BGN

Table 2 illustrates the calculated total fixed and variable costs for Company A for sales equal
to the critical point. Total material, labour and electricity cost levels are also calculated,

multiplying critical point cash sales by the respective unit cost variables.
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Table 2 Analysis of Company Total Variable and Fixed Costs in a scenario of critical point

. 54,90 BGN
Sale price
Critical point in cash 388,72 pcs.
Total revenue 21 340,79 BGN
Total variable costs 2 040,79 BGN
for materials 427,59 BGN
for work 1 593,76 BGN.
.. 19,44 BGN
for electricity
Total fixed costs 19 300,00 BGN
Total costs 21 340,79 BGN.
Gross profit 0,00 BGN.

Operating leverage measures the operational risk of a business that is generated by too high a
fixed cost. It gives an idea of how risky (varying) an entity's operating income (EBIT) is and
shows the effect of a change in sales on an entity's revenue.

It is calculated by the following formula:

_ % change mnEBIT ~ (P—-V)*X

OL =
change in sales (P-V)xX—FC
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If we use the data in Table 1, then the operating leverage for the company is:

L (54,9 — 5,25) % 1250
~ (54,9 —5,25) * 1250 — 19300

= 1,45

This means that if sales change by 1%, then gross revenue (EBIT) will fluctuate to 1.45%.
Financial leverage measures the financial risk an entity incurs. It is associated with fixed
payments (on loans, leasing contracts, etc.) in order to increase the return on the enterprise. The
higher the financial leverage, the higher the financial risk incurred and the higher the cost of
capital.

Financial leverage can be calculated using the following formula:

FL = % change inEPS ~ (P—V)xX—FC
~ changeinEBIT ~ (P—-V)*X—FC—IC

where: EPS is a profit share;

IC - interest expense or dividend expense for preferred stock;

(54,9 — 5,25) * 1250 — 19300

FL =
(54,9 — 5,25) * 1250 — 19300 — 3600

The specific value means that if gross income (EBIT) changes by 1%, then EPS will fluctuate
within 1.58%. Table 3 shows the results of the analysis of the sensitivity of operating leverage

to sales.
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Table 3 Estimated values of the operating leverage of Company A under different sales

scenarios

Sales Operational
leverage
200 -1,05977
600 2,83985
1000 1,63591
1400 1,38439
1800 1,27544
2200 1,21461
2600 1,17579

Graph 1 shows the relationship between the change in sales of Company A and the values of

operating leverage.

Graph 1 Investigation of the operating leverage of the enterprise under different scenarios of

cash sales

3.50
3.00
2.50
2.00
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1.00
0.50

operating leverage
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Graph 2 is known as cost-to-profit or CVP chart and shows visually the relationship between
the change in total revenue and total cost. It is most often used to illustrate the expected profit

changes in different business activity scenarios.

Graph 2 CVP diagram
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Graph 2 is generated based on the calculated data in Table 4. The intersection of the line of total
revenue with that of total cost indicates the critical point of the firm. For Company A it is at
388.72 PC boxes sold and is between 200 and 600 for the abscissa. With respect to the ordinate
axis of the chart in value, the critical point of sales was calculated in Table 1 at BGN 21 340,79
(i.e. between BGN 20 000 and BGN 35 000).

Table 4 shows the calculated values of the performed sensitivity analysis. The purpose of this
type of analysis is to investigate the change in variable costs, marginal income, fixed costs and

gross profit of Company A under different sales scenarios.
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Table 4 Investigation of the impact of sales on variable costs, marginal revenue, fixed costs and gross profit of Company A

Sales 200 600 1000 1400 1800 2200 2600

Total revenue 10 980,00 32 940,00 54 900,00 76 860,00 98 820,00 120 780,00 142 740,00
Variable costs 1 050,00 3150,00 5 250,00 7 350,00 9 450,00 11 550,00 13 650,00
For unit materials 220,00 660,00 1 100,00 1 540,00 1 980,00 2 420,00 2 860,00
For labor per unit 820,00 2 460,00 4 100,00 5 740,00 7 380,00 9 020,00 10 660,00
For electricity per unit 10,00 30,00 50,00 70,00 90,00 110,00 130,00
Marginal income 9 930,00 29 790,00 49 650,00 69 510,00 89 370,00 109 230,00 129 090,00
Fixed costs 19 300,00 19 300,00 19 300,00 19 300,00 19 300,00 19 300,00 19 300,00
Total costs 20 350,00 22 450,00 24 550,00 26 650,00 28 750,00 30 850,00 32 950,00
Gross profit / loss - 9370,00 10 490,00 30 350,00 50 210,00. 70 070,00 89 930,00 109 790,00
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In the second part of point 3 the results of the analysis of enterprise B will be presented.
It realizes its turnover by trading with three canned vegetables. In the calculations below,
they are indicated in the tables as Commodity A, B and C. Table 5 presents the sales for

the last year, market prices and variable costs per unit of the company.

Table 5 Sales and variable costs per unit of enterprise B

Stockes stock A stock B stock C
Units sold (number) 20170 14125 16460
Market price per unit 0,80 1,20 2,90
Variable cost per unit 0,52 0,90 1,95

When using the cost-volume-profit analysis of businesses that generate their revenue
from the sale of a significant number of items and services, the sales mix approach is
often used. It represents proportionally the enterprise's sales. It can be calculated both in
terms of cash sales and sales revenues in BGN, with different values.

In the cost-volume-profit analysis, it is assumed that the sales mix is a constant value.
Assuming that the sales mix remains unchanged, CVP analysis is allowed to represent

sales (in cash or in levs) as a combined aggregate value for the enterprise as a whole.
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Table 6 Analysis of marginal revenue enterprise B by item

stock A stock B stock C total
20170 14125 16460 50755
Units sold
16 136,00[ 16 950,00 47 734,00, 80 820,00
Income BGN
10 488,40, 12 712,50] 32097,00 55 297,90
\/ariable costs BGN
5647,60f 423750 15637,000 25522,10
Marginal income BGN
0,28 0,30 0,95 0,50
Marginal income per unit BGN
35,00% 25,00% 32,76% 31,58%
The marginal income ratio
39,74% 27,83% 32,43%| 100,00%
Sales mix (pieces)
19,97% 20,97% 59,06%|  100,00%
Sales mix (earnings)

Table 6 presents the results of the calculations made with respect to the analysis of
marginal revenue for enterprise B. Marginal income is a concept closely related to cost
accounting and its purpose is to calculate the profitability of individual items in the
enterprise sales mix.

The marginal revenue can be calculated both per item and for sales across the entire
product line. In the first case, it is obtained by subtracting the variable cost per unit from
the selling price of the product concerned with respect to the entire product line, as the
total sales costs are deducted from the sales of an item. For example, for the entire product
line of Product A, marginal income is estimated at BGN 5 657.60 (BGN 16 136.00 - BGN
10 488.40) and marginal income per unit is BGN 0,28 (0,80 — 0,52).

The marginal revenue ratio is calculated based on the unit and total sales metrics
calculated. The marginal income ratio is obtained by dividing the marginal income in

BGN for a given product by the sales made in BGN by the respective item. For example,
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for product A it is equal to 35% (marginal income of BGN 5 647,60 realized income from
sales of goods A 16 136,00 BGN).

A negative or low value of the profit margin is associated with a product line or business
segment that is not profitable or low profitable.

Graph 3 shows the sales mix in terms of revenue.

Graph 3 Sales mix of revenue

9

= Product A = Product B = ProductC

The sales mix for the last year shows that the received revenue from sales of goods A is
19.97% of the total, those of goods B is 20.97% and the biggest contribution is made by
goods with 59.06%.

Graph 4 illustrates the sales mix in terms of sales of items. As you can see here the
percentages are different and this means that the sales structure in value is different from
that in kind. In terms of cash sales, commodity A is accounted for the largest share of

39.74%, followed by commodity C by 32.43% and lastly commodity B.
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Graph 4 Sales mix of revenue

Sales mix of cash items

= Product A = ProductB = ProductC

Table 7 shows the calculated main elements of the statement of income and expenses of
enterprise B. The table shows that the net profit of the company for the last year is BGN
21 844,89.

Table 7 Calculation of the net profit of enterprise B

Marginal income BGN 25 522,10
Fixed costs BGN 1 250,00
Taxable income BGN 24 272,10
Tax profit BGN 2 427,21
Net profit BGN 21 844,89

Table 8 shows the results of a cost-volume-profit analysis in a sales scenario equal to the
critical point. As can be seen from the table, while maintaining the proportions of the
sales mix unchanged, if company B wants to be able to cover its costs, it needs to make a
minimum of sales in respect to product A of 988, of goods B 692 pcs. and from product
C 806 pcs. or total sales amounted to 2 486 items. Accordingly, in this situation, the
enterprise would generate total revenues of BGN 3 958,33, which cover exactly the total

variable costs (BGN 2 708,33) and the total fixed costs (BGN 1 250.00).
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Table 8 CVP analysis of enterprise B in a critical point scenario

Product A Product B Product C Total
Sales(units) 988 692 806 2486
Income BGN 790,30 830,16 2 337,88 3958,33
Variable costs BGN 513,69 622,62 1572,02 2 708,33
Marginal income BGN 276,60 207,54 765,86 1 250,00

In the last part of point 3, a cost-volume-profit analysis will be made in the scenario of

maintaining the same product mix and a target net profit of BGN 50,000 per enterprise

B. If the company wants to earn exactly BGN 50,000 next year, then at 10% corporate

tax the gross and profit will be BGN 55 555,56 and accordingly the fixed costs + target

profit will be BGN 56 805,36.

Table 9 CVP analysis of Company B in the scenario of a target net profit of BGN 50,000.

Product A | Product B | Product C Total
Sales in units 44893 31439 36636 112967
Income BGN 35914,54 | 37 726,29 106 243,47 179 884,30
Variable costs BGN 23 344,45 | 28294,72 71 439,57 123 078,74
Marginal income BGN 12 570,09 9431,57 34 803,89 56 805,56
Fixed costs BGN 1 250,00
Taxable income BGN 55 555,56
Tax 10% 5 555,56
Net income BGN 50 000,00

Table 9 shows that if a company is aiming for a net profit of BGN 50,000, it is

necessary to make total sales of 112,967 items in cash or if the existing sales mix is
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maintained, it means that 44893 units are sold. goods A, 31439 pcs. goods B and 36 636
pcs. goods C.
The calculation of sales (in cash) for a target net profit of BGN 50,000 is made by the

following formula:
_ FC+55555,56 56 805,36

P—-VC 0,50

= 112967 pcs.

Specific item sales in pieces were found as the percentage of the item sales mix for a
specific item (calculated in Table 6) multiplied by 112 967 items. For example, the

required sales for commodity A are set at 44 893 pcs. (39,74% * 112 967).

The disadvantages of applying the cost-volume-profit analysis can be summarized in the

following areas:

e the projected revenue and expenditure projections can deviate significantly from the
real ones;

e CVP analysis does not calculate fluctuations in revenues or costs that could be caused
by trade discounts on large deliveries, changes in production, changes in productivity,
efficiency, special discounts for customers, etc.;

e CVP analysis suggests that the sales mix will remain unchanged in the future, which
IS not true;

e CVP analysis assumes that selling prices and variable costs will not change;

e Does not account for political, regulatory, operational, credit, liquidity risks, etc.

Conclusion

In summary, the Cost-to-Profit (CVP) analysis, which typically examines changes in
gross profit under different scenarios of changes in sales volume, cost, sales prices, etc.
It was made on the basis of real data of operating companies and it is necessary to
conclude that it cannot account for small fluctuations in income and expenses, as well as

political, regulatory, operational, credit, liquidity and other risks.
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Abstract: Global economic environment is changing dynamically due to a number of
technological and political processes. While the European industries lose momentum in
global competition, the internal EU problems remain unsolved and the idea of shared
prosperity and growth clashes with the reality of multi-speed Europe and sluggish
growth.

After being denounced as obsolete and ineffective in the last couple of decades, in
terms of changing post-crisis global landscape the idea of European industrial policy is
revived. The newly established industrial policy paradigm at EU level after 2009 is
examined in the context of the decreased investment activity; the structure of intra- and
extra-EU trade; the political concept of EU construction and the core principles of
integration. Economic divergence in the EU is identified as a challenge to be overcome
by strategic industrial policies designed in the context of multi-speed Europe where non-
convergence is recognized, and a joint growth strategy outward is elaborated. The paper
discusses the possibility for building strategic industrial policy at EU level considering
the economic reality in the Community. Global context is also considered.
Recommendations for a modern industrial policy designed to restore economic growth

and technological competitiveness are drawn up.
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1. Introduction
In the last couple of decades, the European union faces new economic reality

posing challenges for its development. On the one hand, the enlargement process has
proved to be problematic as the EU is now comprised of many too divergent countries.
The size of the Union makes the decision-making process difficult and policy measures
are often a compromise between the interests of member states resulting in inefficiency
and doubtful long-term effects. On the other hand, global environment has changed
dramatically. The EU competitive positions deteriorate, and European technological
leadership is put to the test by the aggressive and growing competitive pressure by the
US, China and East Asian countries.

World economic environment is changing dynamically due to a number of
technological and political processes: the unfolding of Industry 4.0, the role of Asia in
global economic and technological development; the shift of power towards the
developing world; the rise of protectionism in global trade; the Chinese dominance in
manufacturing and its aggressive moves towards technological leadership. The EU
economy faces new economic reality and its positions in global competition worsen.
While the European industries lose momentum in global competition, the internal EU
problems remain unsolved and the idea of shared prosperity and growth clashes with the
reality of multi-speed Europe and sluggish growth.

After being denounced as obsolete and ineffective in the last couple of decades,
the concept of targeted industrial policy is again discussed in policy and academic circles.
Industrial policy and its components are considered tools for catching-up in the
developing world, but also as a strategy for a new growth path for the developed world.
In terms of changing post-crisis global landscape the idea of European industrial policy
is revived. However, its practical implementation is a puzzle as it is based on an outdated
approach not corresponding to the new global economic order and lacks effective targeted
policies. The aim of this report is an outline and analysis of the main challenges in front
of the EU industrial development considering the chronology of the EU industrial policy
and its current features.

In the first part of the paper, the chronology of the EU industrial policy is analyzed,
its principles and assumptions are critically discussed. The overview provides the
foundation for identification of the main deficiencies of the industrial policy measures
considering the internal structure of the EU and its functioning mechanisms, on the one

side, and the external positions of European manufacturing and trade, on the other. The
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newly established industrial policy paradigm at EU level after 2009 is analyzed in the
context of the decreased investment activity; the structure of intra- and extra-EU trade;
the political concept of EU construction and the core principles of integration. The
conflict between competition policy and industrial policy measures is analyzed through
the case of the Siemens-Alstom merger.

The paper discusses the possibility for building strategic industrial policy at EU
level considering the economic reality in the Community. Global context is also
considered. Recommendations for a modern industrial policy designed to restore
economic growth and technological competitiveness are drawn up.

2. History of EU industrial policy — before and now

2.1 Industrial policy of the European Community
As Pelkmans (2006) puts it: “Sectoral and specific industrial policy lies at the

origin of the Community”. The integration processes in Europe in the 50s of the last
century started and developed in the context of predominant state intervention and support
in industrial development and in international corporate performance. The sectoral
integration in steel and coal production, as well as agriculture, was structured according
to the mainstream economic thinking of that time. Wigger (2018, 2014) describes strong
neo-mercantilist and protectionist outlook in the post-war decades of integration. During
the 50s-80s period, series of measures are permitted and applied for stimulating
performance of certain key industries, incl. direct and indirect state aid, financial support
for specific, sectoral investments or R&D projects, tax reductions or procedures of
guaranteed procurement. The advance in integration processes gradually changed the role
of the European Commission in setting-up the industrial development agenda by fostering
the supranational decisions. However, the interventionalist approach remains. The
Community policies are oriented towards the establishment of European champions in
global markets through transnational industrial cooperation and consolidation via mergers
and acquisitions. The prioritization decision-making is based on assessment of the
competitive positions of US counterparts, usually in high-technology sectors, such as
machinery, aerospace, computing industry. Sectoral industrial policies and protection is
designed also for the sectors which were considered “too big to fail” /steel, coal,
electricity, railways, textiles, shipbuilding, infrastructure/ (Wigger & Buch-Hansen,
2014, p. 69).

The era of protectionist and interventionalist policy measures and integration

processes ends with the prominence of the neoliberalist agenda in the 80s and the 90s.
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The established industrial policy from the previous decades characterized by
subsidization and protective assistance is denounced by Giersch (1985) as
“Eurosclerosis” and it is considered a factor for accumulating structural deficiencies in
the European Community. In the 1980s a fast transition to the so called “horizontal”
industrial policy takes place and policy measures in industrial development get closer to
the current scope of competition policy. The rhetoric of competitiveness remains
significant. However, the focus and key messages change dramatically. In accordance
with the newly established predominant economic agenda, the stimulation and
encouragement of competitiveness and leadership is no longer considered as the outcome
of protection and intervention, but rather the intense competition is propagated to enhance
competitiveness. The foundations of the modern EU competition and antitrust legislation
are laid. State aid is strictly controlled and, mostly, curtailed. Cartels and abuses with
dominant positions are stringently prosecuted. The liberalization, pro-market impulse is
further enforced by intensive privatization process. The essential principles at the core of
EU single market and monetary union are based on the faith in free markets efficiency.
This general shift in perceptions and attitude towards economic development and its
determinants is best illustrated by the replacement of “fair competition” with “free
competition” in the Maastricht Treaty (Wigger, 2018). The era of vertical industrial
measures and strong state interventionalist and protectionist role is over. This process is
observed worldwide.

A quick overview of the main tools for sectoral industrial policymaking — sectoral
interventions and sectoral policies; clustering and cooperation; trade policies! - makes it
clear that the new EU framework does not provide opportunities for their application at
national or community level. The Lisbon Strategy of 2000 is based on the same logic that

more competition ensures enhanced competitiveness.

2.2. Latest trends in EU industrial policy
The global crisis and the subsequent Euro crisis put the EU to the test of more

than a decade of stagnant growth and no clear vision on the growth path ahead for the
Union. In this context, the traditional concept of industrial policy is again debated in
academic and policy circles. Furthermore, the interest in reviving industrial policy tools
seems enough for the initiation of tailored measures for re-industrialization and enhanced

competitiveness. In 2010 the European Commission calls out for a “fresh approach”. The

1 See Pelkmans (2004, p. 4)
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need for new strategy is due to the loss of three million jobs in manufacturing since the
start of the crisis. As the recovery of the Union is slow and insufficient, it becomes
obvious that new, more pro-active and aggressive measures are required.

In 2010 the new Europe 2020 strategy is elaborated replacing the Lisbon strategy
of the previous decade. It consists of 7 initiatives and several of them are directly related
to the resurgence of EU industrial policy. However, the outlined approach and the
envisioned measures are general and horizontal. The sectoral (or vertical) aspect is not
included. The concept of “industrial policy” reemerges, however, the content of the policy
recommendations is palliative and does not address the serious competitiveness and
structural issues of the EU. The EC communication “Industrial Policy: Reinforcing
competitiveness” adopted in 2011 has the same effect.

In 2012 the EC publishes the first industrial policy communication where a focus
on strategic sectors is mentioned. In “A stronger European Industry for growth and
economic recovery — Industrial policy communication update” are outlined six key areas,
incl. clean vehicles, bio-based products, smart grids.

The first post-crisis steps in strategic reindustrialization of the EU are mostly too
broad and don’t envision serious actions to be undertaken at EU level. Some of the
reasons may include lack of political will for redefining tools meeting the pre-set goal; as
well as the still predominant, mainstream pro-market theory which is not consistent with
more aggressive intervention. The former Competition Commissioner Almunia confirms
this approach stating that the new EU industrial policy must be very different from the
policies implemented in the 1970s. Almunia defines the existing EU competition
legislation as “boosting growth; benefiting SMEs and ordinary consumers” (Almunia,
2014).

In 2013 the Commission launches a proposal for a “Convergence and
Competitiveness Instrument” suggesting a procedure for recommendations to member
states to regain competitiveness. This decentralized approach is further developed by the
Council initiative for “Partnerships for Growth, Employment and Competitiveness” in
2013 envisioning partnerships between member states in the form of reform contracts
with legally binding obligations for reforms. Later this idea evolves into a softer, less
binding initiative for establishment of national competitiveness authorities which are to
supervise reform policies and overall performance of the economies. This step
additionally increases the national focus in dealing with competitiveness problems. The

rationale for the transfer of responsibility from supranational to national level is mainly
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founded on the understanding that national specifics require national solutions. However,
it remains unclear how national authorities are supposed to design structural reforms and
industrial policies in the framework of the current EU competition policy and the single
market. Due to the restrictions posed by community legislation, the key recommendations
for national competitive policy measures and supervision are related to internal
devaluation and boosting price competitiveness. The Five Presidents’ Report (2015)
confirms this agenda and states that the competitiveness authorities should be
independent entities with a mandate to ‘assess whether wages are evolving in line with
productivity and compare with developments in other euro area countries and in the main
comparable trading partners’ (p. 7). Later these authorities are renamed into national
productivity boards, however, their mandate and aim are the same.

The Communication ‘For a European Industrial Renaissance’ launched by the
European Commission (2014) is elaborated along the same lines. The aim of the policy
document is to trigger a back-shoring of manufacturing capacity in knowledge-intensive
sectors from China and other emerging markets to Europe by improving the EU price and
cost competitiveness. This communication focuses on reversing industrial decline and
reaching the target of 20% of GDP for manufacturing activities by 2020. The document
outlines the priority for identification of “key enabling technologies” where investment
activity would be focused. However, the EC calls for nationally tailored measures, but it
remains unclear how the national actions could be coordinated within the Union and its
legal framework and how the supranational strategic directions would be transferred at
national level.

Up to this point, it could be concluded that the first steps for re-introducing
industrial policy measures in the post-crisis period, as response to the calls to specific
actions for competitiveness and convergence, are weak and lack strategic long-term view
on the development path of the EU and its members. The suggested actions are mainly
designed in the context of the EU competition and antitrust legislative setting. There is
unambiguous resolution that the industrial policy of the 70s is not applicable and would
result in accumulation of new problems, nevertheless, there are no new effective
propositions on the long-term competitive positions of the EU in global markets and on
the measures for achieving recovery and progress. The persisting problem of EU
divergence and structural disparities are not addressed, despite their role for the overall

competitiveness issues of the EU.
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2.3. The significance of the Siemens-Alstom case
The Siemens-Alstom merger case of 2019 is a good illustration of the identified

weaknesses in policy making in re-industrialization and competitiveness in the last
decade.

On 6" of February 2019 the European Commission blocked the merger between
the two companies as it “would have harmed competition in markets for railway
signalling systems and very high-speed trains”. The decision is based on analysis of the
EU market and the merger is blocked because of a problem with higher concentration in
EU rail market.

However, the two corporations initiate a merger in order to compete globally. The
global competition in railway vehicles is currently dominated by the Chinese CRRC,
operating globally since 2015 as result of a merger between two of Chinese companies.
If the European leaders were to merge, they would have competed together against the
Chinese CRRC. The merged company would have been roughly half the size of CRRC.
Despite dominating the European market, it turns out that the European leaders in the
railway industry have no real chance in global markets because of limited capacity.

The EU competition policy has stringent rules regarding M&As and the control
on them is delegated to the Commission. The EC has acted according to the rules and,
after analysing the structure of the European market, has rejected the merger. However,
in this case, dominance in the European markets was not the ultimate goal for the merging
companies and the strategic move was not undertaken to affect regional competition as
the EU railway market is considered to be saturated. The strategy of Siemens and Alstom
was to merge into a single “European champion” (similarly to the Chinese strategy of
2015) that would become a global competitor and, potentially, leader in the industry.

The case Siemens-Alstom raises two questions: Is it possible to reconcile a
European industrial policy with competition policy and should EU competition policy be
changed to facilitate the formation of ‘European champions’?

After the strong political reaction, the European Commission announces a new
course of action — “EU Industrial Policy after Siemens-Alstom. Finding a new balance
between openness and protection”. Despite the title, the policy paper does not provide “a
new balance”. There is a clear commitment to defending the principle of free competition
and non-intervention in markets. Although there is a recognition of non-competitive and
protectionist measures by international competition, especially in Asia, and the positive

effect of these technological leadership measures is confirmed, the EC clearly states that
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these techniques have no place in the EU. The key message is that the international
competition and global economic order should be subjected to the same rules of free
competition and non-intervention that are respected in the EU (“openness must be a two-
way street”), but it is not clear how this will be achieved. It is stated that Europe should
remain the champion of free trade.

The last impulse in building EU industrial policy, however, recognizes the failure
of the initial steps and the need for joint measures. In February 2019 it was announced
the establishment of the European Innovation Council and key strategic sectors were
identified: 1) automotive (incl. batteries); 2) energy systems; 3) the internet of things; 4)
robotics, 5) artificial intelligence; 6) bio economy. In November 2019 the European
Commission published expert recommendations on the “Renewed EU Industrial Policy
Strategy” from 2017 where six industrial priorities are mentioned: 1) Clean, connected
and autonomous vehicles; 2) smart health; 3) low CO; emissions industry; 4) hydrogen
technologies and systems; 5) industrial internet of things; 6) cybersecurity. It is supposed
that the EU has or should develop competitive advantages in these areas. However, action
in these areas needs to be stepped up and accelerated if Europe is to stay in the global
race.

The success of the envisioned industrial policy measures depends on the long-
term goals policymakers set. Generally, the policy documents described above point to
the unsatisfactory recovery and the loss of competitive advantages in high-technology
sectors as the problems the industrial policy measure are supposed to address. However,
the analysis of the effectiveness and the design of these measures should focus on the
primary factors resulting in the identified problems. This would mean that the assessment
of the modern EU industrial policy goes through analysis of 1) the external positions of
European manufacturing and trade based on its technological and innovation capacity; 2)

the internal structure of the EU and its functioning mechanisms.

3. Issues for the EU industrial policy — external positions and structural problems

3.1. External positions: lagging behind global technology leaders
As it was mentioned above, in early November 2019, the EC published

recommendations to ensure Europe's leadership in international markets, identifying 6
strategic business sectors: 1) clean and autonomous vehicles; 2) hydrogen technologies
and systems; 3) smart health; 4) industrial Internet of Things; 5) low carbon industry and
6) cybersecurity. These are the areas where the EU should have competitive advantages

and take on a leadership role.
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At the same time, only one fifth of the European companies are highly digitized.
The European cybersecurity market represents 26% of the global market, but European
companies in the sector hold only 5% of the market. EU investment in cybersecurity is
roughly $ 1-2 billion a year, while public investment in US cybersecurity is $ 13 billion
and China's investments are $ 9 billion. The European automotive sector, traditionally
regarded as a leader, has been losing competitive positions rapidly. The sector employs
12 million people (3 million in manufacturing, 4.3 million in maintenance and 4.8 million
in transport) and represents 4% of the European GDP. The sector is considered as key
industry for the European economy, but on a global scale, it is increasingly dominated by
non-European companies, especially in strategic areas for the development of the
industry. The production and technology of autonomous cars is led by US-based Waymo,
and China leading the market in electric cars with 56% of global sales for 2018. While
sales of China and the US increase by 80% in 2018 compared to 2017, European growth
is only 34%.

Low carbon technologies are used in the steel, chemical and cement industries,
but the EU also faces intense competitive pressure. In the United States, there is an
investment boom in the chemical sector. China, the Middle East and India have made
successful efforts to build large and increasingly sophisticated manufacturing facilities
and attract high investment to compete with European exports. European cement
production and value added are declining. At the same time, production volume is
increasing significantly in China and India at the expense of EU market share. The cement
market in Europe is suffering from low returns on investment.

It should be clearly pointed out that the EU’s problem is related to retaining
leading competitive positions in high technologies. EU is still considered a technological
leader at global scale; however, its top positions are seriously threatened due to the faster
pace in catching-up and expanding of developing and emerging economies. While in
2000 the size of the European economy is more than 7 times larger than that of China (8.9
trillion dollars for the EU versus China’s 1.2 trillion dollars), today China has caught up,
with an economy worth 13.6 trillion dollars, against 18.7 trillion for the EU (IMF data).
The EU faces a situation where it is supposed to act against global rivals of different scale,
background and policies. The need of new approach in global competition is evident.

The structural differences between the EU and the emerging economies are visible

in their GDP components. Gross fixed capital formation in the EU amounts roughly to
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20% of GDP (downward trend), which compares poorly to China and India with 43 and

29%, respectively (see table 1).

Table 1: Gross fixed capital formation, % of GDP

Cﬁ‘;”mtgy 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
Euroarea | 22.04 | 22.70 | 23.21 | 22.93 | 21.10 | 20.69 | 20.77 | 20.17 | 19.55 | 19.53 | 19.91 | 20.16 | 20.43
EU 2137 | 22.04 | 22.68 | 22.41 | 20.48 | 20.05 | 20.15 | 19.71 | 19.22 | 19.35 | 19.72 | 19.82 | 20.10
US 22.04 | 23.04 | 22.36 | 21.32 | 18.85 | 18.38 | 18.81 | 19.58 | 19.79 | 20.30 | 20.33 | 20.17 | 20.45
Russia | 17.76 | 18.50 | 21.00 | 22.29 | 22.00 | 21.63 | 21.49 | 21.55 | 21.78 | 21.65 | 20.85 | 21.99 | 22.34
India | 32.76 | 3358 | 35.81 | 34.72 | 33.95 | 33.23 | 34.31 | 33.44 | 31.30 | 30.08 | 28.73 | 28.22 | 28.64
China | 40.47 | 39.75 | 38.89 | 40.10 | 44.97 | 45.00 | 45.02 | 45.42 | 45.69 | 45.23 | 43.95 | 42.98 | 42.57
Japan | 24.60 | 24.72 | 24.12 | 23.96 | 22.36 | 21.33 | 21.90 | 22.42 | 23.33 | 23.96 | 23.79 | 23.32 | 23.83

Source: World Bank, World Development Indicators dataset.

Industrial production (incl. construction) as percentage of GDP falls considerably

in the last two decades in the EU and the Euro area; while India, China, Russia preserve

the relative share of industrial value added (table 2).
Table 2: Industry (incl. construction) value added (% of GDP)

Country 1995 | 2000 2005 2010 2015 2016 2017
name
Euro area 2653 | 2520 | 23.92 | 2255 | 2217 | 22.28 22.33
EU 2659 | 2507 | 23.69 | 2239 | 2197 | 21.99 21.87
us . 2245 | 2122 | 1936 | 1852 | 17.95 18.21
Russia 3454 | 3392 |3263 |30.00 |29.89 | 29.46 30.47
China 46.75 | 4554 | 47.02 | 4650 | 41.11 | 40.07 40.54
India 2853 | 27.28 | 2953 | 30.73 | 27.35 | 26.64 26.50
Turkey 3202 | 2690 | 2530 | 2460 | 27.90 | 28.18 29.16
South Africa | 31.92 | 29.07 | 27.14 | 27.38 | 26.03 | 26.25 26.29
Japan 3441 | 3276 | 3020 | 2844 |29.02 | 2891 29.14

Source: World Bank, World Development Indicators dataset.

If we go into further details and focus only on the share of manufacturing, the

trend of its relatively negligible role will be confirmed. The manufacturing sector has still

not recovered after the crisis and has not restored the relative pre-crisis levels. The more

significant observation is related to the long-term weight of the sector in GDP. The

manufacturing sector has low contribution in GDP — a fact confirming the high

servicification and financialization of the European economy, specifically compared to

the Asian countries (South Korea, Japan, China) and less investments in productive

capacity. The Asian economies are characterized by larger manufacturing sectors which

could be analysed further as a sign for the different development strategies and (in some

cases) the different level of development the economies have currently reached. However,

the political goal set for the EU is 20% share of manufacturing till 2020, which is not

possible and does not correspond to its structural characteristics and problems.
Table 3: Manufacturing, value added (% of GDP)

Country
Name

2005

2007

2009

2011 2012

2013

2014

2015

2016

2017

2018
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Euro area 1581 | 15.84 | 13.81 | 1467 | 1449 | 1440 | 1452 | 1497 | 1510 | 15.11 | 15.08

E‘r‘]irgﬁea” 15.11 | 15.02 | 13.31 | 14.06 | 13.84 | 13.80 | 13.93 | 1429 | 14.39 | 14.30 | 14.18

Germany 20.31 | 21.09 | 17.88 | 20.57 | 2042 | 20.18 | 20.47 | 20.69 | 21.09 | 21.06 | 20.83

Central
Europe and | 18.34 18.42 17.19 | 18.31 17.86 17.66 18.55 18.82 19.02
the Baltics

Japan 21.64 | 22.08 | 19.15 | 19.67 | 19.73 | 19.44 | 19.73 | 20.81 | 20.68 | 20.73
gtr:tt:sd 1299 | 1278 | 11.73 | 11.95 |11.85 |11.81 | 11.64 | 11.62 | 11.12 | 1115
China 32.00 | 32.38 | 31.60 | 32.06 | 31.53 | 30.67 | 30.50 | 29.51 | 28.96 | 29.30 | 29.41
India 1597 | 16.86 | 17.14 | 16.14 | 15.82 | 15.25 | 15.07 | 1558 | 15.20 | 14.87 | 14.99
gggéa’ 2552 | 25.46 | 26.05 | 28.48 | 28.17 | 28.24 | 27.49 | 27.09 | 26.78 | 27.57 | 27.23

Source: World Bank, World Development Indicators dataset.

3.2. External positions: limited innovation capacity
Digitalization in the EU is a slow process. Data from the EC’s Digital

Transformation Scoreboard, 2018, shows that only 24% of the European companies use
big data analytics. Robotics and automation are applied in not more than 16%. The
companies working with artificial intelligence represent only 5% of European business.
However, the information era developing in the last couple of decades makes
digitalization and digital technologies the main prerequisites for progress and innovation.
Digitalization transforms processes, business models, markets, and, from strategic point
of view, competitive advantages and prospects for technological leadership. Considering
global reality, the economic and technological transformation in the EU is not sufficient
to create and sustain modern re-industrialization and to build the path for renewed,
sustainable and more coherent development.

According to the Global Innovation Index, 2019, the geography of innovation in
the world shifts from high-income to middle-income countries. Some EU countries are in
the top positions, but China, Israel, India and the US are advancing faster. There is also a
fast catching-up in innovation advances in South East Asia, East Asia, and Oceania region
compared to Northern America and Europe. Europe (and most of EU member states) is
still part of the largest innovators in the world, but it cannot surpass the US, and China is
aggressively catching up threatening to get ahead. The most progressive region lately is
found to be the South East Asia, East Asia, and Oceania.

The Global Innovation Index also documents the deficiencies of European
innovation policy. On the first place, Europe’s innovation capacity and performance are
not coherent; there are persistent differences within the EU. Despite the leadership
positions of member states such as Germany and Sweden; Italy, Portugal, Latvia,
Bulgaria, Slovakia, Poland, Romania are way behind. The distinction between innovators

and laggards may be made based on the “North-South” divide; or the “Old members —
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new members” one. Nevertheless, economic divergence in the EU is a fact and it has an
impact on its overall performance and the implementation of re-industrialization and
innovation strategic policies.

Secondly, the EU is strong in developing innovation inputs, but has problems with
lower performance on business R&D or innovation outputs. The connection between
science and business is not effective and does not deliver results. This situation is referred
as the “EU paradox”: highly effective, quality educational and research systems, but
unsatisfactory output in the form of marketable innovations. Third, the entrepreneurial
activity in the EU is found to be more constrained than would be ideal which is significant
constraint in the operation of start-ups and has a negative effect in building up innovative
capacity.

The data on patent applications confirms the negative conclusions (table 4). EU is
nowhere near the innovative activity of China, the US, Japan and East Asia. The start-up
culture and technological entrepreneurship is underdeveloped in the EU.

Table 4: Number of patent applications

Patent 2010 2011 2012 2013 2014 2015 2016 2017
applications

EU 134 009 134 681 136 659 137 642 139 301 131 323 140 672 139 458
Eurozone 100 699 100 612 101 336 102 879 105 096 96 432 106 987 106 322
East Asiaand | 988123 1134028 | 1269626 | 1448150 | 1553260 | 1726643 | 1959178 | 1997563
gc?ljlcfrllgrn Asia | 41658 44 002 45 224 44 821 44 115 47 455 46 856 48 191
United States 490 226 503 582 542 815 571612 578 802 589 410 605571 606 956
Japan 344 598 342 610 342 796 328436 325989 318721 318 381 318 479
China 391177 526 412 652 777 825136 928 177 1101864 | 1338503 | 1381594

Source: World Bank, World Development Indicators dataset.

The 2019 European Innovation Scoreboard makes the general conclusion the EU
innovation performance increases. It is emphasized that, for the first time, the EU has
surpassed the US. However, a closer look at the scoreboard’s components suggests that
the EU performs better in some educational and scientific indicators, but the business
implementation of innovations is a persisting problem. The EU performs worse compared
to Japan, Canada, Australia and South Korea. China is catching up fast and EU
consistently loses its lead to China; it is stated that China catches up at two times the EU’s
innovation performance growth rate. Predominantly highly developed, old member states
in the Northern part of the EU are categorized as innovation leaders and strong innovators.
All new member states (excl. Estonia) are categorized as moderate and modest

innovators.
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3.3. External positions: trade imbalances
Generally, it is considered that the industrial policy measures are focused on

boosting exporting capacity and export-led development. So, industrial policy is supposed
to be designed according to external trade positions of the economy and its competitive
advantages/disadvantages in global markets. The EU experiences certain imbalances in
intra-EU and extra-EU trade.

Extra-EU trade is characterized by trade deficits — 17 out of 28 member states
report negative trade balance in extra-EU trade. EU runs a trade deficit with the rest of
the world. The trade imbalances are significantly reduced after the crisis, but,
nevertheless, they still exist. Table 5 represents data on the largest deficits and surpluses
in the last couple of years. The only considerable trade surplus is reported by Germany:
it is nearly 5 time larger compared to the second highest position. Of course, more in-
depth analysis is required for a proper and objective assessment of EU competitiveness
in global markets, but the general impression is that the EU is net importer and the
prospects for leadership based on exports and large role in global trade seem implausible.

Table 5 Extra-EU28 trade, trade balance

Extra-EU28 trade, 2007 2009 2011 2013 2015 2017 2018
trade balance, min.

Euros

European Union - 28 | -216,448.2 | -142,114.5 -174,622.8 49,885.8 65,145.5 23,809 -21,866.3
countries

Largest deficits in:

Netherlands -95,014.6 -81,588.4 -118,001.9 -115,308.8 | -125,439.7 -131,806.6 -139,417
United Kingdom -79,823.6 -73,799.3 -71,131.8 -9,590.1 -31,224.9 -69,711.9 -51,088.3
Spain -51,264.9 -30,122.6 -43,234.9 -25,962 -21,429.6 -30,098.4 -37,710.5
Poland -10,971.5 -9,632.9 -15,812.5 -9,908.3 -14,774.4 -16,970 -25,737.5
Belgium -13,392.3 -10,693.6 -12,759.7 -8,801.7 -24,728.1 -22,417.2 -28,220.4
Largest surpluses in:

Germany 65,667.8 65,411.1 99,936.8 155,105.7 177,009.2 184,558.2 176,094
Ireland 14,010 16,726.3 20,729.7 19,579.4 28,739.6 31,166.2 36,629.3
Italy -16,725.6 -3,963.9 -21,213.7 19,569.5 33,222 38,919.2 28,534.1
France 75.1 7,067.4 -1,599.9 12,238.2 28,831.9 28,559.2 25,994.9
Sweden 15,392.6 11,413.2 18,503.4 15,712.8 14,981.7 16,471.2 13,986.5
Denmark 2,985.8 3,859.2 7,531.7 8,539.9 9,716.3 9,781.8 9,977.2

Source: Eurostat

The intra-EU trade is considerably more intensive. Only two member states report
larger extra-EU exports than the intra-EU exports — Cyprus and United Kingdom (2018
data, Eurostat). The predominance of intra-EU trade is significant in 16 member states
reporting EU exports more than 2 times larger than their world exports. 11 out of 28 EU
economies report intra-EU trade surpluses. Most member states run trade deficits in EU
trade. One third of the countries run double deficits — in intra- and extra-EU trade. These

facts mark the internal imbalances in the Union and signal for the existence of multi-
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speed Europe, comprised of highly competitive economies dominating in internal markets
and performing in world markets, and of less competitive countries both in common
market and the global economy. Industrial policy measures are supposed to be based on
this distinction and address the structural problems of the EU as a whole.

Another issue related to the outlined geographical structure of national exports is
the possibility for constructing common industrial policy if most of the trade is in the EU,
between the member states. As it was mentioned before, industrial policy measures are
oriented towards increasing export capacity. If most efforts are on national level, it turns
out that re-industrialization and export-led strategy of development would make the
member states direct competitors and would result in even more significant divergence.
As long as main exports of national economies are directed to the other EU member states,
any development and leadership strategies would result in formation of winners and
losers. There are two alternative options ahead of the EU: 1) increasing the role of EU in
international markets; 2) moving away from the EU integration model as it naturally
opposes countries in the field of competitiveness and growth and deepens imbalances and
divergence. The integration process is too advanced to have effective national industrial
and growth policies; and too far behind to have a community-based industrial policy
based on internal specialization and export-oriented growth for the community (rather

than individual countries) by turning to global markets.

3.4. Internal structure
Some of internal EU issues were already mentioned: 1) dominance of free-trade

free-competition rhetoric not consistent with actual global reality; 2) internal trade
imbalances as result of competitiveness differences; 3) economic divergence in the EU
resulting in huge gap between North and South in the EU in terms of innovation capacity
and technological leadership prospects.

Considering the described external processes and the overall performance of EU
internationally, the internal EU imbalances gain even larger significance. The relative
deterioration of external competitive positions makes the problem of internal imbalances
even more acute, since EU strategy for positioning in the global economy must
necessarily find solutions to the internal problems of regional divergence and different
levels of development in the Member States.

The structure of the Union could be analyzed in two directions — the integration

process and the accession process. It is essential to understand which one of the two
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parallel processes has an impact on the problems in the EU in the last decades and which
one of them could be changed in order to resolve the problems.

The integration process is defined by the rules for the functioning of the economic
and monetary union — institutional and legal framework, transfer of national sovereign
competences at supranational level. The integration process is based entirely on market
reasoning for constructing economic union. Flaws of the integration process would result
in similar outcome in all member states. For instance, the conflict mentioned above
between competition policy and industrial policy at the EU level is result of the approach
chosen for deepening the integration process. There are well developed mechanisms to
prevent institutional failures, but no consistent approach towards market deficiencies.
This may also partly explain regional divergence in the presence of a similar institutional
environment, macroprudential policy and stabilization policy; similar regulatory regime.

The accession (or enlargement) process addresses the way new states are admitted.
Problems in this process would result in difficulties in just some of the member states —
the ones that meet the requirements for accession but have difficulties being part of the
integrated area. The accession process is based on the so-called Copenhagen criteria
which are not easily verifiable, and, at the end, the accession decision turns out to be
purely political one. The mismatch and lack of consistency between the two processes
results in regional divergence and structural problems which are difficult to solve once
the states are part of the integrated market and must adopt its rules and provisions. It
seems that the economic integration process is preceded by a political process of
enlargement. As the political concept of EU construction and the core principles of
integration are based on conflicting (sometimes, wrong) incentives, there are internal
conflicts and imbalances between heterogenous groups of countries. Introducing a
common approach in raising EU competitiveness may be difficult because of the
economic heterogeneity.

The EU faces two major problems. First, there is a long-tern downward trend in
investment activity in the leading European economies. The factors behind the trend are
market saturation and industrial overcapacity (Wigger, 2018). The slow growth in
aggregate demand and the new business models of outsourcing and offshoring to low-
wage countries also have their role. In the post-crisis period, the trend is more
pronounced. The leading European economies need to find a way to restore their
technological leadership and call for industrial policy measures. Secondly, significant part

of the Union is still catching up the most developed part of EU. These countries need a
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strategy for catching-up growth and industrial policy agenda for development /better use/

of their production capacities and creation of new competitive advantages in global

markets.

4. Conclusions and recommendations

Based on the analysis so far on the evolution and key characteristics of industrial

policy measures applied in the EU and nature of the main issues they are supposed to

address and solve, certain conclusions could be drawn up:

1)

2)

3)

4)

5)

The “new” industrial policy of the EU gives no common vision for the EU’s place
in the global economy. The structural characteristics of the EU member states are
not taken into account and there is a serious threat that the envisioned strategic
directions are not achieved as they do not correspond to the existing capacity in
many European economies and does not provide tools for their adaptation to the
new agenda. It is inefficient as it does not take into account the structural
characteristics of the Union (see also Botta (2014)).

Industrial policy is supposed to comply with the existing legal and economic
framework, which basically makes the practical implementation of industrial
policy impossible. The level of implementation does not matter as both national
and EU industrial policies would be seriously constrained by the internal market
framework and competition regulations (see also Pelkmans (2006)).

Because of the above-mentioned features, the EU industrial policy agenda
envisages many horizontal measures without clear impact assessment criteria.
The predominant approach includes delegation of responsibilities to national
governments (through national authorities and nationally based concrete
measures) for industrial policymaking. However, national governments have no
freedom in taking vertical measures for re-industrialization and boosting
competitiveness which results in ineffective, palliative actions. On the other hand,
the nationally based approach is not effective because it lacks complementarity
and coherent, common outward-looking approach. This turns Member States into
direct competitors in a moment when the EU is supposed to act as a single player
in global markets in order to compete against large competitors like the US, China,
Japan, South Asia.

One of the explicit messages of the “new” industrial policy of the EU is stronger
positions in international trade. Considering that intra-EU trade is the predominant

export for most of the member states, the question of intra-EU trade thought of as

208



v

1)

2)

export and securing export growth by trading within the EU becomes evident. The
re-industrialization export strategy of the EU is supposed to have clear vision on
the following issue: Is it acceptable for more competitive economies to secure
economic growth through exports mainly to less competitive Member States,
given that no mechanism is in place to correct structural differences and
divergence between them. New industrial policy does not consider the existence
of multi-speed Europe and may exacerbate inequality.

The recommendations that could be made are in the following directions:
Economic divergence in the EU is identified as a challenge to be overcome by
strategic industrial policies designed in the context of multi-speed Europe where
non-convergence is recognized, and a joint growth strategy outward is elaborated.
EU industrial policy measures would be more successful, if they envision vertical,
sectoral approach and differentiate the goals and outcomes of its implementation
in different member states. Differentiated approach does not translate into
delegating the whole responsibility to national authorities. The Union approach is
needed as it would build up the global image of the EU as a single player in
international trade and world progress. The capabilities of each member state
should be used and promoted as part of an integrated strategy. The EU level is too
big, while national level is too small. Regional focus in industrial policy would
provide tailored, effective measures for regional specialization and development.
The regional focus in EU industrial policy is supposed to result in structural
changes reducing the gap between EU North and EU South. Concrete measures
include subsidizing and fiscal stimulus; larger public financing of R&D in key
sectors; targeted public procurement. Although the level of state intervention
known from the 60s and the 70s of the last century is no longer plausible, a more
interventionalist industrial policy is needed. EU Cohesion policy tools and funds
may have a central role in setting up differentiated strategy for re-industrialization.
A modern concept of industry and industrialization should be developed. The
tertiarization and financialization of the EU economy is a fact. However, the
services sector and manufacturing merge together and the boundaries between
them become more blurred. Financial sector is more of the most technologically
advanced and pioneers in applying new business models based on innovative
technologies. New industrial policy could be based on new methodology for

classification of industries and sectors - not based on the final product, but on the
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used technologies/ production methods. Analysis of the blurred boundaries
between production and services is needed. Industrial policy measures could focus
on the high value-added and marketable services sector, as well as business-

related services interacting intensively with industrial manufacturing.
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Darina KOLEVA, UNWE, Bulgaria /The empirical approach to the exchange rate — monetary policy rules
link: a review/

Irena NIKOLOVA, New Bulgarian University, Bulgaria /International Trade and Foreign Exchange
Challenges: Perspectives for Europe/

Rossitsa TONCHEVA, UNWE, MRC, Bulgaria /Non-Bank Private Money in Bulgaria/

Sabbah GUEDDOUD), Lux-SIR, Luxembourg, Esther JEFFERS, CRIISEA, UPJV, France /Purchases of private
and public debt securities by the European Central Bank (ECB): what lessons can be drawn since 2015 ?/
Iskra BALKANSKA, ERI BAS, Bulgaria /Trends in the European banks’ development/

Nabil TANNIR, UPJV, MUBS Lebanon /Lebanon: Monetary stability despite the economic crisis/

Parallel session 2: International economics — Small Conference Hall

Moderator: Yovan Zafiroski, UKIM, Republic of North Macedonia

Speakers:
Galia MANCHEVA, UNWE, Bulgaria /Foreign direct investments in the contest of political risk: The case

study of the Western Balkans/

Levani KERESELIDZE, Georgian Technical University, Georgia /On the Psychological Determinant of
Personnel Management/

Nino PAPACHASHVILI, Sulkhan-Saba Orbeliani University, Georgia /Digital Ecosystems for Better
Economic Policy: Global vs Local/

Saif Eddine CHAIK, University Mohamed V Rabat, Morocco, Yasser MAYSSOUR, University of Strasbourg,
France /Discussion the term of the competitiveness: can we really define it ?: review of literature/
Ketevan TCHANIDZE, Zeinab SURMANIDZE, Batumi Shota Rustaveli State University, Georgia /Social
Effect of Tax Benefits in Mountainous Regions/

Marko TIMCHEV, UNWE, Bulgaria /Accounting business analysis in a balanced indicator system/

Irakli ZARKUA, PhD, Georgian Technical University, Georgia /Challenges of Innovation Development: EU
and Georgia/
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17th October, 2019
20:00
Welcome dinner Restaurant “Hadjidraganovite izbi” (traditional Bulgarian restaurant, Live music),
20:00 - 23:00 pm 18, Hristo Belchev street (next to Vitosha boulevard) , See address HERE

Friday - October 18"

Key note Speakers Chair: Nikolay NENOVSKY, CRIISEA, University of Picardie Jules Verne, UNWE, MRC, Bulgaria

9:30-10:15 am Sessions
Keynote speakers:

/Large Conference ha”/ Xavier RICHET, University Sorbonne nouvelle, Paris, Jean Monnet Chaire ad personam, France /Between

globalization and internal stability, the resistible Internationalization of the Renminbi/

Discussion

Christian AZAIS, LISE-CNRS, France /Labour Transformations in current capitalism: the grey zone in

questions/

Discussion

10:15 - 10:45 am Coffee Break (University Canteen)

Parallel sessions (3) Parallel session 1: Economic thought- Large conference hall

10:45 - 13:15 pm
Moderator: Olivier ROSELL, UPJV, CRIISEA, France

Speakers:
Jérdme MAUCOURANT, L'Université Jean Monnet de Saint-Etienne, France /Sovereignty and Economy

according to Montchrestien and Cantillon/

Alexander MALTSEV, Ural State University of Economics, Russia /Economic history: a stepchild of
economics or the queen of social sciences ?/

Plamen TCHIPEV, Plovdiv university, ERI AT BAS, Bulgaria /Political Economy of Socialism: Theoretical and
Practical Controversies of “All-People Socialist” Ownership/

Wissam SAMIA, UPJV, France /Antin SAADEH and the actuality of his social-nationalist doctrine?/
Gabriel SHOUYI ZHANG, CRIISEA, UPJV, France /Strategies for Monetary Reforms:

Money Doctors and Chinese Economists during Monetary Reforms in China at the 1930s/



https://www.google.bg/maps/place/The+Hadjidragana+tavern/@42.69284,23.3205397,18.82z/data=!4m13!1m7!3m6!1s0x40aa856d19c4feb5:0x5bf00177314c3c0!2sul.+%22Hristo+Belchev%22+18,+1000+Sofia+Center,+Sofia!3b1!8m2!3d42.6929214!4d23.3211435!3m4!1s0x40aa856d174292b9:0xcea386b642895d2c!8m2!3d42.6928173!4d23.3212059
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Parallel session 2: Social economy — Small conference hall

Moderator: Tsvetelina MARINOVA, New Bulgarian University, Bulgaria

Speakers:
Krasimir KOSTENAROV, Ivan BOEVSKI, Angel SAROVNew Bulgarian University, Bulgaria /Members

satisfaction as main reason for recent cooperatives development in Bulgaria/

Esther JEFFERS, CRIISEA, UPJV, France, Tsvetelina MARINOVA, New Bulgarian University, Bulgaria, , Maya
JANDAH, UPJV, CRIISEA, France /Birth and development of cooperative financial institutions in France,
Germany, Bulgaria and Serbia: an institutionalist approach/

Hristiyan ATANASOV, University of Library Studies and Information Technologies, Bulgaria /Credit
institutions and social economy in the Ottoman Balkans during the 18th and 19th centuries /

Zuzana POLACKOVA, Institute for forecasting, Slovak academy of sciences, Slovakia /Solidarity with the
people with disability and their right for decent jobs/

Petar MIHAYLOV, Fund manager of financial instruments in Bulgaria" JSC, Bulgaria /Instruments in support
of start-ups and SMEs/

Elena SPASOVA, New Bulgarian University, Bulgaria /EU convergence and competitiveness: in search of
modern industrial policy/

13:15-14:15 pm

Lunch (University Canteen)

14:15 - 16:00 pm

Presentation Session
Large conference hall

PhD Session Large conference hall

Moderator: Olivier ROSELL, UPJV, CRIISEA, France
Speakers:

Quang NGUYEN, University of Picardie Jules Verne, France /An Empirical Relationship between
Exchange Rates and Inflation: The case of Vietham (1995-2016)/

Nikoleta KARAMILEVA, UNWE, Bulgaria /Monetary perspectives for EU grown from Finance Philosophy/
Zdravka KIRICHEVA, UNWE, Bulgaria /Application of Cost-Volume-Profit Analysis for Stock Operations
Management/

Chaimae AAMOUM , University of Picardie Jules Verne, France, / The monetary tradition(s) among Arab-
Muslim authors of the Middle Ages through the functions of money /in French/

Iris NIKOLOPOULOU, Paris 7 — Denis Diderot University, France /The Greek capitalism through the prism of
the debt crisis: institutional characteristics and sustainability of accumulation/

Marios PSYCHALIS, University of Peloponnese, Greece /The Euro Plus Pact Structure: A Path for Measuring
its Adoption/ via Skype,

Ivanina MANCHEVA, UNWE, Bulgaria /Digital tax implementation in EU — possibilities and outcomes/

llina MOUTAFCHIEVA, UNWE, Bulgaria /Sustainable development goals - opportunities and perspectives
for international management/
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Saturday - October 19", 2019

9:00 - 18:00

One day
excursion.

Bus leaves from
Park Hotel Vitosha

Visiting town of Melnik and Rupite area.
For additional information visit the website of the conference.
www.conference.mrcenter.info

16:00 - 16:15 pm

Closing remarks

Nikolay NENOVSKY, Director of MRC

Friday 18" October,
2019 21:00 pm

SOCIAL EVENT
Sofia Pub Crawl



http://www.thenewsofiapubcrawl.com/
https://plovdiv2019.eu/en
http://www.conference.mrcenter.info/

